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MONDAY, MARCH 5, 1951 


House or Represe? rives 
COMMITTEE ON Ways AND MEANS. 


1) t ! i the comnim ( pore iv. 
The Cu MI i omniittes ne to o1 
| m ng lect of pel oe , 
erals « ‘ 
Che first SS for N i Sand i Gray \ lation 
}. Rutledge H LD Dex man of n taxatiol 
Charles E. B r Sa oe mem tt ommiuttes 
iXatiol 
Will ve Oo ( 1 ‘ f el ‘ I¢ pene- 
It ( { pa \ Lapp ! 


STATEMENTS OF J. RUTLEDGE HILL, DALLAS, TEX., CHAIRMAN OF 
THE COMMITTEE ON TAXATION, NATIONAL SAND AND GRAVEL 
ASSOCIATION, AND CHARLES E. BRADY, SALISBURY, N. C., VICE 
CHAIRMAN OF THE COMMITTEE ON TAXATION, NATIONAL SAND 
AND GRAVEL ASSOCIATION 


Mr. Hin. | J. Rutledge Hill, of Dallas, Tex., rm f the 


Me B . Ww ised to be rep ted by the Honorable Mr. 


M Hi ‘ f of the com Cl i! 1 1 eravel industry 
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land gray be added to the list of nonmetal! minerals en- 
I ’ 

() that a pe tage depletion allowance of 15 
tome ssl clei te cael li ld led 

r tive ! il] ni ! eroul ea i 

ae OVA 
| ] } ] ? 7 AX T } T cy ] 
' ter of good public ] ve 
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the C nveress have expanded this principle. 
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Che sand and grave] ind try meets the strictest statutory test 


percentage depletion. Equity and justice require that sand and o1 
by ought within a revenue policy which recognizes that nonmet 
mine ndustries must be encouraged to « xplore for new source 
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L tie oravel 1 Ll great lu Che iy I 
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( e Toul | neve t of thr 8 ed States We fa 
or because of the rapid exhaustion of soures of econ 
lable sand and grave 
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of exploration for new sand and gravel reserves have increas n the 


san 


ot 
ex] 


survival in the d and gravel business because deposits a1 


ie proportion. M ny companies In our ll dustry face the pl 
pro] . | 


austed at a time when new sources of supply cannot be found. | 
n the utmost seriousness to your committee that 1€@]} 


the sand and gravel industry is wholly inadequa 
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worl ind private work n the United States. IT am author 
the Natio) 1 Industi il Sand Asso ition to \ oO Ve t 
se which I have made for the sand and eravel indust1 pp 
equal force to the industrial sand industry. Industria ind 
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t it also finds employment in many other manufactur ng | f 
Industrial sand plays a pivotal role in the production of 
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Mr. Hitz. In all sections, sir. 


Mr. Jenkins. There are no really large sand and gravel companies, 


I there, such is vou run Into In the b r steel compan es 


‘ 


Mr. Hit. That s correct, They “ure us Wathy very sii | opel itors 


\ would deseribe 1 business enterpr se, 

Mr. Jenkins. If ose small operators in any secti fail. then that 
oh, because Il been depending upon bhose sia oncerns, Will 
e Le NL ite qual CV a | I ( vetting th 
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Mr. Hien. J rect 

Mr. Jenkins. Tha Mr. Chairmar 

Phe CuarmMan. M Hi] ind and gra ( I 1 
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The Cuarrman. If there are no more questions, we thank you, M: 
Hill and Mr. Brady, for your appearances and the testimony you hay 
given the committee. You have given excellent statements. 

Mr. Hux. Mr. Chairman, it has been a great privilege to appea 
before the committee. I should like to thank you and the membe: 
of this committee for your courtesy to us. 


Mr. Brapy. I also should like to endorse what Mr. Hill has said. 


in appreciation of your courtesy. 

Mr. Jenkins. Mr. Chairman, in this connection, I have a letter fro: 
Mr. William Edward Hale, vice president of the American Aggregat 
Corp., which operates in Greenville, Ohio. Instead of inserting t! 
complete letter in the record, I ask unanimous consent to have inserte 
an excerpt Trom the letter. 

Phe Cuamman. Without objection, that may be done. 

(The excerpt referred to from the letter of March 2, 1951, America 
\coregate ( orp., Greenville, Ohio, is as follows:) 


\ Ww recall that at the hearing bove-referred to (February 9, 1950). M 
J. Rutledge Hill, of Gifford-Hill & Co., Inc., Dallas, Tex., as chairman of ft} 
taxation committee of the above-named asso tion, testified on the question 
percentage depletion for the sand and gravel industry We are informed th 
Mr. Hill again testify be re the House Ways | Means Committee son 
time next week on the same propositiot We want vou to know that in s 


testimony Mr. Hill speaks for this corporation and, I am firmly convinced, a 
for the entire sand and gravel industry 

The Cuamman. Mr. James W. Haley, secretary of the special tax 
committee, National ( ‘oal Association, Washington. D. C. 

Will you give your name and address to the reporter for the benefit 


of the record and the capacity in which you appear ¢ 


STATEMENT OF JAMES W. HALEY, SECRETARY, SPECIAL TAX COM- 
MITTEE, NATIONAL COAL ASSOCIATION, WASHINGTON, D. C. 


Mii Hacey. Mr. Chairman and gentlemen of the committee, m 
name James W. Haley. My address is 316 Southern Buildi 
Washington, D. C 

I a secretary of the spec ial tax committee of the National Coa 


‘ 


I am o vice president of Jewell Ridge Coal Corp., operating coa!) 
mines in the States of Virginia, West Virginia, and Kentucky, ar 
vice president of Virginia Smokeless Coal Co.. which is engaged i 
the sale of b tuminous coal in the eastern and midwestern markets. 

Prior to my affiliation with Jewell Ridge Coal Corp. and Virgin 
Smokeless Coal Co., I was secretary and general counsel of the Nationa! 
Coal Association. 

‘| he National (‘oal Assi ciation is the trade association of bitumi- 
nous coal mine owners and operators of the United States and has 
in its membership coal producers in every major coal-producing State 
in thre 0) ion, represet! tit cr ipproximate ly WD percent of the Nation’s 
total commercial production of bituminous coal. 

The bituminous coal mining i dustry recognizes that the Congress 


feels compelled to provide for the raising of additional revenues. 
Nor the bituminous coal mining industry here today asking the 
Congress to take any action which would mean that the industry 
will not pay its fair share of the over-all tax burden which the Con- 


pre finall determines must be exacted from the Nation’s taxpayers 
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The bitumious coal mining industry is not opposing increases in 
tax rates considered by the committee to be necessary. 

We are, however, strongly urging the Congress to raise the gross 
lepletion rate for coal from 5 percent to 10 percent. 

Net effect of the position today urged by the coal industry, if 
adopted by the Congress, will be to substantially raise tax rexenues 
from the coal industry. In this result the coal industry will be in 
the same position, and should be in the same position, as other indus- 
tries—paying a larger amount of taxes to meet the increased cost of 
defending and protect ing our country. 

Members of the committee will naturally ask the double question: 
Why should coal have a 10 percent depletion rate? and, If coal is 
entitled to a 10 percent rate, is now the time to make the change? 

[ feel that a brief exposition is all that is necessary to demonstrate 
to the members of the committee that coal should be immediately 
accorded a 10-percent depletion rate. 


i 
} 


It will be recalled that your committee carefully considered this 

itter early in 1950. In your report you stated: 

The testimony receiv this committee indicated also that the 5-percent 

te allowed in the case of coal is of little practical value, and that the coal- 
mining industry is peculiarly in need of more favorable tax treatment because 
of the inroads on its potential markets by alternative sources of energy, par- 
ticularly oil and gas 

Accordingly the bill reported by the committee, and later passed 
by the House, provided for raising the gross depletion for coal to 
LU percent. 

Subsequent to the well-cor sidered action of your honorable com- 
mittee and the House of Representatives, however, the military Sit- 
lation developed in Korea with attendant implications as to addi- 
tional revenues deemed necessary for defense purposes and for 
nternational endeavors 

This serious intervening development caused the Senate to “post 
pone action” on the proposal, pending “more careful analysis of the 
problems involved,” il cording to the Senate in ince Committee 
report. 

We strongly urge, however, that the serious fl d extensive defer se 
program with attendant necessary very high tax rates is all the more 
reason why the depletion rate for coal should be raised to 10 percent. 


We base our case on t] , dual grounds of coal’s place 1! the p eture 
today, and on a gross and aggravated inequity running against coal 


din favor of coal’s « ompetitors. 
No country in the world today ean hope to put itself in a pos on 
urvive against even a potential external enemy without an ade- 
ate supply of coal. 

Because there is so much coal in the ground, there is a tendency to 
verlook or minimize its essentiality. But we must be brought to 
ealize that this country would be absolutely helpless fror lefense 
tandpoint without coal 


In 1929, a time of peace, the late Thomas A. Ed ! 


Che first and best source of power is coal 


Later. Winston Churchill, in time of war, said: 


War is made of steel and steel is made of coal. Coal is the four d 
very large extent the measure, of our whole war effort 








1544 REVENUE REVISION OF 1951 
he statements just quoted indicate the importance of a healthy 
SUPPL ofa nation, mn peace and In war. 
submitted that the best way, if not the only way, to assure a 
Ss pply of coal, or any other absolutely essential constituent, 


Con! 
It 


maximum 
s to see that the essential commodity 1S equitably treated in laws of 


general appli ation. 
We state, in all earnestness, that the coal industry is not being 
ited from the standpoint of the d pletio deduction. 


ibly tre: 
mpact of 


t ' 
Uh Sif ition 1s foreibly demonstrated when we look at tive 
Federal taxation on coal and other natural resources 
(onl, 1 iv the most portant natural resource the countrv. re 
( west depletion rate. Why should coal receive only 5 pe 
the next lowest rate is LS percent and ¢ ind natural ga 
ou | pal competitors, receive 24! percent | ed \ ! 
ivsh under the old lower rates. It wil articular vere del 
l ( } posed ni uch hiahe r rates, 
fheulties of the coal industry ! ts pet 0 \ Otte 
f x matter of common knowledg: Coal is t compet 
t { ind natural gas, and anv tax advantage conferred upo 
{ e competitors acts directly to the detri oal and tha 
£1 ( of coal markets to those competitor 
\\ l todav to ure (Congress to 1 | ( " equ table 
oal and ne rs by en ¢ the deple 
l to 10 percent 
i t cle Pood 1 il 1) i 0 ( ay industry 
illeeation that the 27 percent ere depletion rate 
‘ ind @as Is exces ein view of the ‘ sity for 1 
’ was reserves 1 of peace for use in case of wat 
! ( On, ind | believe the opi on ¢ f manv others h and 
( ndustrv, that the | ted States was verv fortunat 
n that the ¢ ( how t} \ 1 1] 
f elop a tax structure which permit | tl country 
to } ( piv of petroleum without w t} war could n 
onal emerge e coal led une 
of Nation’s economy { only really flexil ouree 
I | viditio to ta ne” care of the rea i tee] 
d its normal mar! must take o many of the 
olland was are wal e unable t pply In ord 
| rv of this Nat may mall i! f ) ul 
[ per { ray lexpal ( trie iX ructure must 
rves for the procurement of new tl lands ar 
= > of new min 
oO | rv, either the rate 
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Finally, the law further restricts the benefit of percentage depletion 
by excluding such deductions in computing an operating net loss to 
be carried forward to another vear. In the case of depreciation, 
such deductions are taken into account. It should also be kept in 
mind that unless the taxpayer has net income, no percentage deple- 
tion whatever is available to him. 

According to official Treasury reports, the bituminous coal-mining 
industry as a whole operated at a loss from the years 1925 through 
1959, a period of 15 years. Daring the 8-year period, according to 
the same report, 1940 through 1947, during which time the industry 
was called on to furnish fuel and power for the United States as 
well as our allies, there was a small profit amounting to about 10 
cents per ton. 

In this connection it should also be remembered that even during 
the war years about 40 percent of the coal companies in America oOp- 
erated at a loss. In the 20-year period, 1928 through 1947, after 
paying Federal income taxes of $343 million the entire bituminous 
coal-mining industry showed a profit of only $96 million, about 1 cent 
per ton. 

‘I he difficulties that the coal industry has encountered in recent 
years are a matter of common knowledge. The industry is highly 
competitive within itself, as well as being competitive with other 
fuels and sources of energy. In addition, indirect taxes, such as 
the social security tax, are unduly and discriminatorily oppressive on 
the coal industry. 

I; conclus on, | should like to emphasize that we are not in any 
way suggesting that the depletion rate for oil and natural gas be 
reduced. What we desperately need is an increase in our own rate. 
| feel that we have. without questlol , & most justifiable position, and 
that on examination and consideratio1 your honorable ( ommittee will 
rt affirm tS action of L year ago al cl that the Congress will f low the 
committee in raising coal’s depletion rate to 1U percent. 

Thank you very much. 

The Cuarrman. Mr. Haley, you have made a very interesting state- 
ment on a most Important subject. | wo ild like to ask vou one or 
two questions. ; 

Is the present low-depletion allowance one of the major difficulties 


ez 


of the coal industry ? 

Mr. Hauey. I should say competitively it is certainly one of our 
ditheulties Bv that I do not mean we have plenty of others also. 

| e CHAIRMAN. It has ov urred ro me, W th the superti ial knowl- 
( lore that I possess of the si biect, that vou have two other, and I do 
not know how 1 vy more, very important difficulties in connection 
with the co lustrvy. One, of course, substitute fuels that are 
being used e\ normal times. 

I no ce that mal vy of he trains ire shifting from coal to other fuels. 
Most issen a t? ns now have lone away with the use of coal ind 
re ng oO s fuel. Ships are doing the same thing. Many of the 
( ( es, ( i ndustries, are shift ne Trom ee il to oil for two 
renso O the difficulty they have in procuring coal as a result 
i ‘ k I it al t\ oO th oal 1 : 

Seco! nt es it is much clea md rs ! tory to use 
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[t occurs to me, as lol cr as I am ask ne vou for intformat on abo if 
that. and I may be wrol ov. that the situation Is shameful where you 


have one man W ho, by the str ke of a pen, the noddit o of a head, the 
winking of the eye, can shut down completely the coal industry, leay 


Ing people helpless is a resi lt of then dependence on coal as a Tue 
What observation, if any, do you have to make regarding that 
Mr. HALry. Yes: | hould like to observe that we. of course, are 

well aware of t e cd fhi iitie 1! | erent In a mol onolisti oO) 

and I might say that the industry has on a number of occasions pet 


oned the Congre te io something about that situatior 

We are hopetul t] omething ultimately will be done. 

I should like to add. not eriticallv. but just observing a fact, that 
that tuatior Ss one rthel iking of Congress and not of the naustry 
Mr. Lewis derives | power. of course, from the Federal sta ’ 

h ere ¢ | e rres 
Wi el [ e Trequent ike r eq ( 
or | ke to say, however, that I not a 

it anv I \ ery ld due to the ick of co he ‘ 
i strike, or fo y other re on. 

Che CuHarrmmMan. With respect to that point, as far as the district I 
represent is concerned. a vear or two ivo we had il] kinds of distress, 
VW th bu nessmen L eve vy body pl mines wit u to ! ( Ove a 
Cision and do soi iething Tor the people who were 1reeZ rr Ol ou 
of the lack of coal. 

Mr. Hater. Yes: lam quite familiar with th 

Hlowever, I beli es were in ant 

I CnMAIRM N mv country l in expe 
ol l { ov ll I pa it a 

\i a I | ( t ( tf woul De vel lt ane | not 

ta ’ ‘ ! wr the ve ( dith { 

e Ce { ‘ due to the fie ent st t Chet 
questi woul ! i ire f chairma oncel I t t 

| 1 I ( | ere Oo ePSTIO] bout t it oO 

e ha aill tie p e hitie nous « y|-1 ¢ re \ 

Lhe ¢ MAN. M } 

\ JENI | ( , question or twe 

\l 1) rite position ft it the ce t | 

I l reat east of the moder mprovements of t 
Cl I g i lor ! rice tl re Do | t 

ty P eve ' n harre| of fonel « ot . 
nthey eo! l 

N vi st ! vol v that 40 pr t of the coal « 
pa Ol mel tL ope lata ~ That is a fact miu Ot the 

| try | ch sledding for 10 or 15 yea 

ea \ What are the prospects! Do y look any 
better ? 

\I a} Ag | thy lo ! ! ert ( Y)) Pct ! 
ct are good. I ] t that the coal industry will mre 

eof these difl ties can be properly handled. 

if 1 iV, | Sli e to opserve on the Co ores ins ¢ estilo 
that he referred to 1 modern appliances for the use of « 
| ld hke to state t I think coal 1 just is modern a fuel 

l ral oa i l rs rel bl Or 
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Mr. Jenkins. I come from a coal-producing area, but I have ob- 
served that the coal industry has not been as prosperous for years as 


Mr. Havey. That is right. 
Mii ody NKINS And { ought not to be that wav because 10 1s bevond 
Lt questlo the basic fuel of the country. Now what about the pro 


duction of coal? Has it been increasing or decreasing yeat by year‘ 

Mr. Planer, Phi highest product Ol n the History of the country 

isin 1947 Prior to that time or prior to the war it had been foing 
ao | (LOW n Lo, ; 

Phe rela ve enyoyvinent of the fuel market 1 this country has been 
deer ¢ as to coal and increasing as to oil and natural gas, and 
not the least of the reasons for that is t] vVariatio n depletion 

f Phat one of the basic reasons for that change 


Mr. Jenkrns. What was the total production of coal in 1947¢ 
Mr. Hautey. In 1947 it was 631,000,000 tons. 

Mr. i NKINS., Is that the highest on record ¢ 

Mr. Hartey. That is correct. 


Mii | NALNS [) ine with your testimony with reference to the 


coal (dustry we gy prosperous, I do not th nk there are many coal 
compat! that have their stock listed on the New York Stock Ex- 


‘hange., 

Mr. Hat EY Yes: there are several listed. 

Mir. Jenkins. Pittsburgh Coal ? 

Mr H LEY Pittsburgh Co solidation Coal Co. s the Big Board: 
Peabody Ce Co., Chicago: Island Creek is on the Big Board 

Mr. Jenkins. Island Creek is; yes. That is Mr. James D. Francis’ 
Oompa 4 

Mr. Haney. That correct, he is president of it, or the chairman 
f the board 
Mr. Jenkins. I believe that is all. Mr. ¢ rman. 
Phe Cry RMAN,. \Ir. Eberharter. 


Mr. Evernrrer. Mr. Haley, I feel that you present a case because 


trol r competition of the mural on natustry } d the 
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Mr. Harey. That is correct. 

Mr. Evernarrer. Of course, when the coal-mining industry gets 
ha precarious position t has an effect on the railroad , too, of the 
ountry. does it not? 

Mr. Haney. It does: ves, sir. 

Mr. Evernarrer. Because much of the operating expenses of the 
rauroad are paid ror | the returns they receive fron. the iu v 


! 


if coal. 
Mr. Hatey. That orrect 
\ir. Epermarrer. Now, some mention was made of the fact that the 


miners recelve q t¢ ’ wages as the result of 1 0 iCLIVILIE 


e 4 ' 

\ HALrey \ | ‘ 1 t*] | t?=a) T ‘ | d 

Mr. Epertuarrer. 

Mr. Hautey. I inv study of { | ; 
et V tigures ¢ I should not be a | f 
do not produce eq il or greater value. 

Mr. Esnernarrer. | a1 formed that for each dollar spent Wa 
for a coal miner, he prod es more than a ner of any « , 
product. 

Mr. Harey. I should not be at all surprised 

I know certainly that the coal ! ners of 1 ce fy produce 

cher value, | che O than the i ers ( ’ thie try 

the world ; 

Mr. Esernarrer. M ore value per de o 
( ( . ror thes t ef eX ely 

ingero ot bor \\ ’ 

LeXplosi niine ere } 7 ruth 

A. LL | ! eV a r ‘ a 

) rop Ol 4 
Mr. Hauey. | \ 
gel I 
: 
Mir. Eeperuarrer. 77 inv times 1 
Mr. Haney. I be o. but 
i | ( > | | i | 
Log l 

Mr. Esernartrer. Of course. the coal ons e rec 
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Mr. Hatey. That is correct, making the mines as safe as they can 
be made is an expensive proposition for the coal operators. 

Mr. Erneruarrer. During the recent cold wave, I know that in the 
industrial district in western Pennsylvania the industrial plants that 
were using natural gas and manufactured gas also were completely 
shut off from any supply of gas whatsoever and had to close down 
their plants. Did you know about that ? 

Ir. Hauey. Yes, sir: Iam quite familiar with it. 

Mr. Evernartrer. But there was no such unfortunate result because 
of the lack of coal, was there? 

Mr. Harey. No, sir. 

Mr. Eseruartrer. Which shows the necessity for encouraging the 
productiol of coal. , 

. Hauey. Yes, sit 

ne ot the mi: vor di ife rences 1s th: if coal can be stock} iled and used 

a eecled 11 the plant o f the consumer. That is not true of natural g 
Esernarter. Thank you very much, Mr. Haley. 

The Cuarmman. Mr. Simpson 

Mr. Stimpson. Mr. Haley, I am sure that the members of the com- 
mittee are not envious of the wages of the men who work in the mines. 
We know tl ‘ they have hazardous work. It must be unpleasant 
at times and the y are certainly worth that which they receive. 

Now, I want to ask you about this increase you suggest in the deple- 


tion allowance. DoT understand that a part of that might be expected 
to inure to the advantage of the consumer ? 


Harry. I believe that will be the ultimate effect: ves, sir. 

Mr. Siwpson. You are in a highly competitive field now, are you 
not ¢ 

Mr. Hater. That is correct. 

Mr. Stmprson. I live at the very edges of the coal fields and vet oil 
is coming in there more and more, principally on a price pattern 
That probably economically is not sound and cert int the industry 
should be en ouraged there. 

Do you believe that a 5-percent increase would begin to solve the 
~— ay I am surprised that you do not ask for 15 percent. 

Harry. Well, I think we could make a pretty good case for 
1D] groin but we certainly think as a minimum 10 percent will be 
helpful to us. 

I should like to state also that. as the Congressman no doubt realizes. 
the di plet on is limited to 50 percent of the net income and if it wer 
any higher than 10 percent the 50-percent limitation would limit u 
anyway. 

Mr. Stmrson. Now, this will cover money used for exploration an 
examination in seeking new sources of fuel / 


Mr. Harey. For the actual purchase of new properties. bp thew, 
tion reserve is for the purpose of acquiring new properties when t! 
curr it mine properties are exhausted. 

Mr. Srurson. Is that area not being developed as it should be? 
That is, are you not searching now and acquiring new properties a 


you “gpd as good business would dictate / 

Mr. Hatey. Wecertainly are. But we find every day that the deple 
tion reserve is wholly inadequate to procure a new property. 

Mr. Simpson. Then if we fail to increase this, we are limiting the 
industry in what good business would dictate as the proper amount 
to spend in seeking out reserves; is that correct? 





pre 
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Mr. Haney. Yes, sit 

[ think that is a very necessary step, particul: irly at this time. 

Mr. Suaeson. From a consumer’s standpoint where there is the 
possibility of some savings in cost and from the national welfare 
standpoint in the interest of keeping up large reserves that are eas! ly 
obtainable in bituminous coal, it would seem that this would be de 

sicahie legislation. 

Mr. HALey. I certainly think so. It would be hard for me to think 
ofa single reason for 1 ot doing this at this time. 

Mr. Simpson. You would look for increased employment, greater 
production, also, wot e you not! 

Mr. Hatey. Yes, s! 

Mr. SIMpson. Thank you 

The Cuarrman. Mr. Granger. 

Mr. Grancer. Mr. Haley, was the large increase in the production of 
oal in 1947 due mainly to exports? 

Mr. Harry. That was a substantial contributing 

Mr. Grancer. Is it a substantial factor today ! 

Mr. Hatry. It is a substantial factor today, but nothing like in the 
proportion it was in 1947 and in 1948. 

Mr. Grancer. What is the relative standing of coal com npared 
hydro development and oil development of electrical power‘ Is that 
nereasing or decreasing / 

Mr. Hater. The amount of hydro is increasing. However, it is 
very limited in its potential. Coal is gradually receding in its en 
joyment of the over-all fuel market and hydro is holding its own or 
slightly gaining, as I recall the figures. 

Mr. Grancer. But you are not gaining in use of coal in the prod 
tion of electric energy ; is that right ¢ 

Are you losing ground ? 

Mr. Hatey. In the electric utility field ¢ 

Mr. Grancer. Yes. 

Mr. Harry. In the long run I think we are gaining ground. 

seem, in the last year or so the impact of importing ¢ fuel oil 

caused a serious recession in the use of coal by the electric utilities, 
articularly on the eastern seaboard. 

Mr. Grancer. Thank you. 

That is all, Mr. Chairman. 

Mr. Kean. Mr. Chairman. 

The CHarmman. Mr. Kean. 

Mr. Kran. Mr. Haley, as you realize, the purpose of these hearings 

to search our sources of increased revenues. Now, on the bottom 
f page 1 of your statement you say that the net effect of increasing 

illowance to 10 percent, if adopted by the Congress, will be to 
stantially raise revenues from the coal industry. That is what we 
ould be interested in. Can you explain why? 

Mr. Hatey. Yes. That probab ly warrants some clarification. 

I mean that increasing the rates, coupled with raising the deple- 
on rate, will result in obviously higher taxes from the coal industry. 

We are not opposing increased corporate rates to the extent the com- 
ttee deems necessary under presnt conditions. 

Mr. Kean. You are not stating then that increasing the depletion 
owance would result in increased revenue. 


factor; yes, sir. 
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Mr. Hauey. I think that might well be the case in the long rw 


Not particularly in this year, but in the long run it could well hav ‘ 
that effect. If the depletion allowance is decreased, and the industry { 
prospers, naturally some of the money will go Into the payment ol 
dividends and will then be taxed in the hands of the stockholder re 
cipients. ‘That would generally encourage the industry, I think, i ' 
the long run, without reference to rates. Raising the depletion allow 


anee might we 1] result In over all increased revenues to the Grover! 





Mr. KEAN That would be the « ise if the Stn ks of these coal com 
praannie vere generally held not by very small people but by peopl 
paid fairly high income taxes. Generally, in the past few years 

has not been recommended by investment counsel and such person 
Chiat qaividuats ind the bie mutual trusts and various other investor 
eo into the coal business. Do you think that. in general, the holde1 
of the se rities of coal companies are the people who originally put 


the money in, or 1s that sto« k very widely spread among little peopl 
Mr. Hatey. As a general rule, I should say that the coal industry 
posed of many small, closely held and even family units, largely 
e to the reasons which the Congressman referred to and particu 
tl Pract that it has been next to IMpPoss ble for yt ims to publi hy 
finance coal companies. 
Mr. Kean. In other words, if th coal companies make profits, these 
ple would probably pay more taxes than the 20-percent minimu 
r whatever it is. They would be in a moderately higher bra ket. 
Mr. Harey. Th: 
Mr. Kean. Thank von 


is correct, 


Mr. Harney. And it follows, too, that unless the companies make 

! v. there will be no percentage oT de} letion, » the Governme 
t least a 50-50 interest in the proposa! 

Mir. Jenkins. Mr. Chairman. 

The Crarmman. Mr. Jenkins. 

Mr. Jenkins. It is true that there is no property that depreciat 
as Tast as 1dle mil ng property, is t not é 

Mir. HALEY IL think that certainly s true, 

\] JENK Ns Lhere is no doubt about {. If you i@t a mine rema 
aie eve ( \ whe Vi i vo ba vo will f || some el i! C 
up to do. 

Lhe ¢ rw an. Are there any other questions’ If not, we than! 
vou, Mr. H . for your appearance and the information you hav 
oiN the comm ttee. . 

Mr. Keocu. Mr. Chairman, before the witness is excused, may |] 
ask him a question ¢ 


The CrarrMan, Yes. 

Mr. Keogu. Mr. Haley, you refer to the displacement of coal by 
fuel oil alo wr the eastern coast ln New England and the metropolita 
aurea, 

Mr. Hauey. Yes, sir. 

Mr. Krocu. Is it not a fact that the increased use of oil as a fue 
in that area antedated the increase in the imports of fuel oil? bb 
other words, that the turn in the metropolitan area to the use of oil a 
a fuel wa lependent of whether that oil was domestically produced 
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Mr. Hater. That is true to an extent, but the big bulk of the indus 
trial use of oil, for instance, by the electric utilities has been given 
tremendous impetus by the imports. 

Mr. Keocu. But their facilities had been converted to oil before 
the increased demand for power necessitated an increased supply 01 
oll: Is not that true 

Mir. Hauer. The electric-generating facilities are gene) ly equippe: 
to burn coal, oil, and in many instances natural gas. ‘They shift from 


, 


one to another ona p e basis. 
Mr. KEoGH. TI it then Give me cause to wondel what the prel 
if that the Import ot fuel Oll a i sp! ced 


coal in those fa Cle which coal might well be used Q()bviousiv. 
there must De some otnel dvantage to the usel ot the Tu 0 th ’ 
just the importing of it. Is t that true! 

Mr. Hatey. It trictly a price matter, cheap { is age 


relatively expensive (mel! n con 
Mr. Krogu. Thank y 
The CHarrMan. Wet k vou for your app 


’ mion vou have g ( the cont vuee. 
Min HALE) 1} Ko . Mi ( li l | vent ‘ 
] (Tee 


Phe Cuarman. We ve as owl xt witnesses. a 
half of the National Lime Association, Mr. Ralph L. Dickey, cle 
of the Kelley Island Lime & ‘Transport Co., Cleveland, Ohio, and Mh 


STATEMENT OF RALPH L. DICKEY, PRESIDENT, THE KELLEY 
ISLAND LIME & TRANSPORT CO., CLEVELAND, OHIO 


WAN. We nk vou verv much. You may proce 


i Cu K 
\] 1) > \ir. ¢ i i d gentlemen of 1 e CO Cee 
\M Ralph L. Dick | am president of the Kelley Isla 
| A | ' ( oT 4 eve ind. © 0 (ur col m~anVY Opel t 
() two of whi ve a ( ( 
| « ’ it Butfalo, N.Y 
id the privilege of appearing before this distinguished com 
early last vear and it is indeed a pleasure to again be before you 
‘ emel | to assure you that 1 fully appreciate the tr 
endous prob fronting tl committee and that we the | 
‘ try rs ry and rea ly oO ben! ‘ iteve | if & 
t tog rnd ft ( rres } iv determine to be hece ir} I trie 
ent ritical | tie We o1 ly asi that we bea Oul ire ¢ 
tuxution on the ime Da as others engaged in the extraction of natu 
‘ pride 1! 1 et rt 
j l pres eofra comn ttee of t he Nate | Tite \ () 
r , , ‘ . 
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vided for metallurgical and chemical grade limestone at a rate of 
15 percent. We make this request based on the premise that the Con- 
gress has recognized the principle of percentage depletion allow- 
ances for scarce and depletable minerals, that metallurgical and chem- 
ical grades of limestone are scarce and exhaustible, that most known 
workings are being measurable depleted, that in a number of most 
Important locations reserves are being rapidly exhausted, and that 
unfair discrimination exists until limestone is granted an adequate 
percentage depletion allowance. 

Limestone is essential to and used directly in the production of 
pig iron, steel, caustic soda, soda ash, glass, and sugar, to name only 
a few important uses. 

Lime, which is produced by calcining or burning chemical and 
metallurgical grade limestone is used by almost every type of industry 
as well as for the treatment of water. sewage, and trade wastes. Lime 

essential in the production of steel, aluminum, magnesium, calcium 
cart de, ind certain explosives from Government ordnance plants. 
s also on the atomic energy program, although I do not know how. 
kor most ippli ations of mestone al al lime there is ho substitute 
atanyv pp et. 

It is evident that metallurg al ai d chemical crade limestone, as 
well as lime produced from it, are vitally hecessary commodities in 
the Nation’s industrial life and most essential in producing materials 
tor deTense. 

Last vear when I testified before this committee, Dr. Kenneth 
Landes, geologist of the University of Michigan, also testified as to 
the searcity of high-quality limestone and a copy of his study has 
been priae ed before you tod ivas an append X to my st itement., 

I would like to state the conclusions reached by Dr. Landes as a 
result of his very thorough research and study 


Hich quality (1 etallurgical grade) I stone . ust as essential to the making 
of steel as iron ore: it is also necessary for the burning of lime and for the manu 
re of many chemicals Limestone, the rock, is common and abundant in 
United States, but metallurgical stone constitutes only a very small part 
the tota volume of limestone rock It sa valuable, essential, and exhaust 
! ( i esource 
Metallu | stone occurs in deposits within geologic formations. Geologi« 
ips show the areas of outcrop of forma ns and groups of formations, some 
ire notable for their high quality limestone deposits It should be 
erved, however, that the workable deposits tl selves occupy but an insig 
nificant part of the total area covered by the formations In many places where 
T ition is mapped, erosion has stripped away all of the good stone, or due 
to env mnt tal conditions at time of deposition good stone was never present 
this area r the overburden is too thick for re val, or the good stone is too 
deeply it beneath poor stone to permit profitable exploitation 
rhe pop r concept of an unlimited supply of limestone must be abandoned 
as far as metallurgical grade stone is concerned very metallurgical lime 
stone quarry or! e today is working a deposit hich has definite boundaries, 
eit he phy il or econ or both, beyond which exploitation cannot go 
Many f these deposits will reach those boundaries within the next 10 vears 
rhe riter of this report, who has been investigating limestone deposits in 
various parts of the United States durir the last 23 vears, knows of only two 
deposits that he believes will still be vielding metallurgical stone 50 years hence 
(of course, nev deposits will be discovered n the future as in the past, but their 
discovery is becoming increasingly difficult and expensive. For example, one 
Stes mpar has spent $100,000 during the last 3 years in the search for new 


deposits, and it is still forced to buy over half of the needed fluxstone 





yf 
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The conclusion is inescapable that metallurgical limestone is a valuable 
natural resource occurring in deposits definitely limited as to recoverable 
volume. Each year’s withdrawals from a deposit of metallurgical grade lime 
stone exhaust the value of the property. 

End quotation from Dr. Landes. 

Metallurgical and chemical grade limestone desposits are almost 
as few as iron ore deposits. They are much scarcer than coal deposits 
and are being depleted much more rapidly. 

Persistent and substantial efforts to locate quarriable quantities of 
metallurgical and chemical grade stone have uncovered few, if any, 
deposits which can be developed. Much the same methods are used in 
prospecting for deposits of limestone as for deposits of iron ore. 
Diamond drilling usually is employed, but due to erratic pinching out 
of good ledges and to the frequent and irregular occurrence of impure 
seams, it is necessary to do a great deal more drilling of a given area 


than is generally the case in proving out iron ore bodies. 

The present eXpansion of the steel maustry Is demanding more 

etallurgical and chemical limestone than the capacity in our industry 

in meet and the op I ¢ of new quarries and production of more high 
quality limestone is absolutely essential to the war elfort. 

| honestly believe that the incentive which would be proy ided by the 
allowance of percentage depletion will result in greater returns to the 
United States Treasury, due to the increased activity in the limestone 
industry, and encourage the expansion which is ess¢ ntial to the defense 
effort. 

Last year in the re port of this committee, you stated. among other 
things, that, and I quot 


The testimony before vour committee revealed that n I ber of eases 
nonmetallic minerals Li ire not enumerated in existing v re competitive 
th the minerals recs ng ercentare epletion ri ve jus l ood a 
for such treatment as the « nerated minerals 


In view of the fact that the Congress has recognized the pl ‘ ple 


oO] percentage depletiol Liiowances, ha provided s Liowances 
ror 1ron ore ind other natural resources certa ly no more critical in 
the economy than | oh purity limestone, we rv pe I l\ request that 
percentage deplet on allowance be rl inted to meta lurgi il al d 

ical erade limeste ‘at the rate of 15 perce t. 
(The statement entitled “Metallurgical Limestone Reserves in the 
United States.” by Kenneth K. Landes, referred to, is follows:) 


METALLURGICAL LIMESTONE RESERVES IN THE UNITED STATES 


iN h K. I \ Arb M 
~~ MMARY 4 ry ¢ | I _ 

High quality (me gical grade) limestone is just as esse to the mak 
of steel a » necessary f the in ! nd he 
ifsc re ¢ } ils | est he c, is co 1 abundanf 
he UU) ‘ s té ! etallurgic i stone constitutes niy i ver SI | part 

the il voli f I ck Itisa \ inble, esse exh ble 

ne resource 

Metallurgical stone oceut n deposits within geologic formations Geologic 

ps show the areas of outcrop of formations and groups of formations, some 
vhich are notable fé their hich quality limestone deposits It should be 

observed, however, that the workable deposits themselves occupy but ar 
ignificant part of the total area covered by the formations. In many places 


where a formation is mapped, erosion has stripped away all of the good stone, 
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or due to environmental conditions at time of deposition good stone was never 
present in this area, or the overburden is too thick for removal. or the good 
stone Is too deply buried beneath poor stone to permit profitable exploitation 
concept of an unlimited supply of limestone must be abondoned 

as fur as metallurgical grade stone is concerned. Every metallurgical lime- 
stohe quarry or mine today is working a deposit which has definite boundaries, 
physical or economic, or both, beyond which exploitation cannot go 
next 10 years 


rhe popula 


Many of these deposits will reach those boundaries within the 


£ ilmestone deposits in 


The writer of this report, who has been investigatil 
various parts of the United States during the last 22 years, knows of only two 


deposits that he believes will still be yielding metallurgical stone 50 vears hence 
Of course. ne deposits will be discovered in the future as in the past, but their 
discovery is becoming increasingly difficult and expensive For example, one 
steel company has spent $100,000 during the last 2 years in the search for 
new deposits, and it is still forced to buy over half of the | eeded fluxstone from 
other p lucers 

rhe conclusion s inescapable that metallurgical limestone is a valuable 
natu ( irce occurring in deposits detinitely limited as to recoverable volume 
Each year's withdrawals from a deposit of metallurgical grade limestone ex 
l the v e of the property 

FEBRUARY 5, 1949 

KENNETH K. LANp! 
INTRODUCTION 
Limestone f no limitation as to quality is set, are found very generally in 


United States However, limestones 


lous quantities in most parts of the 
ilable are a very small pro 


that are of suitable quality and are economically av: 
the tot of all limestones and are found only in a few areas. 


In this report mestone” will be used as in industry for both limestone and 
‘ ! except Where the latter is specifically mentioned Included within 
the broad heading “metallurgical stone” are not only the fluxes used in blast 
furnace nd open-hearth operations but also the purer grades of limestone 
eecdied Tor fu ice linings, lime burnin and chemical manufacture 


Limestones that are satisfactory for metallurgical o1 chemical uses as stone 
fact Vv tor raw material for the product on ot calcined products may 


I 


In sified 1¢ r grades as follows 








\ 
‘ 8 & 
ecit Ss are arbitrarily made to provide a means of identifving 
’ Stone since there re no generally agreed upon stand 
S mit and sulphur are impurities Magnesia in active basic 
gent, but ‘ nes with varving proportions of magnesia i have different 
By r part of the limestone quarried d ij the | ed 
S m the maximum percentage of i purities isted above 
I} . Se for concrete aggregate roud metal railroad ballast, ag 
( ! ] ( ( ement manuta re and other purposes vhere chemical 
purity not esse 
I I wr MI ALLI ICA Ss 
() ! I tal vo fone here classified as “metallurgica COT 
Ss used as | e tlhux The blast furnace is the fund: 
ment : he conversiot ore to pig irot An average of 900 pounds 
of mest s used in producing each ton of pig iro: The function of the 
flu . ru basic constituents hamety, lime and macnesia Which wil 
e with the acid compounds normally present in an ore. such Silica and 


e them In the form f the resu ting Slag t the top of the 
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molten metal in the bla 
removal of sulphur present 
cause the efficiency of the fl 
ments it cun contribut l I 
pounds as silica and alumina 
of the flux is a metal reica 
for these increases ad « 
However, this practice 
slag vol 
requ red o he 

} ‘ } 


in the stole ( I tive Ihe 


that more im] ritie pres 


mire than the 3 a 


during mining i] 
Furthermore, pulveret tv 
In used tor meta ry 


Most of the conversi of 


nace During this op I 
the amount of phosphor t] 
ton of steel produced A-1 
dolomitic limestones (B-—1 a 


I) omite and d 


basic open-heat steel furna 

metaiiurcica Storie ( > er 

purpose Onlv B-1 eg ‘ 

the calclum-magnesium sel 
The burning of limest 

here <« sified < 

of « cined | eS ( 

ope he th Chet 

ealcium carbide d } 

most instances, although [B-1 


Quality plasters car 


Che utilizatior f 
R mr rizgod the f 
A 
R 
| 

The te ! ‘ 
dor es ( WIsStiie ! ne 
stone = re ve \ ? vv 
I is I ny si ONT 


furnace Also, the flux is ver} 


fore, grade A-2 stone Se 
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in the coke in the blast-furnace charge 
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the 


1x is dependent upon the amount of basic ele- 


vecomes obvious that the presence of such com 
the tlux itself serves to reduce the eflectiveness 
ivent It is, of course, possible to compe ite 
pounds ia ux b tie iddition of ore 
. mitutions because it not niv inere { the 
furnace capa but in addition more coke is 
stor t lux ti dl mpound I 
ld n of me é ‘ ! i race a 
n the coke e to be ixed as Wwe lr} ‘ 
| niv whet t) cle ‘ | st f A-1 stor 3 
ved ll Ising I \—2 thux obta ‘ 
oes Ser" to ( ‘ VW thie 
st e | St-f nace } rs wecit It ! 
f that with s stone they obtall res 
nd even B-2) gras em be ust hey 
X t i supple I il to be added 
be é ump f Che es prod d 
xy must ve ad ircle or marketed els ere 
of limestone s ! cl k and 1 Cal 
es regal ess of pu 
ix iron to ste s done in the ypen-hearth fur 
fr 1 150 .O pounds of flux, dep ling upon 
has re ined in tl p dded for each 
\-2) grade stone is used for this purpose he 
B-2 re no ed 
tone el I ind re used n ii 1? 
ex \! per ? 1 ihM oak < f hie 
nnualliv in the Unite States is used for this 
} close to the pure dé e end « 
im tv ised 
produce } sumes percent of the s e 
‘ h vear One f the port S¢ 
. s a flux in the produ n o© ste 
ed k such produ ss l ! ! 
‘ g of bes sugar, must b f A-1 ¢g ‘ ) 
‘ Ss sed ir quant s ( iu 1) 
y f = R-1 stor 
ous grades f lest ‘ metallurgical stone 
table 
N . 
N N 
e prod ! Ss 1 one f the an l 
ed ! ! t of lil e ned for buile , 
Phi g two-tl f ‘ ushe st ‘ 
crete ad eta il ( I = ‘ | 
eC, W had ve ree est s, is adequa 
ha ust ! te agere ‘ | 
he } . ‘ posi 
‘ ile Tie } ) re te I \ ] T 
¢ I-1) are esse! ! 
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(or B-2) quality stone can be used if necessary. Only the B-1 stone can be 
used as refractory material for steel furnaces. 

Variations in quality in natural deposits of limestone Nearly pure deposits 
of limestone (A-1) or dolomite (B-1) are due to a combination of favorable 
geological conditions both at time of deposition and subsequently. The sea in 
which the carbonate minerals were being deposited must have been clear; no 


metallurgical operations except in fluxing the blast furnace charge where A-2 


streams on hearby land surface were bringing in sand, silt. or ¢ lay particles to 
be deposited contemporaneously with the carbonate grains Subsequently, 


ho 
circulating ground waters precipitated silica or su phides in that particular 
rock 


Limestones vary in quality both verti: ally and laterally Vertical changes are 
the result of changed environments in the geological pas Just as a limestone 
may be succeeded by a shale, sandstone, or other rock due to diff: rent conditions 
of deposition at different times, so may a pu t 


t 


pure limestone be wceeded by a 
nestone (such as sl vy or cherty limestone) Likewise, lime 


¥v due to different environmental conditions at time 





highly impure li 


Stones vary laterally in purit 


of deposition due to more tive xr ad ter circulation subsequently. 
Lateral variations are not as sudden as vertien changes, but may be just as 
complet Many instances are known of limestones merging into Shales and 
eve sands nes late illy 

It may be concluded that a deposit « neariy pure stone is the result of an 
unusual Combination of reumstances and that this combination was in effect 
locally but not regionally so the deposit is definitely lim ted in scope, 

i ) ly ent of qua Cs Abandoned limestone quarries are too 
humerous to count Among the reasons for abandonment are the following: 

! Virtu ex stion of limestone This reason is ay plicab e only where the 
Stone occurred in an isolated ] which has been removed by quarrying. 

2. Virtua xhaustion of stone of a quate qua \ Many limestone bodies 
col iin j ‘ nes j e To! ot large lenses w he thes particular masses 
are worked out ining censes hee use the inferior quality stone into which the 


deposit grades laterally cannot be quarried at a ] 
Pa ; 


Increased mining costs duc 


rofit. 


to greater dep or greater thickness of over- 
burce 
t. Inalb t » meet the competition of a higher quality stone 
tir to meet the competition of a s e produced more efficiently or 
‘ if nt ess | 1 { - | ‘ 
- . e Cire I es ine and d I ‘ st than in 
ely sma nland q 
i. S marl by 1 es v f irket trend 
s tl en has bee! onsister ‘ i f cher and higher 
‘ s I 
4 2.4 6 given above are d erned th the qu t the 
Lhe vq est t e bee dlone se the long can 
‘ ( e i] : p I played 
! j hie ‘ - . re ning 
it S}'¢ for l = Stone ©] nh hice ! T el Vpes 
= Ise pro l ne ! s ‘ ( ( er d ng 
f é ed from prod g "W des 
() gre dn ( M S e is produced 
” Undergi nd 1 ! " ‘ n sre 
~ ! | surface t ‘ f adequa jua ivailable ind 
>) the « ng S so re ef ope it qua es that local stone 
iM ( ale vered cheaper 
( f ich cheaper prod I . e outcrop d Sits of metallurgical 
me te the numb ne ad estic reserve This stone carries down 
dip from the outcrop and iV underlie t varying depths, hundreds 
‘ s I ! ( ft younger rocks It theref e constitutes a secondary reserve, 
W h 1 : ered in tl eport it ‘ ISSic n geographical dist: 
I hic ws Lut it should a ! lembered that (1) quality varies 
l ! ‘ ny instances A-1 stone in the outcrop becomes A 2 or less pure 
‘ vn tl X, and (2) not only dk {t cost more to mine stor inderground, 
} tl i h costs wrease with g r dept so that the potential 
i i cle buried | esto! eve hough it be of the highest quality, is 
Refers es Oliver Bowles, Meta] gical I estone, T S. Bureau Mines, 
IR 299) ZZ IVD; Olive Bowles dD. M. B s, I] estone I S 
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Bureau Mines Infor. Cire. 6723, 21 pp., 19383; F. R. Thoenen, Underground Lime 
stone Mining, U. S. Bureau Mines, Bull. 262, 100 pp., 1926; Minerals Yearbook, 
1946, U. S. Bureau of Mines, 1948, 1629 pp.) 








DISTRIBUTION OF METALLURGICAL LIMESTONE RESOURCES 


Each State in the Unite States containing significant and accessible reserves 
of limestone of metallurgical grade is discussed in this sectior The State-by 
State summaries are based almost entirely on published information; their 


accuracy, completeness, and freshness are therefore no better than the quality 


nd dating of the source material In every instance where specific publi 
tions were available on the limestone resources of a State those publications are 
ted at the end of the pertinent discussion 
Analytical data are not available for many deposits, and the available in- 
for ition is questionable for others In many instances the published analyses 
<4 t¢ rh bh = Ww } eT r tvp } thie depos sa whe 
Onlv where the deposit s bee! impled 1 the tech 1] methods employed in 
industry can the analyses be averaged to give a reliable picture of the chemical 
p acter of the n f ne Stone Where adequate che Intormat 
is lacking, the best clues to the quality of a deposit are to be found by a s\ 
vey of its utilization, ir ding changes in its marketability across the years 
Although a premium gt e st e may be sold for low quality ses. an infe! 
stol il t be n keted for metallurgical purposes, especially in recent ye s 
I be note ~ the efere! ‘ I he ‘ 
ble, are fs ge hat the il m ‘ obt ed hardly he 
sidered up to date egard eas of current exploitatiol Hlow 
ever, this report sp | conceerned with the eserve ] ture, nd it can 
he stated that. as a gene l rule, the reserve situation has deteriorated instead 
of improved since the | cation of the s e dat rhis has been e to 
the subsequent exhaust of many deposits and to the increased quality of 
stone demanded by the me lurgical market New discoveries | e failed to 
equa these losses in the! th irgical stone rest rve supply 


l k, 1946, « sons il 1948 
\ HIGAN 

Michigan is ‘ | cduce t gical es ‘ rl due 

mbinati fs ‘ respect t the Great Lakes water-borne 
commerce and the press e of high-quality stone in unusual abundances Three 
formations, the Burnt B ff. Engadine ind Dundee-Rogers City re exploited 
for metallurgical stone in Michigan. 

Burnt Bluff formatio rhe Burnt Bluff formation crosses the southern part 

the Northern Per f the G en Pe nsula to the east side of Dm 

mond Island Because e lenticular character of the gh-ca im stone 
this formation the numl f years of operation of any single qu y is definitely 


ngadi g 
serie I Ss some B-1 grade, This f ps the N 

ern Peninsula only, f! ong the Lake Michigan shore near the Schoolcraft 
Mackinac County Line eastward across the foot of the St. Ignace Peninsula 
to southern Drummond Island where it is quarried. The amount of stone of 
B-1 grade in this formation is definitely limited by local topography and stru 

tural geology. The southerly dip, which carries the Engadine beneath the lake 


waters in a relatively short distance, makes underground mining virtually out 
of the question. 

Dundee-Rogers City An exce] tionally large deposit of A 1 grade stone lies 
within the Dundee-Rogers City formations southeast of the town of Rogers Cit 





The belt occupied by thes ks extends from False Presque Isle north and we 

to Little Traverse B However, west of Black Lake perhaps west of 
Rogers City, the cove y drift is too thick to yx lo ! é 
uncle ing limestone Down the dip, to the southwest of the outcrop zone 


between Rogers City and False Presque Isle, the Rogers City-Dundee stone 


tinnes beneath s vy youngel formations The distance down-d 
over which it retains A-—1 quality is not known, but it is probable that a large 
rest e exists in the f few miles basinwa from ‘ tcero This rese ‘ 


can t be tapped, | eve itil | ees Justify undergrs nd 1 ning 
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lo the southeast from False Presque Isle the Rogers City-Dundee stone dis 
appears beneath Lake Huron. The Dundee formation reappears in a belt of 


s i! t the very corner of southe istern Michigan 


g ‘ Ss been deve asi e Dunde t Sibl 
( eastern Wayne County) Unfortunately, however. t] 


e\ near Trenton 
e Dundee stone loses 


\-1 v betwee theasts nd southeastern Michigan, so at Sibley 


vil exposure was a hill which has 
t ked it ar t t ns scheduled bandonment 
I t 
Michiga ’ ns manv other 1 © Pe and a ? ‘ od resi hose men 
ad he ] ad S f ad ‘ for y e quarry ope! 
S i W A-2 { | B-2 er ! 
R R. A. Smith, I f Michigan, Michigan Geological Sur- 


produ f met rg l li stone, and first in 
Four rmations, the Brassfield, Niagaran. ¢ umbu ind Vanport, are 


Rrasxs y ; a? , his for ‘ B fe nfing . i? occurrence to the 


Hles Phe quarries s for ti re few and the pro- 


\ Niagaran rocks, also ] " iS Peebles, Lil Cedarville, and 
(;uelph,. crop t widely in western O) Most tive quarrying is in Ottawa, 
S . ‘ d Wood ¢ 1 ‘ rhe greater part of the stone is burned 
t ro é gnesium lime I rock is B-1 grade, an exceptionally pure 


‘ nd the reserves are very large The Niagara is not primarily a metal- 


vical stone as is the Coln iS, but at the present time serves as a blending 
finx to bring up the magnesia content of the slag whet such fluxes as the Vanport 
or vy fluxes from other Ik Ss are use Be use of its high mag- 
I L erable of it is us ( he raw and s red state in the 
} d rs of furnace bottor ! ( n of ste 
( rhe ¢ bus A-2 e, occurs along a belt which 
‘ f | way ¢ nty Si i. rthwat Kelley’s Island 
I e ] I he outstanding blast-f , ed the State 
] t ‘ eeds 4,000,000 ns a i B ul he (¢ ! us varies 
MOS nu vy tl resoul . “ ‘ I" ed and ecent 
Ss failed to reveal any new areas for further development 
Vann tf formation The Vanport is extensiv vy quarried n western Penn- 
! I e of the workings extet ross the line into Ohio. This forma 
tion is d ssed under “Pennsylvania 
Var ther formations are quarried in O} or crushed stone, but all others 
re to ure for metallurgical use 
? W. E. Stout, Dolomites and Limestones of Western Ohio. Ohio 
( Survey, fourth series, bulletin 42, 468 pages, 1941 


I NS \ [A 
| ! f estone Is a major industry in Pennsylvania. and this 
State ds all others in the total annual output of limestone of all types (in- 
‘ ng cement rock Pennsylvania is second it the production of metallurgical 
me lor many years it was first. due to its highl strategie position with 
respect to both the iron and steel furnaces and to the major domestic coking 


coal supplies nd «dne to the presence of abundant limestone in the bedrock 
formations. The decline in the relative importance of Pennsylvanian metallur 
wir l etone } s been due to a number of reasons which ire discussed below 


1) Many quarries were originally opened up to supply local furnaces treating 


sedimentary iron ores mined nearby. When these mines were abandoned. most 
of the flux stone quarries could not compete in distant markets with stone im 
’ f her States so one by one they were abandoned, or diverted to 
| stone production In practically all erzses these local quarries 

were pr cing A—2 or lower grade stone in the first place 
’) Exhaust of individual deposits with exploitat roan unusual extent 
he T deposits are lent lar d the t il f ige available rela 
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of A-2 grade. It has been extensively quarried in the vicinities of LeRoy and 
Stafford, Genesee County, and Lockport and Gasport, Niagara County, for 
use as flux in the blast furniaces of the Buffalo district. Water-born A-1 grade 
stone from Michigan has tended to displace local fluxstone in this district in 
recent vears 

Reference David H. Newland, The Mineral Resources of the State of New 
York, bulletin, New York State Museum, Nos. 223, 224, pages 255-268, 1921. 


MASSACHUSETTS 


Massachusetts dropped from fourth place in lime production in 1932 to elev- 
enth place in 1946, probably due to the working out of the higher-grade stone 
deposits. All of the commercial limestone deposits in this State are in Berkshire 
County in western Massachusetts. The calcareous formations are Cambrian 
and Ordovician in age. Some A-—1 limestones are present and some of the dolo- 
mites and dolomitic limestones are of B-1 grade. The higher-quality stone is 
burned for lime, and a few thousand tons are marketed each year for flux. 

Reference T. Nelson Dale, The Lime Belt of Massachusetts, United States 
Geological Survey, bulletin 744, 1923, 71 pages 


MARYLAND 


Maryland is unimportant as a source of metallurgical stone, but does produce 
a little lime. The same Ordovician formations which contain the better quarry 
ledges in southeastern Pennsylvania to the north and in the “panhandle” of 
West Virginia and in northwestern Virginia to the south cross western Mary- 
land at almost its narrowest part, passing through Frederick and Washington 
Counties. A-—2 grade stone is quarried and burned for lime at several communi- 
ties in the former county, and at Cavetown in Washington County. These in- 
folded limestone bodies are lenticular and decidedly limited in volume. 


WEST VIRGINIA 


West Virginia is the fourth State in the United States in annual production 
of metallurgical stone. In addition to a considerable volume of fluxstone, this 
State ranks high among the lime-producing States, and also produces some dead- 
burned dolomite for refractory purposes. The metallurgical stone is confined 
to the Ordovician Mosheim limestone and Tomstown dolomite which lie within 
the band of rocks which cuts across the northwestern or “panhandle” corner of 
West Virginia between Maryland and Virginia 

Vosheim limestone.—This is the only high-quality limestone in West Virginia. 
It crops out in Berkeley County and to a lesser extent in Jefferson County in 
the northeastern corner of the State. It averages less than 1 percent silica and 
is likewise low in alumina; it averages less than 2 percent magnesia The 
Mosheim therefore makes a very fine fluxstone and is ideal for lime burning 

Due to close folding and erosion the Mosheim limestone occurs in more or less 
lated pockets. Many of the individual deposits have been completely worked 
out and except for smaller pockets which cannot be profitably exploited the 
volume of stone yet to be quarried is relatively insignificant 

l'omstown dolomite-—The Tomstown formation is a true dolomite of B-1 
rank. Chemical analyses made of samples of this stone obtained from active 
quarries have shown a uniform silica content of less than 1 percent; therefore 
the stone is quarried in considerable volume for refractory purposes. The cen- 
ter of the Tomstown exploitation is in the vicinity of Millville in Jefferson 
County. Like the Mosheim limestone the Tomstown dolomite occurs in infolded 
deposits, many of which have already been worked out and the remainder are 
definitely limited as to reserves. 

References.—G. P. Grimsley, Jefferson, Berkeley, and Morgan Counties, West 
Virginia Geological Survey, county reports, 644 pages, 1916: J. B. McCue, J. B 
Lucke, H. P. Woodward, Limestones of West Virginia, West Virginia Geological 
Survey, volume 12, 560 pages, 1989. 


Iso 


VIRGINIA 


Virginia is seventh in both fluxstone and lime production. It also has a 
considerable chemical-stone industry Published analyses of the carbonate 
rocks in Virginia are few, but from those that are available it appears that 
firginia produces little or no stone of A-1 or B-1 quality. The exploitation 
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of A-2 and B-2 deposits for uses to wh ch A-1 ot 


specified is possible only because of the moteness of this ea in respect to 
the sources of supply of high-quality stone 

The metallurgical stone resources Oo! Virgi 1 are confined to the Upper 
Cambrian and Ordovician belt of rocks which crosses the western part of the 
State from northeast to southwest lopographically this region is known as 


d over 30 lime plants and fluxstone 


e Appalachian Valley and in it are four 


chemical-stone quarries Because of the pockety nature of the ded 
early Paleozoic limestones of Virginia the quarriable reserves of even the A-2Z 
B-2 materials are mite 


veferen Williat Mo MeGill, Outline of tiv Mine R CCS f Virg i, 


Virginia Geological Surve bulletin 47, pages 32-36, 1956 
TEN NESSEI 
rennessee produces nsiderable crushed limestone, but mos Ss be A-2Z 
B-2 in grade Some stone is sufficiently pure, howev« f e burning 
The lime ro ks occu! n both Cambro-Ordovician al d Missi pPpilan ormations 
Cambro-Ord ( } ations Within the broad belt of ¢ mbro-Ordovi in 
itTions crossing s theaste n Ter nessee are Seve l IESE hh l es 
ch are locally of A-1 or B-1 grade 

Mississippian [oO if s Some of the purest limestones I nessee f 


Upper Mississippian Gasper oolite and St. Genevieve limestone which occur 
150 feet in thickness in the Highland 
Reference George I. Whitlach, Limestone and Lime, Tennessee G 


Survey, Markets Circular No. 10, April 1941, 358 pages 


le pos ts up to 


Alabama ranks fifth in annual output ol both fluxst: l 
l fl Birmingham 


th Cambro- 


tenths of the crush limestone produced is used for 


‘on furnaces. The Alabama fluxstones and lime rocks occur it bi 


Ordovician and Mississippian formations 


+} 


Cambro-Ordovician formations Some of e marble of Cambrian or early 


Ordovician age which has been quarried in ralledega County is suitable for 
fluxstone, but is little use for this purpose The largest quarries are in the 
Knox dolomite in the nity of Birmingham. Some ledges run less than 1 
percent silica in carloa ts and so qualify for B-1 rating. Some lump dolo 
mite is also mined this district for refractory purposes Various Ordovicial 
estones have been rried in northeastern Alabama, especially in Shelby 

County, for lime burning 
Mississippian formations Mississipian limestone has been ratl extensively 
quarried, especially in Jefferson, Franklin fount. and Etowah Counties, for 
bir l district \ of these li tones A—2 in grade 


ix in the Bi 


is a general rule 
References Eugene A. Si th and Henry MeCalley the Mineral Resources 
in, 1904, 7 pages Ernest F Bure! ird, 


f Alabama, Geolog 1 Survey of Alabat 
the Cement Industry in Alabama, Geological Survey of A 
1940, 32 pages 


INDIANA 


Indiana, although the leading producer of limestone building stone, ranks 
| tone and only an insignificant percentage of this mate 


eighth in crushed limes 

r s used for metallurgical purposes. The reason for this is the virtua 
bsence of metallurgi grade stone in quarriable deposits in the State Niag- 
in rock. the outcrop of which extends into Indiana from the northwest, is 
not exploited. The only limestone which is quarried in volume is Mississippian 


in age. It is exploite Washington and Harrison Counties in southern In 


diana for lime To tl northwest. in Lawrence and Monroe Counties, it Is 
quarried for dimension stone; some lime is burned and a little furnace flux 
is quarried as byproducts of the building-stone ndustry 


ILLINOIS 


Illinois is the fourth State in the annual production of crushed stone Most of 


is stone is used il crete aggregate and for road metal, in which Illinois is 
the leading producet It ranks sixth in the production of both fluxstone and 
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lime. Although several formations are worked in Illinois for metallurgical 
stone the leading areas are in the Niagara and Mississippian. 

Viagara dolomite—lIllinois has considerable production of dolomite of B-1 
grade quarried from the Niagaran dolomite outcrop zone of northeastern Illinois 
(including Cook County). Some thick sections of the Niagara stone are fairly 
pure, but. this situation is not true for the entire length of the outcrop belt. The 
dolomite is extensively quarried in Chicago and vicinity for us in lime burning. 
and for fluxstone as well as for other volumetrically much more important uses, 
Although there is a large quantity of Niagaran dolomite of good quality not yet 
quarried in the Chicago district, most of it is not available because of high land 
costs. Many of the quarries are completely surrounded by built-up areas, 50 
the only direction of expansion is downward. One such quarry is already 350 
feet deep and has 150 feet more to go before abandonment. The quality of the 
Niagaran stone becomes poorer to the south and at Kankakee in Kankakee 


County the dolomite runs from 3 to 10 percent silica 
Vississippian limestones.—Much of the Mississippian Burlington and St. Louis 
mestone is A-2 in quality, but is exploited for uses to which A-1 grade stone 


is ordinarily employed. One lime-burning center is in the vicinity of Quincey and 


Marblehead n Adams County in western Illinois Burlington limestone is 
mined underground in this district Farther down river in the Alton-East St. 
Louis disti ; of Madison and St. Clair Counties the St. Louis limestone of Mis- 
sissiy] ge is quarried for many purposes, including lime burning, fluxstone, 
ind chet il manufacture. The “run of mine” product is mostly A-2, but some 
if the ledges « fy for A-—1 classification 

Ref nee rank Krev and J. EB. Lamar. Limestone Resources of Illinois 
I] s Geological Survey, Bulletin 46, pages 392, 1925 


WISCONSIN 


nounts of limestone quarried in Wisconsin are used for lime and 


‘) n 17 | 
flux By far the greater part of tl production goes into concrete aggregate, 
road metal, and agricultural stone 

Practi | of the metallurgical stone quarried is the Niagaran dolomite 
whi rops t in a broad band parallel to the Lake Michigan shore line from 
the Door Pe sula to northeastern Illinois. The largest lime production is in 
Manitowoe County Lime is or has bet burned in Sheboygan, Fond du Lace, 
Dodge nd Ozawkie Counties 

The Niagaran dolomite used for lime burning ranges in grade from B-1 to 
B-2 Scattered analyses show a silica content varying from 0.02 to 8.2 percent, 
Ww } } f bove 1 percent 


Reference Edward Steidtmant! Limestones and Marls of Wisconsin, Wis 


il Survey, Bulletin 66, 1924, 208 pages 


( Sil (rt - 
MISSOURI 

Missouri ranks third in the annual production of lim The yearly output of 
fluxstone is negligible, but much of the lime is used for metallurgical purposes 
Some of tl lime is obtained from the Ordovician Kimmswick formation, but 
most is burned from limestones of Mississippian age 

Kip wick fo tio The Trenton Kimmswick formation contains deposits 
of metallurgical grade limestone in eastern Missouri south of St. Louis. It is 
actively exploited for lime rock in Jefferson and St. Genevieve Counties. 

Vis si} n limestones.—Mississippian formations outcrop in a broad band 
fringing the Ozark —— area and extenets ng northward into northeastern 
Missour nd western Illinois. The Mississippian rocks are predominantly lime 
stones, and some of the limestones contain r~ posits of ne gy grade stone. 
Three centers of lime production have been established in the belt of Mississippian 
outcrop The largest of these is in the vicinity of St. Genevieve in St. Genevieve 
County Here the lime rock is the Spergen formation. To the west, in south- 
western Missouri, is a second lime-producing district. The largest plants are 
in Greene County in and near Springfield. The third district is in the vicinity 


f Hannibal in northeastern Missouri, where the Mississippian Burlington lime 


stom ( rrie and burned 


Referer E. R. Buckley and H. A. Buehler, The Quarrying Industry of 
Missouri, Missouri Bureau of Geology and Mines, second series, volume 2, 1904, 





—_— 


—_ 


REVENUE REVISION OF 1951 1565 


COLORADO 


Colorado’s annual crushed limestone production is used mainly as a flux in 
the Pueblo iron furnaces ana in the smelters of Colorado’s mineral belt. Most 
of the limestones 1) this State are too impure tor metallurgical purposes, but 
two formations, occurring in the Mississippian and the upper Cretaceous, are 
locally adequate for fluxstone and lime burning. 





Wississippian roci ‘he Leadville and other massive limestones ol! the Mis- 
sissippian system art exploited in Colorado fol metallurgical stone Biggest 
production is at Monarch west of Salida in Chaffee County where fluxstone is 


ed for use at Pue and Leadville. Another Mississippian limestone 
La Plata County, southwestern 

Colorado, has been developed to! both and flux 
accous re . hie li as meml the Niobrara Ss exploited n east 


u acl 
eposit at Rockwoo I tl f Dur 


‘ 


al Colorado, espe in Pueblo, E ‘aso, and Fremont Counties, for 





TEXAS 
ex l ( I Seve pia s ere mn ope n 
W465 nad ‘ | Li n the sta l I ny limestones 
I ‘ urg I scar 
D he eltel f El P ri ‘ plie l eta rg ‘ nd 
i XsI lit ‘ ned Te i il nd Lo . ( ‘ ‘ i> Li est cs W h 
crop out in the immediate vicinity 
fhe principal lime : in Texas is the Austin chalk formation which locally 
has adequate purity I exploitatiol his formation is quarried and burned 
fol me i sevel t mn ¢ L cel | be’ Nil espy li V ih 4 bil bras and 
Williamson Counties 
CALI 4 
( f ( e, fluxstone il chemik ston It also is a 
~ i e ol el \ { hie t al { tput is small The ¢ rornia 
mestones are the Paleozoic age They occur as inliers in the highly 
ded Mes nad ¢ c st mentary and volcanic rocks The deposits 
e discontinuous na Ww estimated in 1944 that no deposit then undergoin;: 
ex itatio wou ver 20 years Other deposits of metallurgical § ade 
stone are known, but \ it exception they are much more remote from markets 
those ¢ entiv being vorked 
Although limestone ! een reported from 52 of the 58 counties of Califor l, 
in ouly four countie the deposits sufliciently accessible and of adequate 
purity for large-sea yurning hese counties are Eldorado in northern 
( ornia he s oduced lime in 1946, San Bernardino, with 
two lime plants ! s hwes corner of the « nty | Santa Cru 
nd Tuolumne About 35 percent of the lime produced is used by the open-hearth 
steel furnaces Smelter flux has also been obtained at Kennett 1 Shasta County. 
Dolomite has been quarrl ear Salina n Monterey County for use as a retract 
tory, and near Lone Pine i Invo County for alkali manufacture as we l as fol 
refractory purposes 
References.—California Mineral Production for 1946, California Division of 


Mines, 1948, pages 77-79; Economt Mine Resources and Production of Cali 
for! California Division of Mines, Bulletin 120. 1945. pages 165-169; Structural 
and Industrial Mate of California. California State Mining Bureau, Bulle 
tin 38, 1906, pages 61-9». 


Resume or STATEMEN From Propucers CONCERNING RESERV} SuPPLIES AND 
EXPLORATION COSTS 


; 7 { hese re e ae sits rrent ( oy orked have ie 
expect ff 0 60 veul with an averag ] s than 30 years 
nd that an averag £10.000 is being spent by each mpany ch vea I he 
search for new depos rhe ter figure is low becaust niv the nit 
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in exploration One steel company spent $100,000 in exploration during the last 
> years, but still has to purchase over half of its limestone requirements. 

The “life expectancy” is based on a continued market for the quality of material 
available in each deposit. One producer emphasizes that most industries using 
lime “have very strict specifications on sulfur, fluorine, arsenic, and other im- 
purities; and there are very few deposits in this country of sufficient purity to 
meet the increasingly rigid specifications that the material has to meet.” 

The CuatrrMan. We will be glad to hear from you now, Mr. Corson. 
Will you state your name, your address, and the capacity in which 


you appear for the record ? 


STATEMENT OF PHILIP L. CORSON, G. & W. H. CORSON, INC., 
PLYMOUTH MEETING, PA. 


Mr. CORSON. My hame is Philip L. Corson. and I ani president of 
G. & W. HH. Corson, Ine., of Plymouth Meet Oo, Pa. 

The Cuamman. About how much time will you need / 

Mr. Corson. About 4 minutes. 

The Cuarrman. All right, go ahead. 

Mr. Corson. We manufacture lime. refractories, and limestone 
products from our quarry located near Philadelphia, Pa. 

As a businessman I fully appreciate the problem before this com- 
mittee al al we 1n the limestot e industry are perfectly willing to bear 
our share of whatever taxation must be imposed for the defense effort. 
I believe that the expansion in the limestone industry which will re- 
sult from the elimination of the nequity which has so long existed - 
that of not being granted percentage depletion while so many other 
less essential minerals have received this treatment for years -will 
result in a greater return of revenue to the Federal Government, and, 
therefore, in behalf of the National Lime Association, I am renewing 
its request that percentage depletion at the rate of 15 percent be pro- 
vided for metallurgical and chemical limestone. 

Steel is the basic sinew of war and to meet the needs of a rapidly 
expanding steel industry, the development and production of high 


grade metallurgical limestone must be greatly stepped up and eX- 
panded. Steel cannot be manufactured without limestone. There is 
no substitute for this basic material. 


For every ton of steel manufactured, nearly one-half ton of lime- 
stone is required—and I repeat that, for every ton of steel manufac- 
tured, nearly one-half ton of limestone is required—either in the form 
of raw limestone, burned linestone, or dead burned dolomitic lime- 
stone. The function of the limestone is to remove the silica and 
alumina by forming a slaw, which floats off when the iron is run out 
of the furnace. Again, when the iron is converted into steel in the 
open hearth, large quantities of either limestone or lime, or both, are 
used to further purify the steel by the removal of most of the remain- 
ing silica and alumina. In addition, the walls and bottoms of the 
open hearth are protected by dolomitic limestone in either a raw or 
dead burned form. For efficient operation steel manufacturers require 
a pure limestone. Great strides in raising production have been made 
by using the highest grade limestone, and we believe that the discov- 
ery, development, and use of pure limestone deposits must not be 
overlooked since it is vital to any increase in our steel production. 

As Mr. Dickey has pointed out, large deposits of limestone exist 
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but the amount that is of a grade suitable for metallurgical and 
chemical use is definitely limited. In order to be commercially valu- 
able the deposit must not only be pure, but also extensive in order to 
warrant the investment neede d to install the necessary equipme nt. In 
addition to this, it must be close to its market and should be near the 
surface. All these ee romeo its reduce the number of available de 
posits to such an extent tha t pure limestone, which 1s necess: iy to kee p 
our steel and chemical plants running at top production, will p yrobably 
be in critical supply. 

Your committee previously recognized the merit of our request for 
percentage depletion in connection with the small percent ige of avail 
able limestone which meets the metallurgical and chemical grade re 
quirement when it ipproved a 15-percent allowance in the 1950 tax bill 
This provision Was included in the bill as it passed the House last year 
and we believe, undoubtedly, would have passed the Senate and be 


come law had it not be for the atmosphere of emergency due to 
events arising in Korea. The Senate committee report expressty stated 
that it was merely postponing considerati on of is provision pend 
ing further analysis 

Due to the increased tax rates if even more necessary that per 


centage depletion be allowed for limestone in order to provide in 
centive not only to maintain but also to increase production of this 
very Important material. 

In the excess profits tax law, section 453, limestone is one of the 
minerals listed to receive relief from this tax when production is it 


cre ised during the cdeTense or wal period. Unfortunately, however, 
for most limestone producers, this intended benefit is virtually nullified 
by the fact that relief is oral ted o ly if the annual increase in pro 
duction units exceeds 5 percent of the estimated recoverable units 
remaining in the deposit. This in most cases means that if a producer 
has bee rable owe ire leposits which will last for a number of years, 
this provision Is Not aq p! cable, For example, if a producer im reased 
his normal o utp of 500.000 tons per year to 100,000 tons he would 
receive no relief m od it the end of the vear his deposit contained less 
than 1,900,000 tons. This is less than a five vear supply at the ip 


creased rate of output and only a little in excess of a 6-year supply at 
normal rates of output, l‘urthermore, any produce who engages 1n 
prospecting and cd doin ee t, and is fortunate enough to discover ad 
ditional de posits, May ac tually be pe alized in that the added number 
of recoverable tons may disquality him for any relief whatsoever. 

(‘onl mines, metal mines, and natural eas properties as well as timber 
properties, have bee} illowed a provision whi h exempts at least DO 
percent of the profit on increased production from excess-profits tax, 
without reference to the number of remaining recoverable units. Ce1 
tainly chemical and metallurgical grade limestone should also have this 
exemption. We isk that this discrimination be removed by including 
chemical and metallurgical limestone in section 453(b) of the Interna] 
Reve ue Code. 

We believe that the ear nes of most companies produ ine metallia 
gical and chemical limestone will be sub ject to the excess profits tax. 
With the proposed new rate this would mean that they would probably 
pay between SO and 85 percent tax on any increased production. 

[t is therefore essential that a real incentive be furnished not only to 
promote the prospecting and development of new sources of limestone, 








1568S REVENUE REVISION OF 1951 


but also to aid in increasing production of known deposits and to pre- 
vent the present high tax rates from actually depressing the produc- 
tion rate of this industry. This can be accomplished by allowing per- 
centage depletion for chemical and metallurgical limestone; and by 
also according to it the same excess-profits-tax relief given to coal, 
metals, natural gas, and timber with eXcess output. 

We firmly beheve that the resulting expansion in the limestone in- 
dustry which will be encouraged by the removal of the two inequities 
in the tax laws will result in a greater return of revenue to the Federal 
‘Treasury and promote the defense effort. 

The Cuarmman. Are there any questions? 

Mr. Jenkins. Mr. Chairman. 

The Cuamman. Mr. Jenkins. 

Mr. Jenkins. Mr. Dickey, I should like to ask you a few questions. 
How much by way of a depletion allowance did this committee recom- 
mend last year ¢ 

Mr. Dickry. 15 percent. 

Mr. Jenkins. And we limited that to metallurgical and chemical 
grades of limestone; did we not ? 

Mr. Dickey. That is correct. 

Mr. Jenkins. As I remember your statement, I believe you said 
that comn on limestone ts available al deat be fou din nearly all parts 
of the country ? 

Mr. Dickey. Ordinary limestone can: that is correct. 

Mr. Jenkins. But this type known as metallurgical and chemical 
limestone is not the ordinary limestone ? 

Mr. Dickry. It is far from it. It forms a very small 
the total limestone known. 

Min Ji NKAINS, | have looked over this Statement by Dr. Landes that 
you submitted last year. I understand that in the State of Ohio, where 
1 mestone can be foun a in practically every coul ty. met illurgical and 


percentage of 


chemical limestone is available, according to his report, in only two or 
three cowl es 

Mr. Dickey. That is correct, and it is being used up very rapidly. 

Mr. Jenkins. I understand you want to have the study by Dr. 
Landes ntrod cect il the record ¢ 

Mr. Dickry. Yes, sir. 

Mr. Jenxins. I think his study should be included in the record, 
Pa | 1) Landes sh hieh-class lime ¢ riheer, f tl il is the prope r term, 
< rcnem il engineer, ind knows t miattel thoroughly 

Let me ask you another question or two. Referring to the location 
of this | v orade metallur Mat il and hemical limestone, will it be 


Found yutting out of the hills ¢ 
Mr. Dickry. Oh, no. 


Mr. Jenkins. That is common limestone. Where do you find this 
high grade ty ve of limestone / 

Mr. Dickey. The largest operation in the State of Olio is ours at 
Marblehead, Ohio, which is near Sandusky on Lake Erie. Prior to 
Won ad War II we were operating ata rate of a | ttle o er a milhor 
tons Now we are opel iting at the rate of 5. WO O0OU Tons a vear, which 


menns that { rie aeposit will he exhausted a about S tO Vi ifs li we 
continue to operate at that rate. We saw ow problem shortly after 


the war. and wi ire doing something about it. 








] 
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We also have il large deposit of limestone on Lake Huron: ana, id 
soon as the Marblehead supply is exhausted, we will move up to the 


Michigan operation. We will try to work out an operation to supply 
the steel manufacturers we have been doing business with. When we 
talk about what is needed up there we are talking about a 6.500.000 


ton operation, We will need to bring into produ tion some 5,000,000 
tons of stone. That wets back to the point that Mr. Corson made, 
nan ely, that that 3.000.000 tons should enable that operation to pro 
Ince an additional @ross profit which, of course, means more taxes fol 


the Fed ral | reasury 


Mr. Jenkins. I tha you for your answer, for I wanted to bring 
out the fact that the kind of lime vou are t ulki a about is not the 
ommol limesto eT iT s present in all parts of the country. | notice 
that Dr. Landes ni report states that metallurgical and chem il 
crade limestone produced in four counties in Olio. 

Does the cement industry require this metallurgical and chemi i 


; 


erade of limeston 


Mr. Dickey. No. sir: it does not. They do not care how n 
, 


silica or alum na there n the limestot e. Jones A La AL, Steel 
Co. hought | large iren on the Ohio River. fivul ne that they wo ld 
have to go down some 600 or 700 feet to the limestone, But they cid 
not find the operat on feasible, and so they sold the property. ) 

Mr. Jenkins. What is the grade of limestone that ed in farm 
ing. this limestone that they grind ip and set 

Mr. Di KEY. It the more Comino! tvpe ol ae rie und the 
amount of ’ { oesn’t make any ditlerence. They can still 
vse it. 

Mr. Jenkins. Is 1 me that you are talking mit used a 
tert zer ¢ 

Mr. Dickey. Only byproduct 

Mr. Jenkins. That is because it is too expensive / 

Mr. Dickey. That the fact that it is too portant for othe 
be 

Mr. Jenxins. Now, vour prepared statement y iv that the 
tes ndustry a ! vour produet mn the il i re of steel / 

Mr. Dickry. Absolut: 

Mr. Jenkins. Can t use the farmer's type of limestone ? 

Mr. Dickey. Ne It will affect their economy and production, 
nd they can onlv go so far with it Chev really unt use it at all 
Mr. Jenkins. It okes up their furnaces / 

Mr. Dickey Phe purpo of th mestone in the ist of pig iron 

to remove the s ean from the coke, and the moré lica you have 

the limestone ft] less effective it 1s 

Mr. Jenkins. The mestone 1s essent al in the prod ct on of steel ? 


Mr. Dickey. Absolutely. 
Mr. JENKINS. You make the cleat tfatement that blast furnaces 


ire The sour Of | ict ily all iron Just could not operate wit 
vou prod ct 
Mer. Dickey. 7 orrect, 
Vii JENKINS Ni that dema cls upon the stee] COl pal es a©re 
is ron d they ! ! rerzsing then productio oreatiy due tot : 
i! care. has there bee increased demands for our pl wMiuict ¢ 


Mii DcKEY Yi I ere have. ] in assure vou that thie offi 
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of the steel companies are very cognizant of their requirements with 
respect to limestone. 

Mr. Jenkins. That is going to call for a great deal of additional 
expenditures on your part, 1s it not ¢ 

Mr. Dickey. Yes, sir; that is true. 

Mr. Jenkins. I think I have seen a statement that some blast 
furnaces used the common type of lime to some extent and for some 
purposes, and they must prepare it in some way for some special use. 
But I understand that for the critically important work they have to 
have your grade of lime? 

Mr. Dickey. That is right. 

Mr. Jenkins. That is all, Mr. Chairman. 

Mr. Simpson. Mr. Chairman. 

The Cuairman. Mr. Simpson. 

Mr. Simpson. Are not the very arguments that induced this com- 
mittee to recommend the 15-percent allowance prior to the Korean 
incident strengthened by the fact of Korea? 

Mr. Corson. They most certainly are. With the increased pro- 
duction of steel and the increased production of various chemicals, 
the production of limestone is vital and much more important than 
It was a year ago. 

Mr. Simpson. Mr. Dickey has illustrated with respect to his own 
company that the production of limestone has been greatly increased 
as the result of the war and the threat of war, and consequently it seems 
to me that more effort must be made and should be made to discover 
more sources of this essent ial mine! al. Thank you. 

Mr. Corson. Thank you. 

Mr. Kean. Mr. Chairman. 

The Cuarrnman. Mr. Kean. 

Mr. Kean. Mr. Corson, you stated—and Mr. Dickey did also 
that this limestone was absolutely essential to the steel companies. 
Therefore, the steel companies will have to buy their limestone from 
you whatever the cost or whatever the price¢ I mean that there is 
no competing material which can put you out of business and that is 
subject toa pere entage depletion ¢ 

Mr. Corson. There is none; there is no substitute. The situation 
that exists is simply this. When a manufacturer has excess profits, 
he pays approximately 85 percent by way of taxes on that, if he does 
not have some protection through a percentage depletion allowance. 
What you are doing is depleting your deposits and capturing prac- 
tical y no extra profit. There is no return whatsoever, really. 

Mr. Kean. The ordinary reductions that you are allowed are less 
than the value of the raw material that you are taking out of the 
eround / 

Mr. Corson. At present the Treasury Department is contending 
that we have no depletion. We are now arguing with the Treasury 
Department as to whether we will get one-half a cent or three-quarters 
ofacentaton. In fact, they are arguing for nothing. 

Mr. Ky AN. Thank you. 

The CHatrrman. We thank you, gentlemen, for your appearance and 
the information you have given the committee. 

Our next witness is Mr. Donald A. Callahan of the Idaho Mining 
Assox ation, Wallace, Idaho. 

Mr. Callahan, will you state your name and address and the capacity 
in which you appear for the benefit of the record / 
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STATEMENT OF DONALD A. CALLAHAN, REPRESENTING THE 
AMERICAN MINING CONGRESS, WASHINGTON, D. C. 


Mr. CattaHan. My name is Donald A. Callahan and I live at 
Wallace, Idaho. I am appearing here representing the American 
Mining Congress as its vice president. I am also representing the 
Idaho Mining Association and the Northwest Minit ha Association. 

The CHarrman. About how much time will you require for your 
statement / 

Mr. CaLtnanan. It will not exceed 15 minutes. and probably will 
not be that much. 

The CHarrMan. Thank you, go ahead. 

Mr. CALLAHAN. The Northwest Mining Association, I m oht Say, 
embraces operators in Washington, Oregon, western Montana. and 
northern Idaho. 

l am addressing myself particularly to the subject of percentage 
cle pletion and the rates fo metal mines as set forth in the ame dmens 
to the revenue laws adopted in 1932. I also wish to address myself 
tothe subje t of deplet on ge erally as applie | to mines, 

This subject is of interest and importance not only to the mining 
ndustry but to the entire economy of the Nation and to our national 
detense. The produ tion of metals and minerals Is essential In the 
life and safety of all ow people. When we speak for the welfare of 
mining, we speak for the welfare of America. 

As the committee is well aware, the 1932 amendment provides for 


depletion allowance in the following languag: 

rh wance for depl hall be in th ise of tal mines 15 px 
7. & © @ the gross me from the property during tl ixable yea 

Perhaps it would be well at the outset to review briefly the experience 
which formed the basis for the 1932 amendment. Depletion allow 


ances In natural resource industries have been recognized since the 
idoption of the income-tax amendment in 1915 Such allowances 
were based upon the fact that earnings from such industries could only 
e obtained through the using up of the resources themselves and that 

hn consumption res ilted ultimately in the complete exhaust on of the 


resources which const tuted the assets of the taxpayer, It had been 
early recog) zed that lepletion should not be based solely on cost 
March 1, 1913, value. but that the value of discovered minerals 
iould in itself be i basis for illowable depletion. It was correct 
heory to give this recognition to the exhaustion of the capital asset. 


It wase sential i practice that this should be done if we were to have 
a continuing and expanding mineral industry and to deal fairly with 

The difficulty was as to the technicalities introduced and the 
methods employed. 

Prior to 1926 when the principle of percentage deplet on was first 
ipplied to the oil and gas industry, and to 1932 when it was first ap 
pi ed to metal mining, the method employed In determining a propel 

iowance tol deplet on was this: First, an estimate was arrived at 
of the number of recoverable units in the property. Then through a 
ery involved analytic process the present worth of each unit as of 
the date of valuation was calculated, and this multiplied by the num 
ber of units extracted each vear was the basis for the depletion allow- 
ince. This proce nvolved the use of many unknown and unknow 


1 
i ) 
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able factors, and resulted in great uncertainties and inequalities. It 
was an involved, difficult, and costly method of determining depletion 
tllowance. 

The oil and gas industry was granted a depletion allowance based 

upon a percentage of its gross income in the Revenue Act of 1926. 
\t the same time metal miners sought to secure similar treatment. 
Che Congress decided that it had not sufficient evidence upon which 
to establish an equitable rate and later the staff of the Joint Commit 
tee on Internal Revenue Taxation prepared an exhaustive report. 
This report, popularly known as the Parker Report, is the basis upon 
which the rate of lo percent for metal mines was finally established 
in the Revenue Act of 1932. The report showed that the average 
allowance for a considerable period of time in the case of metal mines 
hy id been approximately 17 percent under the old methods employed. 
The metal mining industry accepted a rate of 15 percent as equitable 
it that time and this rate has prevailed since. 
Now the Secretary of the Treasury has asserted in his statement to 
is committee, in referring to the need “for improving the tax struc- 
ture in those areas which enable favored taxpayers to escape their fair 
share of the burden,” that “one of the major structural defects is per- 
centage depletion available to oil and mineral producers. This is 
costing the Government and therefore taxpayers in general hundreds 
of millions of dollars each vear.” 

‘| he rate al cl the principle of percentage deplet ion has been attacked 
several times and full hearings have been held by the Congress and 
by this committee upon numerous occasions since the very exhaustive 
nvestigation made in 1932. I do not understand that the Secretary 


t} 


i 


of the ‘Treasury now urges a change in the rate or in the principle as 


ipplhied to met i} mines but he does use this lar ruave 


Unlike er cap tal rece very allowances percentace depletion continues to be 
dedus ble even after 100 percent of thy nvestment ! been recovered tax-free 
rhus, tota eductions may eventually amount to mar times the taxpayer's 


No actual igures as related to met il mine have ever been viven in 
support of such a statement: nevertheless, it is well to consider the 
lar une wi! h the Se retary uses He refers to “capital” as “money 
invested.” In the case of mines that is an utterly erroneous assump- 
tion. ‘The “capital” of a miner is the minerals and metals contained 
within the boundaries of his property. His “investment” in addition 
to the money actually used in discovery, exploration, and development 
of his ore body is somethn cr vastly ditferent and cannot be mens ired 
in dollar ind cents. The time cor sumed, the hard hips, endured, the 


losses In wu 


@ 


successful ventures, the disappointments and physical and 
mental trials of anyone who brings a commercial ore body into pro 
duction are immeasurable. There is only one way of determining 
the miner’s eapital and that is the value of the ore hody which he has 
forced nature to reveal to him. 

Phe old methods in use before percentage depletion was written into 
the law involved complicated proce sses for determinn oO the present 
value of the units contained in the ground. I do not need to tell you 

fieult and untrustworthy such processes were. I do not need 
to tell you what engineering and scientific staffs were required bv the 
Bureau of Internal Revenue to check returns which were furnished by 


how al 








REVENUE REVISION OF 1951 1573 


engineering, scientific and accounting staffs which the mining com- 
panies found it necessary to employ in order to make a satisfactory 
return. It was largely because of these difficulties that the simple 
method of determining the amount of depletion each year through a 
percentage based upon the gross values of the ore produced was 
agreed upon. Through this method the small producer is on a par 
with the larger operator who could provide the necessary technical 
staff. The Bureau of Internal Revenue was provided with a simple 
method of determining the amount to be allowed. Discriminations as 
between individual producers of the same metal were eliminated. 
Percentage depletion has added materially to the revenue derived by 
the (government al al has dee reased the cost of its « ollect ion. 

Interior Secretary Chapman, who has been given the responsibility 
I expandil v prod ition of minerals in the present crisis, stresses 


the extreme importance of our metals and minerals in these words: 
Che scarcity of the prod s of our mines is perhaps the most limiting factor 
ur economy today 
Dr. James Boyd, Director of the Bureau of Mines. states the prob 
n this language 
Qur problem is threefold First, we must get the maximum production pos 
ble very a\ ible pound—-from existing facilities Immediately Second, we 
ust ere ite new sour to develop known but unworked deposits—to meet 
the continuing expanded demands of a mobilized economy (nd third, we must 
make concentrated efforts to find additional deposits of ore 
l dao not need to tel um vel tleme? that al dverse ehaa re Il t] e 
depletio allowances Vi 7 drastically affect productiol from the 
es The seal 1 Tol ew ore bod es must be vyoing torward ind 
} ite investment must be el couraged. Min e operators are ked 
to extend their development work by sinking shafts; driving cross 
its, tunnels, and drifts: and to prosecute further search for the 1m 
portant minerals [ rare essential if we are to endure as a Nation. 
There 1s no ereatel eterrent to such investment than tax laws which 
eC! the probab otra retul of the investment a t destroy the 
entive for such tivities and expenditure S. Minn r a i whole 
not a profitable | ess. Actual figures compiled in my State 
f Idaho, which e of the leading mineral-producing States in 
e Union, show t tO] the whole more money Sspent m mining han 
real ed Trom oul rere production of ores The m ne nal stry 
st realize Trol successful ventures sufficient to compensate oO 
ose which are not s essful. 


\s a matter of fact, one of the ereatest incentives that can be 


tel ded by (Congress to increase the production of these minel ils 
| metals would be an increase in the depletion allowance because 


f the additional costs and hazards that have come about since the 


Massa ve of the orign il amendment. I ask you to give thought 

to the fact that mining essentially an industry which is liquidating 

issets with the production of each ton of ore from its properties. 

Surely such an industry is entitled to the same consideration as other 
hesses engaged the liquidation of their asset 

What we of the mn ¢ jndustry ask is that there be no curta 

t of the modest depletion allowance now effective, but rather a 


ization of the 


] ! gy operatlo oas to resto the incent ve te Seal rol Lid 


rease in such allowance and a liberal 
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develop hidden mineral deposits and an assurance that we can go 
ahead in this difficult and financially hazardous business without the 
constant threat of impairment of our position once we have made our 
investments and entered upon our operations. We ask an opportunity 
to maintain a healthy and vigorous mining industry so vital in the 
present emergency and so essential to the future welfare and security 
of our country. 

I also ask, gentlemen, to be permitted to file a booklet on Mining 
Taxation, prepared by the American Mining Congress in February 
1950, and a statement on “Depletion of Mines,” recently prepared by 
the same organization. 

The Cuamman. Without objection, that will be done. We thank 
you for your appearance and the information you have given the 
committee. 

{ The do uments referred toare as follow S:) 


MINING TAXATION—CHANGES IN FeperAL Tax LAWS NEEDED To 
MINING ENTERPRISI 


The mining industry today is in a serious condition—particularly in the 
metal-mining States of the West, where the number of mines operating is not 
exploration, and development 


i 


over half what it was 10 vears ago. Prospecting, 
of new mines is largely at a standstill. 

The decline is mining activity and new development within the United States 
is not because we are a have-not nation in mineral resources. It is largely 
because our Federal tax structure as applied to mining lezves little or no incen 
tive to take the risks of searching for new deposits and developing new mines 

Mining has always been attended by great natural hezards, and today the 
risks are greater than in the past, since the more easily found ore bodies, having 
surface indications, have been discovered and exploraticn must now be carried 
on for hidden ore bodies at greater depths. Experience shows that only about 
one out of a hundred likely looking prospects has ever developed into a profit 
able mining enterprise. The natural odds are heavy against the individual, 
the small syndicate or the large company seeking to find new mines; and unless 
there is an opportunity for a net profit after taxes from the successful venture, 
commensurate with the risks, such work will not be undertaken. Under our 
present tax structure the “house take” is too great, and incentive for mineral] 
development is stifled 

This applies also to the development of new and improved metallurgical proc- 
esses for the recovery of metals from low-grade or refractory ores and to the 
modern scientific methods of prospecting. The research and 
testing required to make low-grade ores available as commercial sources of 
metals—or to apply the newer techniques of ore-finding—likewise require the 
risking of large amounts of money, which cannot be justified unless an adequate 
return after taxes may be realized when the results of such work are successful 

The importance of encouraging mineral exploration, development, and re 
search as a matter of national policy can hardly be overemphasized. During 
World War II our mines were called upon for extremely heavy production to 
basic materials without which the war could not have been fought 
In meeting this enormous demand, avail- 


o 


development 


provide t! e 
nor our civilian economy carried on. 
able manpower was concentrated on production from known ore reserves, and 
the normal development of reserves for the future had to be sacrificed. Today 
in order to replace the reserves used up during the war and to maintain a strong 
and productive mining industry for the future, large amounts of capital must 
be spent in developing extensions to existing mines, in finding and bringing into 
production new mines, and in working out improved methods of prospecting, 
mining, and ore treatment. Unless this is done, our future supply of essential 
metals and minerals, and our national security itself, may be seriously 
endangered 

Pax revisions which will help remedy the present critical situation, by restor 
| to undertake renewed exploration, develop 


ng the centive for venture capit 
Cer 


ment, and research, are accordingly matters of primary national interest 
t ! mportant tax changes needed to accomplish this purpose are noted below 
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in, these changes will not reduce 
(; ernment revenue: rathe by creating new mining enterprises, new employ- 


should be emphasized that, over the long r 


~ : 
ent, additional sales of machinery and supplies, additional freight traffic, and 
ditionai business for rmers, merchants, and service industries in the com 
ties here mining operations are the hief support of whole populations, 
hev will bre iden the bas f Federal taxation and add to Government revenues 
0 e one ! nd. wi h tax hange ire ck nd t I ntive f 
¢ development res ed ist expect deere 1 Gov ent rev 
minis dust! irge segment of oul n h dey s 


Council, which was appointed by the Secretary of the Interior to cor le l 





l u 
ke recommendations tional mineral policies ry} ‘ 
representative of all sections of the industry, including both small and 
arge operators, has emphasized the alarming decline ex] ati dd 
{ I ne l dl S ( l Ing hed { es 
1 pl ‘ the lack of interes eX] ition f 
| ‘ ot new eserves 
I edy s oO provide ince ve for new s ery nd 
| ent | ( ed six ij changes W l s - 
e in the x s applied to m ng." These change r t 
h, with brief ex] nder the main headings w f Ww 
Other port t < gre he tax law or regulations h sl ! le 
nteres e tax m ol nes al I 
er hose « g eral developme ! s eferre briefly 
Iv WwW 
AX-FREE PERIOD OF NEW MINES 
A tax-free py d vering at least 3 and preferably 5 years of operation 
should be allowed to a new mining venture from the date the mine is deemed 
to be in commercial production. 
Such a provision has bee effect Canada for several vears, and has beer 
pful in st ting new development nd discovery of mines rhe 
dian law pr cle x pion for a new mine for first 3 eal f 
" lt g ‘ 6 nths which are allowed as g-up mo | 
! higl é f ” ¢ and development act ‘ Canada, as co! 
ed with the pressed e of ex] ) n this potent g 
r such | s ! tax laws rhe new nes W i] ‘ 
oduction ( f Ww the tax-fre ‘ l ielded ree 
venues to the Dominion ‘T sury and made an important contribution to the 
ny OF that count! 
Such a change in the ww d not be for the purpose of benefiting any class 
ixpayers, bu ut he eave incentive for the risking of capital in the 
highly speculative b ess of exploring for new mines. To the extent that it 
esults in finding new ! es t creates new wealth, new sources of ¢ iploy! ent, 
d new tax revenue hich would not otherwise exist rhe ultimate tax reve 
from mines thus ~ ered in Canada, and from those who have derived 
es Tro these es far more than any assumed loss of revenue during 


he tax-exempt per od 
It should also be poin 


2 most new mines go through a difficult oper- 
ing period in their « \ ears, before the mine has been fully opened up. 
Many mines which reach the producing stage never realize enough during their 
fe to return the full amount of their investment. Under present law, however, 
ne may frequently be taxed on an assumed profit, although it has not 
ecovered its investment, and does not have enough known and proven ore to 
give any assurance that the investment will ever be recovered. The inherent 
incertainties in any new mining venture have a deterring effect on mining inves- 
s, which is lessened if the investor knows that the venture will not be subject 
t during these first few difficult vears 
\ 3- to 5-year tax-free period would help unfreeze large amounts of risk 
pit to find the new mines needed to perpetuate the mining industry 


II. DEVELOPMENT AND PRELIMINARY MINING EXPENSES 


Devel pment cost fter discovery of the existence of an ore body sl 1] 


e recognize om ting expenses or costs of mining; and the tax 
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in the year in which the expenditures are made or in subsequent years as the 
ore is mined. 


his involves a change from present Treasury regulations which is of the 
highest importance if mining development is to be encouraged. 

At present the Treasury requires that all development costs until a mine 
reaches the production stage be treated as capital expenditures which may only 
be recovered through the depletion allowance. Such preproduction development 
costs, even though subsequent to discovery, may not be charged off as operating 








eXIM ‘ 

It hus been generally recognized by the mining industry that the acquisition 
cost of a mining property, together with the cost for initial exploration to show 
the existence of an ore body having commercial possibilities, may be properly 
charged to capital account recoverable through depletior Expenditures for 
development following discovery, however, are simply advance costs of mining 
the eposit They include such items as shafts, tunnels, haulage drifts, and 
othe nderground workings required for access to the ore or to further block 

t the deposit, as well as preparations for stoping or caving, stripping, ete., all 
of whit re preliminary to and are part of the actual mining operations Such 
developmet! should be t “las operating costs, and should, at the option 

the taxpayer, either be deducted from the current year’s income or treated as 

el expense to be deducted from income when the ore is mined 

By stating this principle clearly in the law, much of the confusion which exists 
t Ww he ¢ nated, a | costly ais es bet wee the taxpayer and the Gov 
ernment W be avoided Such a provision will also encourage the spending of 
money ir ble development of mineral deposits, since the taxpayer will have 

nee hat the cost of his deve opment work m y be charged off against 
i me \ similar provision should apply to expenditures for metallurgical o1 
ther rese el testing, pilot plants, etc., all of which are operating expenses 
nd should be treated as suel 

This general problem has been recognized in the case of the oil and gas 
il try, where the regulations permit writing off “intangible drilling and 
development expenditures” as an operating expense, but these highly technical 
regulations would not be applicable to the quite different development problems 
of mine For the mining industry it should now be definitely recognized that 
development expenditures, as outlined above, are simply advance costs of mining 

be deductible from income operating expense 
lil. LOSSES FROM UNPROFITABI VENTURES 
Losses from unprofitable mining ventures should be allowed as ordinary 


deductions against current income 


Under the technical provisions of the present law and regulations it is difficu 
to determine when and to what extent a loss in an unsuccessful mining venture 
may be taken as a tax loss. In general, expenditures in exploring for a new 
mine must be capitalized, and if the work is unsuccessful they can be writter 
off as tax deductions only on abandonment, or on sale of the property, with many 
questions as to when abandonment may be recognized or loss on sale may b 
deductible 

There should be a simple and clear-cut provision that when exploration or 
development work on any particular property has failed to prove the existence of 
a profitable mineral deposit, and such activity is terminated as being fruitless, 
the amounts which have been expended on the property and not otherwise 
charged off should be allowed as an ordinary loss. Likewise, if an operating 
mine becomes unprofitable and is shut down, and there is no present prospect 
that profitable operations can be resumed, the full amount of the loss due to 
worthlessness should be allowed. 

There are further technical provisions which in many cases prevent the full 
loss deduction when exploration and development are terminated, or when a 
mine shuts down without the prospect of reopening, or even when the property 


is sold. Obviously, the risks of mining investment become prohibitive if the 
taxpayer must himself assume such losses and cannot deduct them against 
other income. The law should make it clear that all such losses from unprofit 
able entures will be fully allowed—to corporations, partnerships, or divid 


uals—as ordinary deductions against current income 





it 


REVENUI 


IV. ADEQUATI 


The percentages used in computing percentage depletion, both with respect 
to gross income and with respect to net 


Percentage depletion 
equitable means of meas 
deposit during the life o 
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ALLOWANCES FOR PERCENTAGE DEPLETION 
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property, but not more than 50 percent of the net 
The 15 percent rate Was somewhat less than the 
id previously been allowed for metal mines, as dete! 
Government enzineers 
oO not more than 50 percent of the net income re 
wance for many mines to less than the 1 percen 
1M od of years he ombination of e tw rate 
wance to materially le t! I Ihe 
he ght of experience, both tl perce ‘ f gros 
| be increased to give af i va for d 
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become profitable mine I eg 
plete Los In ahs ers px 
e f eple would be t which woul 
Sa WI I ‘ re sulis eX\pende roug 
d development of mineral properti by both the 
ul ventures; d while practice the pplicatior 
mely difficu due to idequ aa Lt is ¢ I 
rv large increase il resent depletion 1 s 
te depletion a es aS an ince ve f entu 
istry can hardly be overstressed; a1 t is gly 
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ge of gros come and tl presel i 1 
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purpose—from which the stockholders might expect ultimately to receive a re 


; 


turn of capital—may frequently be wiped out by subsequent losses, The st 
I : l : | i 


ock 
holder may thus be taxed currently on the entire dividends which he receives 
and left to face the loss of the principal of his investment without an adequate 
tax allowance 

Moreover, the amounts allowed to the mining company for percentage deple 


tion—to the extent they may exceed depletion based on cost—must under the 

iM neluded with “earnings and pronts, and are ful 7 ixable when dis 
tributed to the stockholder. Since the purpose of percentage depletion is to 
make a reasonable allowance for the capital exhaustion of the mine, a similar 
illowance should be made to the stockholder, and should be made currently 
each year, as a return of his capital which is being depleted by the exhaustion 
f th ‘ 

After all, a mining company, whether it be a small syndicate or a large corpora 
tion, is a group of individual investors and stockl lers Its operations are de 
pendent upon the capital which these individuals supply New money needle 
o undertake mining exploration and development is not kely to be forthcoming 
unless the investors have some assurance of recovery of their capital. They 
should have the same treatment as the corpor ! elf in being allowed to 


VI. FULL ALLOWANCE FOR YEARS OF LOSS 


Ir e from mining operations generally varies greatly from year to year 
This is due not only to fluctuation metal and minera iarkets, but to wide 
‘ itions in grade of ore and operating conditions encountered. The variations 
mn earn s from year to vear are likely to be much greater than in ordinary 

inufacturing and other types of business 

t is ob s that unless the earnings of a mine in good years exceed its losses 
in ly rs, the operation as a whol ill be unprofitable. In order not to tax a 
rofit i ne vear which may be wiped out by a loss in another year, incqme 


ixes must not be imposed upon the earnings of good years without full allow- 


ince for the losses in bad years 
The present law recognizes this principle te some extent by allowing a net 
ng s in any year to be “carried back” and applied against the income 
of the preceding 2 years; and to the extent this does not give full allowance, 
the loss may be “carried forward” to oO subsequent vear This over-all period, 
! ver too short rhe 2-vear carryv-back should be retained and the carry- 
f ira uld be extended to 5 years 
The present law also works particular hardship on the mining industry 
through the “adjustments” which must be made for percentage depletion when a 
net loss is carried back or carried forward to another year. These adjust- 


ments, in effect, deny the percentage depletion allowance, both for the “loss year” 
ond for the year to which the loss is carried 


I s is a serious injustice which should be corrected It places the mine which 

I irs of loss interspersed with years of profit in a far worse position tax 
wis han another mine which earns the same ggregate net income over a 
period of years but has relatively steady earnings. It may, and frequently does 
et é the benefit of the ss carry-over to the mine with fluctuating 


In the nterest of equity and to avoid the denial of percentage deple tion this 
provision of the law should be changed. There are other technical points which 
need correction, and the general principle should be adopted that “losses of loss 
years should be fully deductible in determining income of years of income, with 


the same effect as if the income year and the loss year constituted a single tax- 


nge from the standpoint of mining investment and de 


velopment is again clear. Those considering the risks of mining enterprise will 
be far more likely to undertake them if the present inequity is removed, and the 
losses so frequently encountered during the course of mining operations may be 
charged against income in other years, without impairment of the allowance for 


The foregoing amendments to the existing income-tax laws are of special im- 
portance from the standpoint of removing barriers to mining investment and ex- 
plorati mm for new mines There are, how’ ver, various further provisions of the 
] ind ations which bear heavily on the mining industry and which 
also call for revision or clarification. Amendments are required not only to 
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remedy inequities that now cause serious hardship to existing mining enterprises, 


but also to clear up unce! 
hat they will receive fair 
ance of fair tax treatmen 


risks of mineral developmen 


the face of adverse tax |] 
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and equitable treatment. Certainly, clarity and assur- 
t are highly important to those who contemplate the 
t—and who will hesitate to undertake these risks in 


uncertainty as to how the law will be 


revisions or 


t, involving various technical features of the 
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present 
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is of special concern to the mining industry 
‘ fe of most mines and the frequent changes in 
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mining industry 


States and the Secretary of the Treasury have 
ick on percentage depletion 

wk was summarized in the President’s tax message 
>. 1950, wherein he stated: 

in the laws so inequitable as the excessive 
y oil and mining inte 
rreasury, in appearing before the Ways and Means 
percentage depletion as a “major 
income-tax law, which he said “is costing the Govern 





depletion 


rests ” 


ayers in general, hundreds of millions of dollars each 
iallenges these statements on two principal grounds 
x depletion is not a tax exemption or loophole, nor 
he tax law It is simply a recognition of a well-estab 
should not be taxed as income. The depletion pro 
that in carrying on the business of mining a portion 
nsumed each year, and that the value of the capital 
ed tax-free and not be considered as taxable income 
zed by the Congress in all revenue laws enacted since 
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Second he illowance for ce I letior Ss not @EXCOESSLVE The general dep tion 
pro I f the tax laws apparent re not challenged, the eriticism bein 
1} iy y against certain percentage depletion rates. The present rates 
0 ercentage depletion fo eta lines, sulfu ind coal were fixed by the ‘ 
Congress INS2, following a comprehensive study by the staff of the Joint ep! 





C ee on Internal Revenue Taxation nd after full hearings before co! 
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‘ hye ne S 4 | } eated as fairly. in tl iqnida 
tion of its ts. a ny ther taxpaye Unde ‘ sting law, gain from the 
dation of ness enterprise is prope msidered capital gain, subject 
‘ ts t rat er than the tax ! rhe The anm extraction of a 
I eral dem t necessarily but a step toward the complete liquidation of the , 
enterpriss When the ore is exhausted, plant and equipment are largely worth- , 
le Ont el iws have recognized this tuation s a reason for the 
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to give all mining taxpayers some measure of protection against taxation of their 
capital. 

The small mine operator usually cannot afford the expenditure necessary t 
establish the value of his mineral deposit by the analytical appraisal method 
and the corresponding depletion value of his unit of production. Percentage 
depletion removes the necessity for such expenditures. It provides a simple, 
understandable method by which, from the inception of his enterprise, the 
operator may receive the reasonable allowance for depletion contemplated by the 
statute; it assures him fair and equal treatment as compared with other opera 
tors ; and it protects him against taxation of the capital consumed in his operation 


5. The present need 

Public policy recognizes the importance to our country of a continuous flow of 
minerals from the mines to the consumers. Minerals are the backbone raw 
materials for our industrial civilization, indispensable to our welfare and progress 
in time of peace, vital to our security in time of emergency. The recent war 
caused vast drains upon our best mineral reserves, and current demands cannot 
be measured by prewar levels. 

Clearly, it is imperative that the search for new and greater mineral reserves 
be accelerated ; that every serious deterrent to this objective be eliminated; that 
every reasonable incentive toward it be created. 

The search for new mines is no longer the simple task of the lone prospecto1 
the easily discovered deposits, for the most part, have already been found. Ap 
plied science and engineering of high order are required in modern prospecting 
and exploration. The cost of finding and bringing new mines into production 
has expanded enormously in the last decade. The successful search for, explora 
tion, and development of new mines today depends mainly upon the established 
mining companies, with trained personnel and ample financial resources and 
equipment 

Adequate depletion allowances are absolutely essential, if funds are to be 
available for the continued discovery and development of mineral supplies to 
replace the reserves being depleted and to increase our mineral supplies to sup 
port our expanding population and maintain our rising standard of living 

Percentage-depletion allowances available to producers of many important 
minerals are wholly insufficient to supply the large volume of funds now required 
for this purpose. Not only should the principle of percentage depletion be pre 
served intact, but the allowances should be liberalized to more nearly permit 
capital recovery and to encourage and stimulate exploration and development 
activities commensurate with our national mineral requirements. 


CONCLUSION 


It is clear that the depletion provisions of the present tax law do not dis 
criminate against other taxpayers in favor of mining, and do not constitute a 
loophole which is costing the Government vast sums in taxes. The principle of 
percentage depletion has proved, by experience, to be fair and equitable. The 
existing rates, far from being excessive, in the main are inadequate to return 
the capital investment of the industry as a whole, and to stimulate the explora 
tion and development essential to our national requirements, 

Percentage depletion, by its simplicity and obvious fairness, permits sub 
stantial savings in administration to both Government and taxpayer: it avoids 
discrimination against smaller taxpayers: it is a protection against the ex 
cessive taxation of capital; it is the simplest and best procedure yet devised for 
sustaining capital investment in an industry that is vital to our national welfare 
and security. 

The Government derives large revenues from mines and from those who are 
connected, directly and indirectly, with mining. A reduction in depletion allow 
ances would soon result in reduced tax revenue from a weakened and declining 
mining industry, while taxes from the many other industries and individuals 
who derive their income from mining would shrivel in proportion. A more 
vigorous and expansive mining industry, encouraged and stimulated by a wiser 
tax policy, would be far more productive of total tax revenue in the long run 
than an industry continually harassed by Government and forced to divert its 
energies from production to the defense of its very existence. 

Mining is of paramount importance to our economy and our national security 
Its peculiar nature, its natural hazards, and the odds against success in mining 
ventures should be more fully recognized in our tax laws. The need is impera 
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ive to restore normal incentives in mining—opportunities for profits, after 
taxes, commensurate with the risks involved. Given these incentives, there 
eed be little concern about our future supply of materials, the vitality of the 

ning industry or its fair contribution to Government revenues 

The Cuamman. Our next witness is Mr. Wesley E. Disney, repre- 
senting the Eastern Magnesia Tale Co., of Burlington, Vt. Mr. Disney, 
will you give your name and address to the stenographer and the 
apacity in which you appear. 


STATEMENT OF WESLEY E. DISNEY, REPRESENTING EASTERN 
MAGNESIA TALC CO., BURLINGTON, VT. 


Mr. Disney. Mr. Chairman, not until about noon Saturday did I 
earn that this company expected me to appear for it, so my statement 
:in the course of preparation, I ask leave to file it today or tomorrow, 

The Cuarmman. The Chair would like to make this observation: 
The members of this committee re member well youl long and faithful 
service on this committee, and it is always a pleasure to have you come 
back to this committee in ai y capacity you like. 

Mr. Disney. I appreciate that. 

The CuHarrMan,. ‘Then you just want to file your brief later ¢ 

Mr. Disney. If you please. 

The CHAIRMAN. Without objection . that will be done. We thank 

mu very much, Mr. Disney. 

(Mr. Disney later filed the following statement:) 


Tal LV’) } ~) 
statement is filed ehalf of Eastern Magnesia Tale ¢ But gton, Vt 
W. H. Loomis ‘1 ( G erneur, N. ¥ An officer of the Internation 
Cy ] , Which pi es tale in New York State, made an appearance 
fore this committee on March 5, 1951, for the purpose of urging the continuance 
15-percent depletio wance for tale. Just as he did, we are here asking 
help the ta ndust Stay in business. [It is only through this 15-percent 
I ion allowance we dust have been per l s ! 1943 
the indus I finanes e necessary deve m k and 
or fait sound ¢ ! ning basis 
he ti mini dust sma ndustry, col s é ely sma 
anies which operate or small profit margin 
\ ough tale is a little } wn nonmetallic mineral product, it has ! 
quantities for ma enturies and in many parts t F 
nee t is produced in some 30 or 35 different countries in a large variety 
grades and types. It pro ed in the United States in several States, chiefly 
York, Georgia, Califor Vermont, Maryland, Pennsylvania, Virginia, 
Nevada, North Carolina. But the total production in this country is only about 
0,000 tons annually It is used in a variety of products, such as paints, 
I s, rubber, insecticides, roofing, paper, and in sn er volume use in toilet 
tions, foundry facings, crayons, refractory, textile, asphalt filler, plaster, 
stics, and miscellaneous other uses 
During the last war emergency a large portion of the United States production 
ito war and war-supporting uses. ‘Tale was classified by the War Produe- 
Boi is a strategic neral, and throughout the war period it was under 


priorit eontre by the G ernment 


Y 


There is a striking sir tv in the problems of finding, developing, producing 
processing of tale and that of metallic minerals with the additonal diffi- 
ty that tale quite often occurs in nature in much smaller deposits than the 
All the elements of risk involved in metal mining are present in 


mining, but this is coupled with the fact that the tale industry is composed 
small business and because of the variety of grades and types of talc, each 
er must process to the exacting customer requirements and must sell 
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Admittedly the 15-percent depletion allowance was arrived at by estimate, 
but it has proved to be eminently sound both from the standpoint of the Govern- 
ment and the producers. The tale producers are not asking for any special 
privileges, nor do they consider this allowance as a loophole in the tax laws. 
It is simply a fair and equitable and administratively sound method of per 
mitting this nonmetallic mineral industry to have a reasonable return of capital 
and at the same time maintain and develop a sound small industry which will 
insure an adequate supply of a mineral essential to our Nation's peacetime growth 
and future security. We must maintain a continuing intensive and extensive 
search for minerals and make every effort to improve techniques of production 
and treatment processes. This is necessary to our domestic economoy in peace 
as wellasin war. Canada has long found that an adequate percentage-depletion 
allowance accomplishes the desired results, and the State of California has long 
had a permanent 15-percent percentage depletion allowance for tale as a 
permanent part of its tax laws. 

The Supreme Court of the United States early recognized, in the case of 
U.S. v. Ludley (274 U. S. 205), that the percentage-depletion allowance “is to be 


regarded as a return of capital, not as a special bonus for enterprise and willing- 
ness to assume risks.” Depletion is loss sustained through the progressive 
removal of natural resources from mineral deposits. It is the sale of an uncertain 
amount of capital, tale, by the exhaustion of that capital. The depletion allow 


ance is simply a provision for the return of capital tax-free 

The experience of 7 or S years in which 15-percent percentage depletion has 
been allowed tale producers has convinced them that this is a fair and reasonable 
amount to represent a return of capital It also helps to encourage the search 
ind development of tale mines and to meet foreign competition. In addition 
it has not worked to deprive the Government of any revenue. In fact, it may 
have actually increased revenue from this source. For these reasons we sincerely 
believe that this allowance should be permitted to continue at the present rate 

The CHarmman, The committee will recess until 1:30. 

(Whereupon, at 12:15 p. m., a recess was taken, the committee to 
reconvene at 1: 30 p. Mi. of the same day.) 


AFTERNOON SESSION 


The Cuatrman. The committee will please be in order. 

The next witness on the calendar is S. W. Tuttle, vice president and 
secretary, International Tale Co., Inc., New York. Is Mr. Tuttle 
here‘ All right, Mr. Tuttle, will you please give your name and 
address to the stenographer for the record ? 


STATEMENT OF S. W. TUTTLE, VICE PRESIDENT AND SECRETARY. 
INTERNATIONAL TALC CO., INC., NEW YORK 


Mr. Turrie. My name is 8S. W. Tuttle, vice president and secretary 
of the International Tale Co., Inc., with main offices located at 41 Park 
Row, New York, N. » # We are one of the three tale producing com 
panies in the Gouverneur mining district of New York State. 

We are here asking you to help the tale industry stay in business 
The Treasury Department Is again endeavoring to persuade the Con 
gress to reduce to 5 percent the much-needed percentage of depletion 
allowance of 15 percent which has been in effect since 1943. 

In the Revenue Act of 1943 the Congress saw fit to grant the pro 
du ers of « ommert ial tale a percentage depletion allowan eof 15 per 
cent. That allowance expired with the cessation of hostilities as 
proclaimed by the President on December 31, 1946. In 1947 this com- 
mittee held comprehensive hearings on the subject of percentage deple 
tion for certain specified nonmetallic mineral products and the record 
made at that time by the producers of tale convinced this committee 
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ce of ercent w: 


LD S imminently 
| to the Federal Government. In 
reduction of this 
hearings, this committee 
it a fair allowance for tale. The 


il 


“us not content to leave this matte! 
ny was forced to vo to the ‘Tax 
percent deduct on allowance Ww 
\ the Tax Court ruled with us 


e operations engaged in by my company 

d by other commercial tale companies which influenced the Cor 
gress to continue this allowance for the past 5 years and which we 
lieve will convines you of thi necessity for its permanent continu 
ance. All the tale mined and milled in the Gouverneur district of 
New York State Is esse) tially of a similar character of good white 


both fibrous and @ 


The 


inular in structure. main productive 
region les in ‘Taleville and Fowler, N. Y.. a few miles from Gouve1 
neur in St. Lawrence ¢ ounty. The ore bodies lie at mining depths 
of sometimes about 900 feet The type ot mining is known as stope 


mining, 
, 


Considerable explo ition and de 


he 


velopment work IS necessary 


fore mining the ore. ‘The ore is wet-drilled and blasted with dvna 
mite The broken ore Is sorted as to graces, eranular oO! fibrous. and 


also as to oll absorpt Ol propertie 


In other words, 


~ some types of 
ore are heavy and others light. The sorted ore is blended ind loaded 
mto miming cars unde roerTo a und {1 unsported to the mine shatt at 
which point if s loaded fo mine SKIps and ho sted to the surface 
where it is dumped into railroad gondolas for transportation to the 
mills a few miles away . 
There is a constant da ver of flood ne of the mines and it is nees 

iryv to constantly Keep Pups operating to keep out the water 
When the ore arrives at the mill it put through the mill in a con- 
{ ious process where it is crushed and ground to the specifica- 

ons required by the cor mer. 

The ground tale is bagged and r uly for sale to the consumer. Most 
ile sales are made by thre roducing companies directly to the ulti 


For i 


nate consumer. 


Pal 


the annual tonnage of International 


Co. of approximately 50,000 tons, is divided among consuming 
ndustries according to our sales records as follows: 65 percent paint, 
0) percent ceramic, > percent paper, 5 percent rubber. 3 percent plastic, 
percent textiles, Zz percent mis¢ ellaneous 

Dur ne the last war Wwe could not sel] a pound of our tale unless 


e customer could get a prion ty trom the War Production Board. 
In fact, the Navy took the entire production of International Tal 
(Co.'s 5X grade of tale and we were not permitted to 

v of our regular cust 


se]] i pound 
ot 


to 
omers, which ndicates the tal 


mportance 


ir-Constim a | | 


\ 
classified by the War Production Board in the Second 


sa highly strategic mineral and the tal ndustry wa 

ompelled to vdapt itself to the circumstances of the war and to the 
orde of the governmental! authorities. We Sup} hed vast qua 
ties of t ili tothe Navy ind tothe Chem 7 Warfare (dn nistrat or 
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The products supplied to others than the armed services were sup 
plied under the priority system and in fact went to war uses directly 
and indirectly. 

The uses to which the armed services put our product were these: 
The manufacture of camouflage paint, non-light-reflecting paint for 
ships, the painting of Navy barrack buildings, and diverse other war 
uses. A portion of our product used by the armed services went 
to the ceramic industry for the manufacture of tile for war buildings, 
kitchens, hospitals, and on battleships, particularly the latter. The 
demand for this product in the last war exceeded the supply and it 
appears that the present emergency is increasing the demand. 

We should be permitted to be ready to render this same assistance 
in the event of another war without the lack of preparation which 
was a deterrent to us in the last war. Percentage depletion was de 
signed to assist us in our part of the war effort, and we need it as badly 
now as we did then. There is still a Tale Advisory Committee in the 
national set-up known as the Munitions Board. 

During the war period unusual demands were made upon us by the 
various departments of the Army and Navy to mine and produce cer 
tuin grades of tale. In so doing, it completely upset our exploration 
and development work on our mines whereby we were obliged to by 
pass a good part of our ore body to procure the necessary grades that 
were in great demand by the various departments of the Army and 
the Navy. In so doing, we got considerably behind in our develop- 
ment and exploration underground work, with the result that, in 
going back after the end of the war to recoup other types of ore where 
the underground workings were so disorganized during the war period, 
t has greatly increased our underground mining costs and we have not 
recovered from this disorganized type of mining even up to the present 
Lie. 

Another company which is in the same line of business in the Gou 
verneur area tells me that the same situation took place during the 
war period and that in fact, in one of their mining operations, by their 
not being ‘able to carry on proper development underground they 
robbed certain supporting pillars of their mine which eventually 
caused cave-ins to their mining property, and that particular property 
has been running at a loss for quite some vears past. They, too, have 
lost certain accounts due to their inability to supply tale to thei 
regular trade during the war. 

It is only through the percentage cle pletion allowance that we in the 
tale business have been able to finance the necessary development work 
to get our mines back on a sound and economic mining basis. This 
does not mean that this year or next we will no longer need the pet 
centage-depletion allowance but it is simply an illustration to show 
that the allowance which we are getting today is not a special privi 
lege as suggested by the Treasury Department, but is a necessity and 
hasic p! inciple to enable us to earry on a successful business enterprise, 
und to enable us to pay taxes at all. 

I want to Say that the tale industry is a small industry. The total 
tonnage mined by all of the tale companies in this country is only 
some 350,000 tons, and it is a high-cost operation. 

So that we are just a little group of people, and, as I understand 
it, several branches of our Government are trying to protect small 
business; committees have been set up in the Senate and in Congress 
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for that very purpose, but apparently the Treasury Department Is of 
opinion that this small business does not deserve or 1s not entitled 
eonsideration, and we feel that we are. 

I have observed with great interest the fact that the ‘Treasury 
Department, although it reé ommends your considerat ion of the reduc- 
on of percentage deplet on on nonmetallics from 15 to 5 percent, 

so ret ommends that the rate of percentage de plet ion for metal mines 
remain at lo percent, and that a Treasury representative has stated 
t the metal mines are in difficult circumstances; hence, no reduc- 


ti 
{ 


tion 1s recommended 

In the first place, I do not know how the metal mines could be in 
more difficult circumstances than the tale industry. 

There Is some lead and zine in the Gouverneur area 1 New York, 


where my company operates Lhe operations for mining lead and 
tre similar to that for mining tale. I do not see the consistency 


of the recommendation of the Treasury Department which would 
reduce us in the tale industry and leave the metal mine, which is just 
cross the fence from us, W th i depletion rate ol Ld percent. | aio 
ot begrudge the lead and zine people their rate, but I do plead for 
msistency in the treatment of industries in practically identical 
circumstances, 

I will carry this illustration still further and cite you to the rather 
singular instance in the Gouverneur area in New York where tale is 
! ned by one of our ce mipet LOrs and lead in | Zine 1s produced from 
the same mine by a different company. Consequently, if the Treas- 
ury’s recommendations are accepted, you will have an instance of 
identical mining operations for the metal and nonmetallic, produced 
from the same mine, as I said, with similar operations, the nonmetallic 
tal carrying a depletion rate of 5 percent and the met i operation 


with a rate of 15 percent. lo me, this seems not only diserim hatory 
but certainly unrealistic. See what confronts us when we have labor 
problems. 

Our company, the International Tale Co., Inc., is at present in 
irrears on dividends to the extent of $30 per share, or a total of about 
SOUU UUU, This situation certainly does not encourage oun stockholders 


from the standpoint of putting in any additional working capital, 
erell furthe develo} ment work can he accomp! shed and idd 
yal mill facilities can be provided to supply the CONSUMING public 


tha strategic material 


I's sa hig! ‘ aL mall-tonnawe dustry of about rf ( 
5s per veal with a \ r ill divisor nto fixed ipital overhead 
inge. Phe develop ent and exploration work, as well as the sell 
gy expense on the unit-cost basis, is fai excess of those expended 
many other mu hg naustries, wherein even targel percentage 
epletion allowances are permissible. onsequently, it is obvious 


it (Congress hor ld do all mits powel to wive us as much tax relief 
L,! | 
rie 


», SO as to permit this industry to live and expand. 
We feel that the 15-percent depletion-allowance basis granted us by 


POSS! 


Congress In previous years, after their thoroughly investigating the 
ct t\ rol such depl on. should be continued if we are to survive. 

We further feel Conger nderstands cur plight, and we hope and 

pray that Congress will find it possible to continue the present ba 
dou dition thereto 1 ake the rate Oh a per ment Dass, 
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The Cramman. If there are no questions, we thank you, Mr. Tutth 
rr your appearance, 
Mr. Twrrnr. I thank vou. Mr. Chairman. for being allowed t 


Che CHamman, Mr. Ch: . Nielsen, secretary-treasurer, Edgat 
Bros. Co.. Metu en. N. J. Is Nir Nielsen here / Will vou give Vou! 


ume and address to the stenow ipher tor the record ¢ 

Mi i ep. Mr. (¢ hairman, | ftist Wanht to explain that I am very 
i 0 t¢ ei ill this testimony, but a circumstance has arisen 
Wihieh ‘) - to me to leave the Oni ttee, and I} assure you | will 
read ll of wv r testimony later o1 


STATEMENT OF CHARLES W. NIELSEN, SECRETARY-TREASURER, 
EDGAR BROS., CO., METUCHEN, N. J. 


\i N seN. Mir. Chairman an embers of the committee. my 
Charles W. Nielsen. I am secretary-treasurer of Edgar Bros. 
CL o.. I orest nna one of thre large f omMpn ( in the echn i-ClaVv on 
r\ (our n ( ind plants are located in Greorgia, and our execu 
Metuchen, N. J IL have been requested to present 
| ews of our ent dustry with respect to percentage 
cle far as it affects china clay or kaolin; the terms are 
Phe See rv of the Treasury. im | statement before this com 
| ruary }, 1991, urged that the rate of percentage depletion 
oO. met erals be reduced to 5 percent of gross income. For 
would menn a statutorv reduction from 1: percent, 
f ' ent of o ) 
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in order for insecticides and fungicides to be effective, the mediun 


in which they are mixed must be such that it will cling to the leat 


surface of the plant on which it is distributed. Likewise, the mediun 
must be such that it will not lump or agglomerate, but will dispersi 


when blown as a powder on the plant. Ma nut: icturers of insec tic de § 


and fungicides have found that china clay is an important agent in 

the manufacture of these products, ate, Be is it is relatively inex 

pe nsive, possesses the necessary property of a suitable vehicle, is easily 
spers ible and will not agglomerate. 

(2) China clay scarce: Unlike many other minerals, china clay 1 
not ‘found in large ore bodies. Most ail of the china clay mining i 
this country is now being done in the Southeastern States of Sout! 
Carolina. Georgia. and Florida. Even in this area satisfactory de 
py ire not only highly localized but are so patchy in occurren 
rregular in extent. and variable in composition as to be unpredictab! 

lvance of s\ “tematic drilling and mining. 

Nevertheless, the china-clay industry is continuing to expend ever 
nereas yr suis on saploration and drilling to discover more deposit 
not only i the southeastern part of the | nited States but also in othe 
ections of our country. 

Orv prod el recently spent as much as SILD.000 for prospecting 4 
na ole year and found no el es sult ible for the present high quality 
specifications demanded by our customers. 

}) New china-clay deposits increasingly difficult to find: The ac 
celeration of exploration and development “sivas looking toward in 
creasing available china-clay reserves has revealed new problems whic! 
the china-clay industry must solve in order to continue supplying 
high-quality produe ts to its customers. 

In the first place, large, new deposits of required quality china clay 
\\ Ch in be economically mined are not be no discovered. Instead, 
we are finding and having to mine smaller deposits at greater and 
vreatel dept is, necessitating developing better and more eflicient 
aril uy na mining tec hnique 8. In addition, the type of china clay 
being found and mined for the most part is inferior as to quality 

tate, requiring increase d beneficiation and Improved process 
ne iethods to produce finished proae ts of the qu lity required by 


’ 


In order to supply our customers with the improved quality of clay 


now required. many producers have been forced to con entrate their 
: ng on the best portions of their deposits. Much clay included 
measured reserves 10 years ago must remain m the gvround. Even 
ver tonnages would have become substandard had it not been for 
technolog pelt ypc es. St The industry has had to invest 
; a . lv ] nant elem then 2 ial .* 
heavily in research and costly developments to make the available clay 


ible by the industries it supplies. 


Annual consumption has grown steadily from 1,088,000 tons 


1941 of selected clays to 1.569.000 tons in 1948 of even more highly 


ected clays. Although final figures are not vet available for 1950, 
t estimated that consumption for that vear will exceed 2 OOO LOO 
R i ! erves of marketable ch na clay tre contained in hidden 
leposits whic ire deeply buried in the ground. In past years, we 
ruta 3 onsider stripping more than 25 feet of overburden to get 
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STATEMENT OF EDWARD J. GRASSMANN, PRESIDENT, GEORGIA 
KAOLIN CO., ELIZABETH, N. J. 


Mr. GRassMANN. My name is Edward .J. Grassmann, of the Georgia 
IN ve nce of [ivy Branch. Ga I am also presideni of the Cold 
Spring Mining Co. of Virginia, Augusta County, Va. Mr. Nielser 


there and we till allow the ortherners to have a tle repre ehtatio 
init f il vhv we have Mi Nielser from Metuely t e of om 
miperitor We take his money, that ts I}, bout e Creorgial 
the ft VU I ar only voing to take minut I just want to say 
few ret | VV 1] take two if Vo (t¢ t stop me I had i little ex 
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hay { for repairs nor for o en to { | do 
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( ere ( a nour sh pmel e ougtit . | ore | iit 
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( lookn r fol h na Clay n Creorgia \ re l No 
Coal nd some other places with Harris Clav Co. vears wo | 
the | t 4 en} we | ive pent over SSOOO00 actial ~ hn prosper 
o pa ents on dormant pre es. 7 cle capital ex 
! ror ! oO) epre i Ol | i | kk ’ ib ut out 
t overhead a ! ver Ss] | y tol 
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ar | 


is tough enough to | rrow ! nev from a banker } t fo. L plant v t} 
out borrowing money To! everal hundred thou ind dollar yvorth o 
al lling and prospect hy per vear. Wi have got to get that out of the 
percent depletion or we ure sul ik. 

| ist want to g {tle expert e Tor \ t if 


eX t ev ” 

Mr. Grasswan. Mr. K [ am not an oilman, but 
cit It take rill it and tL not or al 
ab mi that propert ( rsé hare that as xpens I 
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of the American Mining Congress. 


STATEMENT OF HENRY B. FERNALD, MONTCLAIR, N. J.. CHAIRMAN, 
TAX COMMITTEE, AMERICAN MINING CONGRESS, WASHINGTON 
D. C. 


Mr. Fernartp. IT am Hi B. Fernald. of Montclair. N. J... a 
iirman of the tax mmittee of the American Mining Congres 
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anything else, which will curb inflation. Taxes which are forthwit 
put back into circulation by Government expenditures do not “my 
up” inflation. Taxes can aggravate, rather than reduce, inflationa 
pressure, 1 they are So imposed as to reduce incentives for productio1 

Moreover, taxes which curtail incentives for production and f 
ereation of incomes threaten the revenues themselves. The greate 
hope for increased revenues is by leaving to taxpayers reasonab! 

centives for increasing incomes through maximum production wil 
greatest efficiency and minimum waste. 

As to minerals, the question of production is paramount. Withou 
adequ ite production of the metals. the coal, and the nonmetallic mu 
erals from our mines, the defense program could not move forwar 
and our civilian economy would be paralyzed. Increased production 
must be had. generally far bevond the eXiIsting productive capacity 0 
our nmirhes, 

We must do our utmost to make available strategic minerals for 
which we have previously relied on foreign countries, and we must ste} 
up produ rion of those basic minerals such as iron ore, copper, lead 
zine, sulfur, and so forth, which we already produce in substantia 
quantitie To do this, we must obtain maximum production fron 
presently worked deposits, with greatest efficiency; we must obtai 
ade ore, more difficult o 


minerals from known deposits of lower or 
recovery, through improved methods and practices; and we must 
evel p new resources, 

The onlv wav in which this ean be done efficiently, economically 


ind on the broad seale required is by leaving adequate incentive te 
private el deavor to search for. develop, and produce these minerals 


Phis will require effort, expenditures of funds, and the incurring of 
th i large possibility of loss The incent ve needed is the hop 
that the successful enterprise will yield enough profits to warrant the 
endeavor and the investment and the losses of unsuccessful ventures 
In measuring the possible returns of such e) deavors, taxes must. be 
tak nto ount—both as to the amount which taxes will take fron 
essful ventures and the extent to which expenses and losses fron 
those which are unsuccessful will be deductible from taxable income 
You ( nmimittee, we believe, recognizes this and does not intend tha 
. desire for revenues should lead to taxation which will hurt the vers 
objectives for which you are striving. , 
lo encourage mineral d scovery, development and production te 
pro ie Tt emergency needs and to increase the flow of revenues to 
the Government, a few points are urgent. They do not involve sa 
rifi oft revenues, .| hey will serve to increase existing sources and 
Lould ow e\ ources of revenues. Government revenues and the 
defense effort will both benefit. They will result in an immense sav 
¢ on the expenditures side as compared with the amounts which 
be required if the Government itself were endeavoring through 
own eX Litrirs to < irry the load of financing mineral discovery. 
development, and increased prod iCctLONn, Accordingly, we urge the 
f,,]] ¥ 
|) \dequate allowances for deplet on These are essential. as you 
have repea lly recognized ny the pa t ea h time the subject has been 
befor you I need not here d u Cat any length since it is ben 4 


so fully covered by other 





Expenditures for prospecting, exploration, ar | development 

litie to depk ich is appheable only after a mune 

nto productiot xtremely important problem is the treat 

t to be accorded ex litures for prospecting, Tor ex yloration, and 
levelopment At ] there is great uncerta vy under Burea 

‘ " fo whel I el ixpaver wW 1] be able to deduct t hese ex 
npenaditures This isan rr reasol vhy explorat Ol a l levelopme 
have lagged. Phe vita eedied search for new minera roduecti 
‘ l Te it } if an amendment - hopted | ! 

! { ea eXhiil \ i | LIS would perl | expend ture 

red In prospe ng, exploration, and developme to be deducted 

m expense, elite { \ r il urred or. at the taxpaver s lection, 
leferred and written off aga resulting ore, or deducted when ther 
o reasonable expectati of resulting production. It is our bel 
ind that of the defense mineral authorities, that adoption of th 
wmnel lment isthe. Ost 1! portant step which can be take to encourag 


tally needed minern mscovery ind produ Pion 


Amortization of emergency facilities: Under section 124A pro 


VISIO : made for amort tion of emergency facilities, for wh t 
defense au horitl - SShe ert entes of neces ity. W he e the emel 
gency need is for the complete facility and its entire cost, we beliey 
the law intended that 100 percent amortizatlo should pe illowed 
Administrative regulations and procedure, however, seem to warrant, 
if not require, only partial amortization allowances. Th resulting 
in delays and uncertainties which are slowing the defense effort 
The law should be clarified so is to leave no questio! that LO0-pel ent 
imortization 1s allowable 

Question ilso ra ls whether and to what extent de elopmi 
xpenditure for maine vr udible i emergency Ta es Tor W en 
ymortizat ic s allowabl Phe development expenditure re no le 

ent il tha pia | i ¢ lip ent expenditures, ind there mould D 
no question that, 1f d é thorities find such expenditures to | 

ervencyv necessities, | effective necessity certifi ies Should be ~ 


| with respect thereto. We accordingly urge amendment be made 


o the law so it will early authorize the emergency authorization ! 
everopment expend tu for mines and thus remove ny possible 
pli ( this regard 
| Net perating | tio! It is essential f . it 
es fre veal lle ble against thy yne of profit 
able Vrs The taxpave rortunate enough to ive some vears oO] 
dsome vears of g ildl not De ce t with more il 
taxpayel who ha ome tore evenly pread ovel i years 
i here particular d I nation again mines in the present word 
ng ol e@ net opel if -lOSS PrOVISLOl ection 122. through its den i] 
if percentage depl ( ledu tiol oro \ Sto venr oT [os but 
isto any vear aga the loss deduction is rried | 
1 be rrected ition of section ‘ 
ponding amendment bsections (b) and (c) as set fe 
mendment attached | ked “Exhibit B.” 
As to foreig uri \ further point, along a 
i | ( | ne but ce ( ea \ hn our detens eft { rie 
rt of e point 4 7 cram of the admunistrati | r se 
{ . iaiell , . | ee 
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mav take credit for the ratable part of taxes paid by t} 
on foreign government, but present law permits this o1 
corporation owns a majority of the voting sto« k of t] 
The majority-ownership requirement ts und 


-as the Treasury has recognized, and should be amended 


he proportionate « redit evel though there less than 


nership. A further statement in this matter is attache 
‘Exhibit bee For the reasons therein set forth, 
nent be promptly adopted. 

the foregoing points for prompt enactment because they 
vy on the production needed for the defer 


we ur? 


nse effort and the 
ma nerease of Gove rive t } , {1} 


nt reve e. rh tle na 
‘mining industry. 
road problems of general t policy, we reve the follow 
[eX] end tures should be limuted to those w hich are essen 


ror detense ind tol ornel purposes Wiste i! ad Wwnneces 


sill 
should he avoided ef Cl \ und economy m acco 
I lL obje tives should be sisted up . ‘| IS Is hecessary 
tax burde fo prevent consum rinu needed way 
ind labor which should be otherwise availab! 


» and to set 
iey should follow 
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>the people ot the Stil dards which U! 


illairs to meet the emergency, 


ite tax rate should not be increased beyond a maximum of 
inn the emergency, The present 


wefore WM DOsition of t hi 


} } 
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Mr. Fernaup. I think it has varied. sir. Some have beet profitabl 
ome have been very unprofitable. 
Mr. Grancer. Especially some of the smaller mines in the Ws “MI 
have been unprofitable to the point that they have ween clos | dow1 
is that not true / M 
Mr. Fernaup. That is true, si ; 
Mr. Grancer. And in order to revive some activity in the mining ; 


dustry the Congress has provided money to make it possible for thy | 
mines to do exploration work, have they not / 
Mr. Fernaup. Yes, sir. 
Mr. Grancer. We are going to need a lot of metals and materials \ 
and it seems unwise at this time to place a greater burden on them. | 
Mr. Fernaup. That is quite true, sit 
Mr. Grancer. The theory of depletion I think was very well pointe: \ 
out by the previous witness. Before we had diamond drilling if you 
found a body of ore, vou clidn't know the extent of it. vou d dn't know ; 
how much equipment you would have to have to mine it, and as a result : 
you spent a lot of money and went down in the ground and found \ 
the ore body Was not as extensive as if should have been to make if 
nrotitable . That is the reaso we have 1 lot of ohost Towns mn thr a ) 
West, isn’t that true? ; 
Mr. Fernavp. That is true. Of course you have some of your ghost \ 
towns because you had successful mining and then that has dropped hes 
off. 
Mr. Grancer. That is right. ye : 
Mr. Fernavp. Even the best mines do end up. and we need the con ps 
tinual new discoveries to take their places. aaa 
Mr. Grancer. That is right. and as of today there is very. very little ; 
he ney done in the Wath of new ciscoveries. is th it not true?’ ) 
Mr. Fernavp. That ts true. : 
Mr. Grancer. That is all, Mr. Chairman. 
Mr. Simpson. You make the point that the depletion does not 
2mount to mitt h unless you have someth ng to cle plete hie 
Mr. Fernarip. That is right. be 
Mir. Simpson In order to have somethu ow hich would be subjected leg 
later on to deplet on, vou have first of all to do some prospe: ting rnd ti fi 
exploring and development, do you not ¢ . , sul 
Mr. Frernaup. You do. . 
Mr. Simpson. You also make the point that the money that is ex 
pended for prospecting, exploring, and developing t permitted 
to be deducted as tn operating expe e by the Bureau / ho 
Mr. Fernavp. In the initial discovery and development there is a 14 
great deal of question under Bureau rules today is to just when vou cal o 
mak » those deductions and how ‘| here isa ereat deal of uncertainty, 
and that swl it we would like to see eliminated. | 
Mr. Simpson. You state that is the most important step which could 
by tale to ¢ ourave vitally heed cl ihe! ld overy and produ 
nt ste] You te the def se 1 eral author 
ies. Isthat the Government agency that is terested now In increas 
| ( ! Cl produ tion / 
Mr. Frernaup es, sir: they were before vo t vear urging thi £ 
Sime | { 
Ir. SIM! \ would recommend that is the tirst ) leratio rie 
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Mr. Kean. Thank you. 

Phe Cuamman. Thank you very much for your appearance, Mi 
Fernald, and the information you have given the committee. 

Mr. Fernaup. Thank you, Mr. Chairman. 

The Cuamman. Langbourne M. Williams, Jr., Freeport Sulphu 
Co... New York City 


STATEMENT OF LANGBOURNE M. WILLIAMS, JR., PRESIDENT, 
FREEPORT SULPHUR CO., NEW YORK CITY 


Mr. Winniams. Mr. Chairman and gentlemen of the committee, n 


? 
} 
i 


name is Langbourne Williams, president of Freeport Sulphu Co 
New York City. We mine sulfur from deposits on the Gulf Coast 
of Texas and Lousiana. 

When I had the privilege of ippearing before you a year ago 
Oppos tion to the proposa | to reduce the perce tage depletion allow 
ance with respect to sulfur, [ undertook to emphasize the impor 
tance of sulfur in our national economy, the radical reduction in ou 
ore reserve position, and the necessity of continuing the incentive pro 
vided by Congress for exploration for new reserves. 

Phi Wi dom of this committee nu vot ng not to reduce this incentive 
as been amply confirmed by the events which have taken place since 
that time events whi h. l am SOrry to say, will before | ne have i 

pact upon each one of you ventlemen on this committee. Each 
one of you is going to learn in more ways than one that sulfur is 
now in short supply throughout the world, that our Government has 
directed American producers to supply quotas for shipment overseas, 
thus mak ne it necessary to curtail shipme ts to domestic customers, 

d that it absolutely vital for us to exert every possible effort to 

nd new sources and develop new supplies. 

\\ hy will the Impact of the sulfur short ave b felt by you? You 
will feel it because sulfur helps to produce virtually everything you 
eat, wear, or use. It is employed in the product on of fertilizer to 
enrich our soils and increase their vield of foodstuffs. It is used ni 


prod icing gasoli e for our automobiles and aviation fuel for ow 
planes. It is needed in the making of steel for literally thousands of 
vital purposes. It is used in the production of pulp and paper for 
r newspapers and magazines. It becomes a part of the dusts and 
LVS W protect cotton and many other crops from insects and 
») t It helps to produce ich other ¢ sential products i 


vemicals, rubber, rayon, paint, refined metals, and explosives. 

American sulfur not only serves our domestic industry and agri 
culture but also supplies many of the requirements of our allies abroad. 
I was intere sted to note that when Prime Minister Attlee came recently 
to see President Truman one of the items on his agenda was the ques- 


of sulfur for England. England’s imports of American sul 
Pi ! f creased in the last ZO vears from LO.000 ton 2 year to 
wer 400,000 tons. The success of her whole industrial and agri 
iltural program supported by the Man hall plan is being ndanger 
Vv the ortage of sulfur. Thirty-one countries imported last year 
(merica sulfur, including all the countries with whom we are 


ost closely allied in our international undertakings. 
\t this point I should mention that the shortage of sulfur is not 
lue to any failure on the part of the American sulfur industry to 
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nerease its product on. Lia t yeal the nd try prod ced over 0. mil 
tons. about half of the total amount of sulfw used in the world, 
ompared with about : I é tons a yeal produced before the war. 


Our production has inereased about lo0 percent as compared with an 
nerease ll the same time of about 100 percent in the ceneral level 
f waustl al produ tion a i an increase ot about DU percent In tne 
mviuction Of minerals a ole, The reason sulfu $s short 

that the demands made [pol us have increased out of normal propo! 


tion and that it has been very difficult to find new aeposits. 


Phe search To itul i costly one and the duliculty ure creas 
ing While some 200 salt domes have been discovered the Gulf 
ego where a ercentage oO (Amu iliu 
ituy ‘ l rh ¢ ~ dol 
nave ready been eX i ed 
In the past 25 years my « company has spent large of mo! 
I prospect ountry ana ha Linatne To! vy 


only one new mine Only other big discovery is bee vce 
{ i o- VE r period, () Dit Ss oft the current pl mii 0 | 
? Na ‘ i! j ? erve ’ we ; 


ahead, of only one-third of the prewar positiol 


In this situation the sear for new reserves of sulfur is, of Irse, 
being waged with the greatest vigor. but the odds ag st ding a 
rich new deposit are vreat, and the obstac es ln the w L\ or the wr’ 
are formidable. The best remaiming pro pect: ire lon ited remote 
coastal marshes eXposed oO w 7 ind wave, wid the prospecting o 
these domes preselits «a li ties of the first n ionitude 

\\ thrim tlie last ré \ my ce Lp reed y - FTLEK { 
proviat fol prospecting i ClLOpie Ol ve mal dlome La 
ina where the hazare ] ( ( llv severe One of rit 1 
lies at the very mou f the Mississippi River « rsh 
pDetwee two ott Cl er i Lh dil lI cF Tiitis ( LOT l rea 
often lashed by G I i rricame | flooded \ vu ! 
Witel | e other ae ( rt et poy I Mir Taz 


begil g Phere » tell whether the { tually 
in | eq @X e} by “4 Lire ro ( (ie ] 
fro a COnUITIO rt f al <e CO ‘ i 
I iil LhiyM 
Ss produced e Gulf « depo ( 
Wells are drilled earing fe 1) 
e1 pumped dow o melt the sulfur in place air olt 
ru forced to the riace by compressed rand then co ( 
lidifies storage In order to determine therefore whethe 
fur cal ictually bel ad. a lara plat osting 1 lions of dollat 
i ipabl of s pp yr the enormous quant Lie OT stiperheated 
ter for the} uv pl ( mus e CO) ructed ad put to opera 
tir Phi ory of e Americal lfur indust C1 
f plants | ( prope ‘ from \ 
produ On WAS ever ¢ vine 
* ( I ( . pe of mat dl ‘ ‘ ive 
to ce t | \ ( ] t ‘) \ ne \ iC] ole tl inC! 
My OW conipans is ODI d itself to build L } ! e oT the 
narsh dome ,and | ( ce to tell you about this ent ‘ ‘ { 
t serve Lee te « le of what IT am talking abo 
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This dome is called Bay Ste. Elaine, and it is located on a desolat: 
stretch of broken coastline southwest of New Orleans. Two third 
of the surface area of the dome IS under the waters of a bay, and the 
remainder consists of “floating prarie’—a mat of decayed grasse 
resting on a sea of ooze. It lies exposed to the full brunt of tropica 
wales, hurricanes, and storm tides. 

Because of these unusual conditions, our et 
amphibious mining plant unlike anything ever before attempted. A 
ower plant large enough to supply almost 2,000,000 gallons of super 


. 


vineers are designing al 


rented water a dav will be mounted on a steel barge 40 feet wide and 
iwo thy rad ora city block long. floated to the clome res) miles away, ana 


sunk in place. Shops, warehouses, and other auxiliary buildings wil 
also be build on barges and floated in 

Phere are n addition, many other engimeering problems to be 
solved that were not faced in developing the older sulfur mines 
Drilling operations will have to be conducted by floating rigs shifted 


from time to time along channels which we shall have to dredge. The 
unstable marshland will not support the sulfur once it has been mined, 


and it will have to be transported in molten form by barge for storage 
i I es uV \ 

Q)n te pottl the uneert inty over whether the sulphur can be 
uecessfully mined at all. Although preliminary drilling has ind 
ented the « tence of a small dep sit. we shall not know whether the 


sulfur can be mined until after we build the plant and put it in opera 
tion. WW hile we are willing to assume these risks in the he pe of de 
veloping an additional source of production, we are informing out 
stockh lers that we may not succeed in establi hing profitable produe 
tion at this property. 

ou can see Trom my own company's EXP rences the kind ot risk 
that people must take in searching for new deposits of sulfur and in 


I : ae ; I 

attempt ge to de velop hew mines. Ly spite these risks, there are in 
live progress many effort other than our own, all see king to add to 
the Nation’s resources of this mineral Phe incentive provided by 


percentage depletion is an indispensable factor in these efforts. 

Our cout try hy is cle termined to face the oreat problems of our day 
by expanding our production of industrial and agricultural products 
for ourselves and our allies. Sulfur is the warp and woof of every 
fle important segment of our economy. With the supply of sulfur 
ready short, with the need for more sulfur so acute, I respectfully 


iby t that) t | ¢ should be done to reduce 1) anv way the incentive 
! provice i for those persol s will ne to take rl ks to find new re 
sources of this vital strategic material. 


I thank you for the opportunity to make this statement. 
The Ciaran. Does that complete your statement / 
Mr. Winttams. Yes, sir. 

Mr. Boces. I would like to ask you a question or two 


Mr. Willams. during World War IT was sulfur in short upply ; 


AY WuILLIAMs No, sir. We managed to supply all the demands of 
al | a Lou ilies during World War II. 
Mr. Boges. Is t the first time since sulfur has assumed such an 


{ role our economy that it is in short supply ¢ 
Mr. Wiewiams. The first time since World War I. 
Mr. Boces. The first time since World War IL. Sulfur todav is much 
more important to our economy than it was at that time, is it not? 
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ft cestro\ the vegetatiol I pDpose vou have never come to thie 
lace that vou could successfully capture that sulfur 
: I 


Mr. Winuiams. That is right, sir. 
Phe Cuamman. Anything further? We thank you, Mr. Willian 


té Vi mtor itiol rive the col iitee 


Mr. Witttams. Thank you, 


ppearance and the 


STATEMENT OF THE HONORABLE CLARK W. THOMPSON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 
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Mr. ‘J wreson. Mr. Chairn all of the sulf prod ‘ 
f } from my | =f} ! | e of ohne © iV procdtucel 
‘ ppear personally ( nO J OV woke tO VO 
I would ke to Kk your per! . however, to Tit Drier ih behatl 
of the Texas Gulf Sulphur Co., one in behalf of Jefferson Lake Sul 
phur Co... and another the Duy Sulphur Co. I would like my 
behalf to file a statement on the general sul 
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go years ago the ompany embarked upot nh eXpansion prog 
expended some $11,500,000 for this purpose In 14S the 
into production a new property at Moss Bluff, Tex for tes 
duction has not been as great as expected, though it is belie 
iterially increase soon— possibly to 1,000 tons per da) 
e 150 the company completed a unit at Worland, Wyo 
s ir from sour gas—natural gas « lining hydrogen su 
pr wing a ding to the design specifications and at a 1 
gas ay ible Als n 1950 the company drilled sulfur te 
( Dome near Beaumont lex whict ndicated the pres 
ifur deposi ! in October begain the construction ¢ 
s ir in size to tl Moss Bluff lt hoped that t 
production in 195] 
r of 1949 an agreement was entere ! by Mex ns 
pany with authorize repres¢ itives of the Republi 
ha ghts tor exp nm the ‘ panys seare lor a tio 
night produce by the Fras ‘ hot-wate pro Surveyi 
operations to guide in the selection eas f explorat 
ntinued and eX] ory d g campaign commenced 
entiv in p j date no discovery has been mace 
LO) bree ise of the inforeseeable demands the company it 
ea substantially even | nee between production, loading, 
Luce witl tp oblet I cin he ci 1? \ iit the provist« 
s te iciVINE ( ers that maNXi ! Shipments Wi 
he respective cust ers ad ne th qu of 1951 we 
“0 percent f ‘ ! iximum t ize purchasable 
me tl . [ I ‘ I . Ir equestil the cooperatii 
cus ! ~ Wi di ti dd to the demand situ 
ni} \ s pre | dt Liinke I l etlort to prevel 
‘ ( ‘ n st piles vy nd whi i © tet greatly reduced 
dd t < is tte imp tional defense 
te onal stress 
e de! d-sup] e Office of er! onal Trac 
( Department of Cor ( ( Decemln es shed a quota I 
0K). 00) ng tons of i I ( eX ©] 
er of 1951 
with its general polis ng necess el reserve 
ng the veur wail extended rig 1 op 
properties 
e element wi Ss I tive t rit 
‘ s peculiar chem physica ind elect properties, le 
to a wide variet f es und miy be ssed as a : 
, wurces of sulfur in the world today are the United States, I 
| Japan In 1950 the world’s productio Ss est l¢ to be 5, S000 
few h the United States produced 5,192,1S4 g tons by I : 
000 from hydrogen sulfide: Italy an estimated 200,000 lon ‘ 
0.000 ng tons: and Japan an estimated 90,000 ge ton 
ree quantities of sulfur are obtained from pyrites, elter gasse 
vel fide The United States Bureau of Mines reports PMO we 
! rites as 10,500,000 metri fons conta ge 44000000) met 
Mat copper and zinc smelters convert the sulfur in thei re 
d 1950 the sulfur equivalent ut ed in this manne Ss es 
‘ 10.000 long tous. Hydrogen sulfide, spent oxide nd gypsum 
os estim ed world total of 500.000 Lor fons of litur ¢ 
f vl fur is obtained in I ed State 
{ he States of exis ! Lou Z he Gl 
‘ , nt f 1O50 e sulf produced eu) State 
+} ‘ deposit wh } 4 ‘ 7 ferry t ‘ 
he r oceurs in the ( ( vpsu i Varite })-1 
! the es in ecovered at depths varying fre “i 
‘ l of l e { es in the G | st reg t 1 
2 ‘ hy \" } 1 j 
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w materials through open-market purchases while a miner ex usts : ‘ 
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w fie eXtDausted 
roy de funds t 
s exhausted 


nt rhe owner of tools or equipment usually finds no difficulty 
replacements for fully depreciated assets provided he has funds ne 
acquisition. A miner is different. He cannot acquire a new n 
ry inventory or from store shelves. His replacement problem is 
sty He must first explore for a mining propert After dis 
evelop the mine, and, fi v, he must provide technique for 1 
iting the output to produce a commerci p é And in the 
mines, there Ss the dded | rden of fir nz irke or the el 
\ percentage depletion Lilia ine s designed t era phas s 0 
ent program. Viewed in this light, it can hardly ix illed a tax 
lie t is a replacement a wance that is a] ble only w 
Sse s to be replaced 
he administration of the tax laws since 1932, the mining dl 
vy prospered, new mines |} been four ind developed, and exe 
heen earned, there might be s ‘ gic to the Treasury's conte 
wance was a tax lk hole Available figures net ind ie 
vth or any great prospe n the mini lustry sit he ince] 
e deple ! rhe ! f e mining in ‘ has | 
‘ not only » the str st } Gover ent as W 
s deemed of sufficic ns ‘ f e appo 
I Secretary of the Interior, of the Natior Minerais Advis 
mmissioned it commendat s it we ! stimu 
f e mining in t December 8, 1949, the Couns ecommer 
‘ rv of the Interior ft] dloption of a tax ] ev that would incre 
I or i hes nd Stin t ‘ Sei l I new «domestl Soure ~ 
‘ specifi vy re ended the reise f tl percentage 
eple ! 
I he committee nted I Dey ment he G 
: ponsible for tl ntinued growth of the ning indust 
f tical and strateg supplies times of pr ‘ nd wat 
ease In percentage epi n in order el rage the xz 
. Ar the ' ‘ eel \ ‘ } ‘ le edu 
re wance for deplet m the theory t ; . 
ner ol ire ol I I Which should t . tree 
‘ r? whic S the e important e crowth of ft! ! 
‘ ee n of additiona ixes I he problem were viewed 
vhere increased es ight he required f rt perio tl 
e Treasurv'’s posit I} where we re ‘ ng Ww 
gram for an industry which supplies one of the basic needs 
‘ nomyv, we must ike tl ‘ which fosters expansion tf 
res n re t Only hen! minin dus 
f a growing ecor \ A ( mining indus 
‘ ale ol es i iL \ xX }») 
( ‘ 4 fj ‘ ¥ 
‘ fe ; fust j 
e W dM Cor tres 147, the ve u 
\ eg t percentage depletion tl dus \ 
! © ¢ ee the sults of the oO] ‘I y 
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e those estimates were made, another year's figures have become i 
trend indicated for previous vears carried into 1950. The following tal 
tes the estimates for the vear 1950 
ve mined oe, < } 
} ners S$? 120.09 
pre eS ‘ww Ot) } 
vi 2 is yd 
M , Kes $10 the | . 
oo ero Sales he rious segments of ‘ \ \ ( 
(HCD \ his tig t the the . 0 t 
dicates tl wri f the ver heulite TMauUust! There - 
eple I I gy gross business for 1945 on the I my 
ri ad ! ‘ ib é ‘ tions would ive ~ a ~ | 
ents of the industry at $6,975,426 rhe increase, therefore ep 
vra ndustry is estimated at S30,72 ‘4 
passib e the exact tax revenues t I 
rs nd ‘ ‘ 1] yvever, certain estimates i ft) ‘ 
e OXM ( ‘ ) he ver Lilt n \ ‘ 
il ‘ ‘ t rie protit efore taXes I {) 1s ( I ore 
mi ¢g s snle CES s and dealers e esti 1 > ss iW) 
t f ‘ 11 SoS OOO \t ‘ ex 
i h I t ire = I we idl | fi ‘ ~ - " 
= ¢ 1 es an t f ess-pre ts ites W wi yiit | 
e the above al I Nineteen hunare nd forty-three sf t 
oN I estimate SJ 4H) vs r the s ne ssu | l ~ é ‘ 
‘ft mputa _ ad . Lithia - app ‘ rit ait , . 
han +4¢ pel The estimated wu ‘ eref ) 
rocessors cle Ss ove L445 t he eur before ( ( e dey 
ved—wou ! $1.4 AM) estimated taxe ‘ me 1‘)4 
O50, Esti ite es fr the s e source On . (WM) 
f S2u7.084 I ( ! reuse I i rey ef —T 
t niculite na t he gra LT perce £ ul ( 
‘ £1 Oost 1% 
. il issu I) m these figure that t f triage I ! ( 
, o the istry } » Soul i \ 
eri mice th and that this growth has re - 
reased tax enues to the Treasury 
erest he ¢ ect thre Ire ry r 
I ale d conseque ‘ ‘ 
‘ t fhe l ‘ il = I “ I vet mu i t 
‘ . ! hictl ~ ‘ n ts tL 
~ > | ( | | ’ the proce sed m t i I t t 
f ‘ ™ : ey +} g} P eT ‘ 
. eref . . ‘ fry t on ao eS the } ~ ‘ 
‘ + ers 
hie eple ‘ ‘ Ts T \ T ) T ‘ 
tuxes to processors d dealers W ni 
4 ‘ ; < he " , p thy ~ , 
< " fre ‘ he } I ers thre 
f ( ‘ Ire sur Sad T é u ( 
e | educed from 15 ) percent, would b $80,000 
elles would ] i reduc on have h tax reve ( | 
< Lilie businesses have em built on their 
e supply of ern ite ore at p es t t Ww mak the 
ther product If their source of supply is curtailed o1 es Ol . 
re iterially i eased, the profits of dea s and . ‘ 
recuction Ist f necessity reduce the tax revenue f 


| so the question turns on what effect the reduction of the } ‘ 
n rate would have on the quantity of production or the 


miners From the figures cited above we huve show 

Vy since it W vranted percentage depletior \ 
e profits have ( een made by tl miners It there 
ce that if this allowance is reduced, it must of nect ‘ 
ers to expand or even to hold to their pres¢ 








IC 
holo 








_— 
TY REVISION OI 1 l lol 


| 
i 
. \ 
\ 
If 
} 
} - . , 
{ 
c \ 
‘ 
\\ 
‘ 
s | { 











1618 REVENUE REVISION OF 1951 


The Cuamrman. Mr. Charles E. Glasser, president, General Redu 
tion Co., Chicago. 


STATEMENT OF CHARLES E. GLASSER, PRESIDENT, GENERAL 
REDUCTION CO., CHICAGO, ILL. 


Mr. Guasser. I am Charles E. Glasser, president of the Genera 
Reduction Co., Chicago, Il. Our company mines fuller’s earth at M 
con, Gia. I res] ectfully request the adoption of HI depletion of 1D pel 
cent of gross income for fuller’s earth mining operations, or a pet 
centage amount equal to that given many other similar nonmetal! 
cl iVs and minerals. 

Fuller’s earth is a nonmetallic mineral in the form of a plastic-typ 
clay used for the clarification of vegetable, animal, and mineral oil 


It is also used in the formulations of agricultural insecticides and fei 
tilizers, the treatment of municipal and other water supplies, sewage 
ind waste, as well as in many other miscellaneous chemical and phys 


cal applications which contribute to the national safety, health, and 
interest, both in peace and wartimes. 

Fuller's earth, like other minerals both metallic and nonmetallic, is 
mined It is formed like most other materials of this nature by the 
weathel ng and subsequent deposition over millions of years of earthe: 
subst mces, Su h aus rove k. and ot forth. Unfortunately, nature does hot 
uniformly deposit high quality fuller’s earth. Thus, it 1s necessary 
to explore many areas before this material can be found in both de 

I ible qualities al id economical quantities. Following this it is nec 
essary to drill these areas and have the materials tested in laboratories 
o find out if the quality is satisfactory. Both phases are time-con 
suming and costly. In our own experience we have spent 3 or 4 years 
on exploration and have tested and drilled perhaps hundreds of areas 
before we were able to locate a fuller’s earth satisfactory for indus 
trial uses. 

One the prope rty is obtained it 1s necessary to spend considerable 
amounts in uncovering the fuller’s earth deposits so that they can be 
economically mined. Tremendous amounts of capital must be ex 
pended toward obtaining proper drainage of the area as well as trans 
portation facilities, such as railroad tracks, and so forth, for remov 
ing the material from the mine. 


) process requires expenditures of large amounts of capital for 
| eavy earth-mov ing equipme! t. There is practically no resale value 
for used equipment of this kind. ‘| hus, unless new areas are opened 


the equipment becomes obsolete, and often sooner than anticipated. 


During the mining operations it is not unusual to find sand streaks 
und other beds of impurities which must be removed before quality 
fuller’s earth can again be mined. Moreover, the amount of over 
burden. or the unusuable earth which covers the fuller’s earth de 
posit, quite often becomes deeper and deeper. At the same time the 
thickness of the fuller’s earth deposit may become less thick as mining 
operations proceed. In fact, the vein of fuller’s earth can be so 

llow that it is uneconomical to mine, especially if there is a con 
< de} ible amount of overburden to be removed, Thus, the area has 
to be abandoned and new areas explored and opened. 

A 15-percent depletion has already been allowed most metals and 
several nonmetallic minerals, including certain clays. Based upon 
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two shafts which are required 


ST TOO O00 


for such an operation will cost o 
The total development cost, before the company will 
Into operation, inclusive of refinery construction, will ‘be ab. 
25,000,000. Commercial] production is not anticipated until Janu 
1952, with full scale operation expected about 3 months therea ft 
Therefore, it is evident that a period of about 114 years will lapse f; 
ne ¢ xploration started until production IS possible. 

outhwest Potash Corp., whi h is the second of the companie 
referred to, started its exploratory drilling campaign in Novem! 
1948, continu 

of 61 holes. That company reports its exploratory cost during t 
period wa approximately $6,000 per hole, indicati) fa total expe 


i 


exploratory drilling exceeding $350.000 Following this 

piroration, when it was determ ned that acommercial ore body eXisti 

tb e necessary for the company fo consummate plans for sink 
oO shafts which it estimates wil] cost 51,200,000, 


The « ompany fi 
reports that its total investment by t] C1 t 


me it gets in operat 
will be ipproximately $10,000,000. Production is not anticipate 
ntil January 1953 which, in turn indicates a period exceeding 4 ve 


ne 
l¢ 


eed for exploration and development. 
Phe story of the two foregoing companies is typical of the al 
n in the following schedule: 
Pot I Ss ll luded in the nonmetallic m nerals ¢ itegory by t 
reasury De} irtment in its recommendation to reduce percenta, 
pleti lor nonmetallies from 15 percent to 5 percent. The o; 
<Planation for such recommendat on 1s the assumption ti! 
| ire considered to be re latively widespread in occurre? 
ll Dt ble ol development W thout tremendous exploratory eX 
Ph issumption 1s completely erroneous as is obvious fri 
e foregoing recountal. The two companies mentiot ed above w 


produce less tha 


e the large investment being made, jointly 
company, Potash Co. of \merica. T} gives an indication 
of the other operators, 


Potash does not oceur in unlimited blanket uy derground depos 


tant struggle to determ ne thy trend of the ore bodies hb 

| to outline production procedure. This is shown in ¢] 
hedule s of the three eXiIsting pre du ‘ers who have tor 

cessary to carry a continuous program of explanatory drilli 


ring their entire existence. Those three con pal show a drill 


ung to November 1950, during which time it drilled a tot 
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United States Potash Co., 120 drill 
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und, and Russia, with somewhat lesser known deposit 
Palestine. 
——s he situat; i hanged with r 
IS Known, the situation remains unchanged with resp 
to foreign reserves with the very important exception that 65 perc 
of the e) orl 


ous German reserves 
the Soviet Union. 


are in the Russian zone and are} 
The American industry, theref 
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Exploration now under way, and in the future, undoubtedly, w 
lead to the d overy of some new deposits of commercial ore in tl 
Lake Superior district, but the new productive capacity required 
supply the furnaces dependent on this district must be provided fro 
three principal sources, These are: 

(1) Deep open pl ts in the Minnesota ranges, to mit e known ( 
bodies which require stripping of overburden up to 100 feet in dept 
which is several times the amount formerly feasibl 

(2) Underground mines in Michigan and Wisconsin, to produ 
from extrenie ly deep, potential deposits, as vel little explored, 
ly ng at depths of 5.000 feet or more, as compared to uncdergrou 
mines whic! formerly seldom ex eeded | lf that ck pth: and 

(3) Large operations to produce high-grade ore by concentratir 
taconite and other of the low-grade, iron-bearing rock formations of 


es 


the various ranges. 

The latter source, not as yet developed on a commercial scale, 
expected eventually to provide the principal supply of ore from tl 
district for an indefinitely long future. 

It seems obvious that the tax policy should not be such as to impair, 
deter, and delay the creation of these new sources of supply, but should 
provide every reasonable encouragement to stimulate and accelerat: 
it. I should therefore like to direct your attention to one aspect of 
exist ’ pol cy relating to the allow ice for depletion whi h is highly 


inimical to the mining industry in this immense undertaking. 
Congress has recognized, in every Revenue Act since 1913. that 
mines are W isting assets; that capital s consumed as or is produced ; 


that a tax-free allowance . called ac ‘pletion allowan e, IS necessary 


as a return to the taxpayer for the \ alue of the ore as it is produced 


This depletion allowance furnished part of the funds necessary to 
find new o1 upplies to replace those being exhausted. However, 
Congre delegated to the Commissioner of Internal Revenue discre 
tionary powel a gr. to the determination of the allow: ince fol 
leplet on: but i e administration of these provisions the Bureau 
adopted a pro sieve which iets defeats the evident intent of Co 
“Tress 

[ refer particularly to the treatment of the expenditures made to 
open up the mine after the discovery, in order to bring it into pro 
duction. Such expenditures include stripping of open-pit mines and 
sinking of shafts and driving of other openings necessary for produ 
ng from underground mines. ‘These expenditures have always been 
regarded by the mining industry simply as advance costs of mining, 


is ordinary operating expenses. 

Under present Bureau regulations, a distinction is made between 
these so-called development expenditures which are incurred prior to 
the product on stage of the mine and those which are cero after 
the mine is in the production stage. The former are treated as capi- 
tal expe nd tures, recoverable only through the allowance for deple. 
tion; the latter are treated as ordinary operating expenses and, 
such, are recoverable independent of the depletion allowance. 

Such a distinction is purely arbitrary ; and, in the light of the urgent 
problem facing this industry at present, this policy creates serious 
Inequ ties al d definitely hinders the de velopm ent of ¢ deep open-pit 
mines and deep underground mines, which is so very costly. In ecre- 
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industry does not have an adequate profit to satisfactorily pros] 

for and a quire future stone deposits. Ww] 
Man-made agencies and projects further contribute to the d pe 

culties of protecting our future stone reserves. Such projects incl 

dams, game preserves, State recreational areas, United States for eX 

State forests, State parks, forest preserves, highways, expressv 

flood-control projects, palisades, parks, and local scenic areas. I 

zoning requirements, such as exist in St. Louis County, Mo., pro 


It if no new quarry can be opel “ without holding a hearing or 
securing approval from every property owner within 10 miles of Ce 


proposed Sto! e quarry if the board SO ¢ hooses. 

Besides the operating uncertainties with which our industry 
faced, we have the problem of compelling with other metallic or ] ( 
met il] ¢ ll al istries for the customer's dollar. ‘| he farming ind 


‘Vr »| eX imple. 
ypert cree that most farm lands need limestone. ro k phosp!] 
pot hy Kach of these materials are recovered by the same o S 


era pr | {10 methods, Vet lime tone does not receive percent 


epleti mad ro k phosp!| ate and potash do receive it. Ort) 
land zine receive percentage depletion and 


st] . I ! ene 

bypre iuets In atrect competition Ww th our products at pl i 
eve e1OT which we ean sell our products, ev n though their us I 
Vv the urn cent i! I 
"The izards of finding and devel ping our deposits are equal a 
dentical with such industries as lead, iron, potash, phosphate, 
other metal] ind nonmetallic minerals which now enjoy a perce 
re « ( illowance. 

We therefore respe tfully urge that vour committee adhere to 

Do ( { { took last \ il “rl unt ne a percentage deplet 
allowance to the crushed stone and agricultural limestone indust1 


The Cuamman. Mr. Simpson. 
Mr. Simpson. Are vou referring to limestone used in agricult 


ind also to crushed limestone used in construction work ? 
Mr. Krause. All purposes. 

Mr. Srareson. In each of those fields—that is, the agricultural 
t] to sed for construction purposes—are you in compet 
with certain other minerals, no etallic minerals, which do have t 

enent fd letion allowance? 
Mr. Krause. That is correct. For example, the farming ind 
ne! ve an opportunity to buy limestone, rock phosphate, 


} 

' 
potash or other fert | zer materials. Limestone cloes not receive t 
percentage depletion and rock phosphate and pota h do receive it. 


Now metallic or nonmetallic fields. such as lead and zine. 
| 


products usually are found as dissemi ated ores in limestone or Le 
mite deposits which are marketed, the lead and zine are recover 
T) » waste product from the met ils be ome limesto1 e, wl 1¢ h is I 
ke road ballast. 


Mr. Simpson. What you object to what appears to be a type 
advantage to your competitors? 
Mr. Kravse. That is correct. 
Mr. Srwpson. On that theory, at least in part, is the basis for vi 
request that vou be gwiven equal treatment as was provided in the | 
- ed il the House last year? 
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Mr. Kravse. That w 5 percent that was passed by the House 
whereas the metal and p!| osphate and pot ish vet the ber of 15 
percent. 

Mr. Smreson. What you prefer is the bill as you had it last year, 
except that the depletion be 15 percent ? 

Mr. Krause. That is correct. 

Mr. Suwpson. Thank you very much. 

The CuarrMan. If there are no further q 


gentlemen for your appearances and testimony 
mmittee. 
Mr. IKXKrausr. Thank ye Mr. Chairman. 
The Cuarman. Mr. Kenneth B. Ray, Food Machinery & ¢ 
Corp., New York City 
Will you state your name and address for the hens f { rd 
ipacity in wl you appear / 
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[ appreciate the courtesy of the committee in allotting time to 1 
to ¢ Xpress these views, 

Phe CHarmman. Mr. Simpson. 

Mr. Simpson. Is it your judgment, sir, that the experience ov: 
the past might be repeated if percentage depletion remains where 
is now or is increased, revenues to the Government may increase / 
Mr. Ray. ] persol ally fee] absolutely confident of it, in view 
hat I know is going on in new development work in the industry 
Mr. Simpson. Are you equally certain that the reduction in pe 


cehntave deplet oh Wo ild result Im a decrease In revenue to the Gove! 


Wi 


Mr. Ray I am sure of that because I know of specific project an | 
ld be celed 


if percentage depletion allowances for the no 
met 1] ) ld he red ced. 
Mr. Suvson. And you believe in the principle of percentage dep! 


Mir. Ray. I think it is eminently sound. 
Mr. Simpson. I see you wonder about the Treasury apparently 


Cc | e Dri! ple ot percentage deplet hon now, | wondered abe 
it, too. Wr e testimony to the effect that they did not believe 
the pi ple but were unwilling to recommend—I presume becausi 


t] e\ ThHougne t ey col ld not get it through but plecemeal would l 
complish thi »! plete elimination of percentage depletion. 

Mr. Ray. That is very interesting. 

The Cuatrmman. We thank you, Mr. Ray, for your appearance ar 


for | { nror? ition given the comn iitee, 
Mr. Ray. Thank you, Mr. Chairman 
Phe Cuamman. Mr. R. B. Carothers, H. C. Spinks Clay Co., Pat 


Will. igive yvour name and addre sto the reporter for the benefit 


ol e ] ord and the capacity in W lich you appear 


STATEMENT OF RICHARD BUTLER CAROTHERS, OF THE H. C. 
SPINKS CLAY CO., PARIS, TENN. 


Mr. Cag ters. Mr. Chairman and gentlemen, my name is Richa 


Butler ¢ I represent the H. C. Spinks Clay Co., Paris, Teo 

NIh ( I Mr. C] 1 rian, as | | ive stated on previous occaslol 
when Mr. ¢ others appeared, he from my section of ‘Tennessee 
one of « most prominent at | hig ly respected « tizens. 

\Ir. ( ners. Thank you 

| CraAmmMan. You could not receive v higher commendat 


Mr. Carorners. Thank you, Mr. Chairman. 


I lay-1 hing Dusiness means a great deal to our district dow 
there because of the large amount of payroll and royalty that is d 


I represent, as I said, my own company and the other companies it 
the district and the people who receive the royalty checks for the cl i 
that is mined in that district. The other companies are the Old 
Hickory C] L\ Co.. of P iducah, Ky.; the Cooley Clay Co.. of Mayfield, 
Ky.: the Kentucky Clav Mining Co.. of Mavfi Id, Ky.; the Kentucky 
Tennessee Clay Co., of Mayfield, Ky., and Paris, 'Tenn.; the Belle 
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Mr. Carorners. We have found some deposits, the various 
panies have. 

Mr. Stmrson. That the industry might not have found if yo 

] ; 


not had the depletion allowance 

Mr. (o\ROTHERS. | do hot believe that some ol them would h 
financially able to do the work. 

Mr. Stmeson. After all, particularly with respect to any 
connected with the defense of the country, that is the real test 
see it, of whether we should allow a depletion allowance. 

Mr. Caroruers. It is in my opinion, sir. I think it 
in the way that you gentlemen intended it should work. 

Mr. Suurson. SodoI. Do you come before us now dk spit 
and so on, and tell us that 15 percent which you presently 


i 


vou should have? 


Mr. Carotuers. I do not want to be on record as being sti 


myselt, 

Mr. Sriapson. The Treasury has been wrong many times and 
they are wrong now. You say they are wrong to cut it. 

Mr. Caroruers. I believe that we are getting along all rig 
I think anv less would be disastrous. 

Mr. Suwpson. One witness testified a little earlier that mayhe 
ought Lo ue higher. 

Mr. Caroruers. I think you have to come back to my or 

it. The Treasury has made money by allowing the 15 per 

panies are becoming healthier, and I think we all oug 
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be satisfied. 
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the Nation is to have adequate oil supplies securely available from within 
n borders the domeste industry must have adequate funds with which to 
e expanding exploration and development activities rhe oil industry is 
xpanding industr Year after year our economy requires more oil. And 
fter war our military machine becomes more dependent on v} is a 
» munition in that it is the sole energy source that provides the f 
odern war machine 
nsidering Secretary Snyder’s proposal to reduce tl depl l 
e must face the fact tf ve are tampering with an in t 
v of life and to our security We must face the fact that if i 
etion allowance we will be reducing the ability of the o ! O 
so as to meet rising consumer requirements We must face tl 
t will be less oil u ss the industry secures the nec 
ncreased prices to the consuming public. This would h« 
he a forced contribu n to the inflationary spiral that we e ence 
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tent with our basic needs, even though they temporarily bring in s 
nue lax proposals cons dered by this committee should meet two ¢ 
tests 1) Thev should be in harmony with the military preparedness | 
and » they should not disc rage creation of additional } roductive 
as it is only by expanding industrial capacity that we can hope to avoid 
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y, 1950. Wildcat or new-discovery completion 
for the same week to a total of 172. 
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Mr. Titompson. 1 have no other interest except defense and 
ubiiec of i 

The Cuamman. Mr. Simpson. 

Mr. SLMPSON, Personally | thir K you had better have some 
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o remo fhres} t to oil pre 
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rations and individua that seek oil would have t foto the Gover! 
t for money; would they not ? 

Mr. wie MPSON, | ey would be ru Y” to vou tor | lig A 
it sort of thing Hap) y they do not do tf nov 


Mr. Simpson. They do not do it because the Co 


ugh to recognize ti { Lhnazaradous occu oO 
~ CUS Ollie pt ( siderat ) ( 1 t ( | 
it nol why we i \ ( at plet ) Bele } 
Mr. Thompson. Tha oht, be eV al 
ii il he Yrouna | depletio of cap 


{ | ‘ eT } ri hol i? a ‘ 
general | li don 6 : of « 
( I¢ 
\I i Mis N \ ry oy! i (| ‘ 
Mr. Simpson. I rized policy of the ¢ 
Mr. Trtompson. | Sa Wise recog e Gov 


\lr. Simpson. And ad be continued. 
Mir. Tirompson. And muld be ec 

Mr. Simpson. Thank you. That 

Che CuamrmMan., Mr. Curtis. 

Mr. Curtis. Mr. Thompson, what r« thy ed { 


] 
Phe de OV e | es | 
( cover i { ‘ 
iT 
(‘urtis. Yo Dol , 


he |{ nay te tori t e eX 
mio mpo eveloy 
Vv « ential to if lop 
Ml ( I is, Now 1) } ‘ t 


Mr. Curtis. I say “t Treasury Department.” be 
eTrsy cdioes not seem ft I stivnted Vit 0 ! er 


Mr. Thompson. ¥ t k we she cd] oO ovel | 4 te) 


f irv about it? 

Mr. Curris I tl I x 1 1) ‘ ( 
Oommentato i rniters ar ts ry of 4 rs f 
oaeed l t } wtice of (; 
Vou Ve i ol FOO to | 0 ‘ 
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your belief that the Treasury dos 
ry youo oht to talk to them. 
s} il] be olad to go over and talk to the: 


when vou te 


comprehe 


* TO nd. 
was too bad that we did not have more 
r testimony of last year and this: 
» matter as to th s horrible example that the Pres 
on for reducing t] 


iS year substant! 


denletior allowal ‘e? OT oil. l. 


1, sir, that I doubt there 1s very much danger « 


committee reversing it elf over its actiol last year and previo is 


That is all, Mr. Chairman. 
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Mr. Fi RAND. Will the o ntlen an repeat the q estion ¢ 

Mr. Mason. That w i Statement for the elucidation of the new 
bers on the comm ttee who wer not here to act t enr. 

the CHAIRMAN. If there are no further questions. we ink vou, Mr 
ipson, Tor your appeal ce and the intormation vou ve ¢ en 


committee, 


ry i ] 

res h | | el | re Dos bly ! laroe ( \ 
I 

f the | ted Sta ecause the ma source of ‘ 

fun manv acres of \ DI ly 

sol = | t l ( r po I f | \ 


STATEMENT OF R. B. ANDERSON. CHAIRMAN, TEXAS STATE BOARD 
OF EDUCATION 
\ir. ANDERSON. Mr. ( rman and gentleme my name is R. B. 


\ rson. lam gratefu ror the pr eve ¢ f Loni Lippe tore 


committee, L ce hor rs tember a peri Lil ontemporary | Ory 


su ioubte t a po t wheres tn At ‘ l 
iICCISIONS 
I Congress n t! every effort LO provide tor thre rit oO! 
N Ol. You have l CMmenadous responsibility try mr to Oo i¢ 
VY which that se ty will cost. Wea Oo Chiat, } 
e must finance the defense effort from taxat i n order to curb 
\ P| il ( rit rt nat Wwe LV¢é il 1hh} Vy or the 


4 4 | 
her war, we cannot rely on imports. with the rm eXce 


Ler. The airpiane \ il De 0 eth ent t} at they Will DIOoW every 
er off the surface of the ocean. You innot depend on that. 
if this point, Mr. Chairman. ] should like to read from the stat 


hia le by the d [ Mar hed Cr vernor of Ne \\ York i Tew VS 
before another on ttee of the Co ore = ci ru ied 


rrench Equatorial A dustrial d onds m Ind we get manga 
quartz crystal. From Brazil we get manganese. industy cut . 
rt | Vsti | I t \fr in (x l { I we ' - ‘ ‘ | 
diamo It is ple fact that our industr vould grit 
muld be abs fenseless tl Wwol Ww su] ies a 
which come to us from halfway around the w i, from Ih  : the 
most tip of Afri I the Near East and South America. The defense 
i, the very continue ving and breathing of our people, depends upon 
I teri Swe! V eceive I m | ve the y 36 
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the surest way to put oil o1 


provistol for deplet on allowa 
policy that this Congress ¢ 

etion prov n. For v: “ars it has given us 
im supplies. Il give us ade 


product 
ordel 
ie 

0 alil \. 


I dome =t 16 
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recog! 


. LOO, 


ft pro 
sSaTy iz 
ou LET PL 


del 











qaustry | 
We Ww 1] not ask you 


We do ask that you 


be 
Ve I 

ke possible the 

t ‘Texas 
llions ot barrels. 


field Is the large | 


r day. lf we are to have : 
irrels pel day. we need the 
’ 


{ 


Texas fields: yet, t] 
n this country 


king about th 


nal prod ictlo 


have L pop 
; | know there 
a single field of ) 

n one field and cross investme 
ator 1S S@ek }) 


} le collate ral 


1? ? ) 
itl Independent opel 
Fite) 


His efforts do not afford ban! 
isk his monev on the « 


as the dema 


who is will ng to risk } 
annoft he otherwise SO long 


rreat, 


reserve ! cy 
avenues Tor « apital. 


Investment 


ested that 


ne new 
those who CTOSS 


has been suge 
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the same procedure they would utilize if they were investing in 
er business interprise. 


In the midst of fears for our 


national security. vi 
well of our national econor 


Lv endangered by inflation. 

lal on developed, our product v2 mac] 
| production with full employment. 7 
e dramatically increas 


7 ! | material dem inds. It 1 D u! 


all of our productive capacity, we could not imp 


omy Inas rut ie the increases that were required to meet 
(vovernment l pp! ie ademand for goods and ser’ ( I 
e last 6 months, currency in circulation and demand dep 
cs have ris¢ more t! in $8,000,000,000. Private loans 
ed during the same period by $8,800,000,000. There w 
ot wal ure buy ng on a large scale. The wv age spill i 


y pecun. Price reases, both actu 

ed on to the consumer. 
the first time in} nv vears, we are witnessing the fl 

nto equities, lar nd other economic hedges. Savings | 

¢ redeemed more rapidly th: are pUUE 

have not felt the full impact of defense spending. 

hese factors are accountable in part for the problems we have h 


Wwe 


Some of the re ie which t s Congress required to } 
tems not entirely from increased dor ste | 


wid 1 litary aqemal 


lf 


Viv 


from our failure to ce those great decisions which might h 
! ed tne ll flat predicament 1! which our country Is ii 
ed. 
OUTSCLVE re mol ntou probpiel I 
nust honest] mnt e known re ties of our economy, () 
supply ts too larg lis expansion conti su tec \ 
roods and set ire. and will continue to be. in short 
re OnLY O1 I l tor nflation and that 18 to Inererpse 
five itput of \ ray } econo} mia , o tl 17 ha 
te ft} com) l ind domestic dema » TAI 
possibl | eac] one! on leading ! ’ 
f ol { nental a lem ve 
We must be willing to 
of living Wi } make | } of om 
il pote) ’ We t do ey +} a ot : ‘ 
e Ay ! rr) MI tig 
| re depletion, vou will have reduced the 
oil you Will owed down the Dp ductive ipa Vy oT the 
I ndustry \ \ | hay curtailed the operat of eac] 
u Pca | petroleum for source of po r: vou will 
‘ ther ( t ( il eady Cl pl ng t l Lot nfl tie 
of 1 l ! emergency Vol urelyv can want to ey 
2 bility of le ny product O . endangel ng our nat ! 
’ I herrea flat onary problem oft our ecoomy 
ire seeking tf Lise more revenue for two reasons: One reas 
nee prepared ess, the other reason is to drain off exces: pul 


¢ power in a period of inflation. 








past 6 me the lex of prices if raw mate 
et " } ) ent Dun vy hae past » years th 
Crt l i Li you tower tht cepiet Ol pro 
ve ara ¢ otf prolits for purchasing power Ula 
lemer: vy because in this ndustry | rice Of 
i constant ces] the 1 vr | ts | l 
he a mistake to Impose taxes O1 
istoad ( ve or 1 t prou | 
LiuXe ur’ hey tal ( ind aesil ible they > ould 
extent possible the typ of taxes that ourage 
~ | li iterials l i dils liravge ‘ il pt oO} ot 
ar money to fil prepare 
by prod ne more il s of oil 1 Vik 
dle x. I rely be e that a 
{101 ll result in a net le of Treasury revenu 
be ane lrea ry va 
i of decision. Lhe struggt of the ee Worl 
We are oO tnumbered Crit il 3 itel ire l 
r cost 1s stupendo We are preparing to « 
f supply of some materials with ar ed forces | 
e wise polices of thus una pl ceding Congresses, Wt 
n petroleum. I repeat that the best paid-up ins 
Du isect bv t] ar rT'e \“ {| eplet mm proy 
ow tamper with tin depletion pro oO} h | 
n tted the ndustrv to Tur I wiequal pr roleu 
f f Surely we Wo kd not want to pl oO t hye 
I ber or tin or manganese or Ol er ¢1 risat 
rat n judgment upol 1\ in or a Conger 
difficult hour to take a hence with our natiol rv} se 
ve must have more money to fi e our effort 
ome from the nor L urine f taxatio nm W 
\ ur mind do our part b let it t come DV 1 
lepletion provislol is secured this Nation t 
i hich nv =f secure n the a vs to on Ww 
t nat he ne that eitl pro ; but. rat 
bu lat ma well as pro de revel f 
qaustry s |e ft to it own resource \ th the Vv —{ 
made possible it development during the last 2 
mcy l j ring you that Tne petroleum reserve 
Nat Oo! vill be icdleq ite and secure 
hetter to have and not need that to need and not. ha 
our of decision, we have confidence 1n the judgment ¢ 
er. Mr. Eberharter ot Pennsvivania will inquire 
saarrer. Mr. Anderson, on page 5 you say 
Wet ng 
nt I list ‘ ! 
} u i I ‘ se Anne ny du 
i oree V th t] it at | but | wo ler wih\ von | 
‘ ust be willing to ‘orego profits t ome extent 
’ phout +} if al = , 
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Mr. Anperson. Thank you, sir. 
Mr. Jenxkrns. It is trne—is it not—that there are a great 
more what we call small wells than large wells? 
Mr. ANperson. Yes, sir. 
Mr. Jenxtns. I think it is also true that from these wel 
duce two, three, and five barrels a day the production will total 1 
than the pre duction of the big ones ¢ 
Mr. ANprerson. Yes. 
Mr. Jenkins. I am interested in one paragraph of you 
\ e you say if we tamper with this percentage-de} 
Ceram we are vom? todr ve out of busi ess a Lot of 
catters and a lot of people who bull 
Mr. Anprrson. That is correct, s 
Mr. Jenkins. T] is something in the oil-well business t 


d and operate these small we! 


l ! yi LLeSS. W he never a well has been abandoned 
hat production in all proba 


1M. it would be expe 


articularly in the oil industry. be 
ry) il Stl pper well with na matte 


an encroachment of 


le ever to get the oil w 


If we reduce this depletion allowance or repeal 
provides for it, 1 should think that the mort 
oil wells would be terrific. 

It would be. 


cnuse they 


of these little 
risk of losing 
d out of busine 
ng a house, where if you 
th and compl ; 


if you sto 


() f the ! f source rec ipply of Ame 
small well, t strippe ill, and the well t] 


all it can lly. » are doing it now 


method of secon recovery, which rep! 
ons of barrels of natural re 
Mr. Cooper. Mr. Simpson. 
M “SIMPSON, What does the State board of educat on have 
with this question? 
Mr. Anverson. The State of Texas, as you know, sir, reserv: 
publ inds at the time of its entry into the Nation and set 
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portion of that publicly owned land as a permanent school fund for 
e public free se hool system of Texas and an “ part of it for the 
tem of higher education in Texas. As such, the State board of 

lucation is concerned consider: ibly with the Sondiion of Ssevel il 

ousand of the relatively smaller wells that are a part of the free 

hool funds of the State. 

Mr. Suarson. That is, part of the funds used for the educational 
tem comes from the proceeds of the oil wells / 


“Mr. ANDERSON. Yes, sir. The proceeds, sir, go into a permanent 


nd, and the permanent fund is deste tes shemell es, and we ust 

se securities. 

Mr. Simpson. Your direct interest in the depletion allowance is the 

r that by this move “yo ir income for school purposes W ll be cde 

ised and the education system will suffer? 

Mr. ANDI RSON,. Of that we have no doubt. 

Mr. Simpson. ‘Thank you. 

Mr. Coorer. Mr. Martin, of Iowa, will inquire. 

Mr. Martin. Mr. Anderson, your statement is a very good one. It 
worded as to be easily read and understood by people who are 

familiar with the matter of strategic and critical materials. 
[ agree very strongly that we must not let the oil situation get into 
* same condition th it we face in other materials. We could easily 
there by a little mismanagement or m stake in the pol v of « 
uragement of exploration, development, and production of oi] 
Your statement is a a od reneral statement on that point. 
[ probably could dramatize your presentation of it by m 

on that, if Texas were not a part of the United Stat 

ad were a part of Russia, we would have been in world war III 
¢ ago, at Russia’s instigation. 
Mr. ANprrson. I have no doubt, sir. 

Martin. That is just how important the State of Texas is 11 

3s ol supply and how important the oil supply is in the matter of 
termining whether or not we would have the ability to stay out 


f world war III under present world conditions. 

lexas’ production of half the American oil supply emphasizes the 

portance of your oil interests to our national defense. Without 
r supply of oil, without your interest in this, we could run into 
s trouble and very quickly. 

I join with you very strol aly in the al arm ¥V‘ u soul d he re wall st 
policy that may cripple us erg matter of oil production. 

Mr. ANDERSON, I ap preciate it, , because I am very sincere in be- 
ng that a large share in the ake of the Nation rides on the de 
n of this committee. 

Mr. MARTIN. There is no question about that. ())] and the atomic 
b are the principal factors that are slowing Russia down tod Lv, 

| oil is indeed one of the main bulwarks in our own national defense. 

Che Cuatrman. We thank you, Mr. Anderson, for your appear- 
before the committee. ' 

Mir. Anprerson. Thank you. Mr. Chairman. 

The CyHatrrmMan. Mr. Glenn E. wadeoe president of the Husky 
Co., Cody, Wyo., and representing also the Rocky Mountain Oil 
ras Association. ; 

Will you please give your name and address for the benefit of the 

is And the cay icity in which you appear here ? 
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T OF GLENN E. NIELSON, PRESIDENT, HUSKY OIL | 
CODY, WYO. 
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x. Mr. Chairman and members of the Ways and M 


y name is Glenn Ky. Nielson. I am president « 
, of Cody, Wyo. 
Mr. Chairn : lerstand that 
md made 
itement 
he comes from my 
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| 1 
na ittempted to ex] 


Mo ita 


ent 


I Pps 


Penne 
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penditures for drilling in Rock Mountain States during 
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ie Governme 
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product 0 
r. As I remen ber 
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il mana al be ft overhninel 
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entage o 
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es Tor school 


Se 


pere 


is correct 
ore of the 


ov pel ( ol 
kK ow t] 


M \\ be Vo 


not 


ao 
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, 
i y 








foot. parti 


r areas. 


t is that our drilling costs per 

Utah, is quite hig] 

Now, then, when it comes to our own reserve per acre, OUul rest 
L re estimated recovery Is less than in many of these other are 
as the East Texas field , or some 

nent Mid-Continent or ¢ alifornia field 


fact. we have only two or three fields that even con 


1a 
r recovery basis to these other areas, 
ese the Great Salt Creek field 


_or the Rangley field in Colorado, the 


ey Valley field 


a Sl 


1 compared to othe 


ahit cite as one of th 


recent 


e reserve per acre 1s regarded favo 
vy encouraging finge 


le that 1s 
field ] 
» OL 1b. 
in general, our re 
\ thou 
to give the co 
iwi 1 
illow 
ave reserves 
it Great Red Wat 
perta. 
(7RANGER. 


ANGER. OT cou! 
e Roe KY Mounta 
tson. Now. © 





venerally 
Greolog s{s 
? 
oil-producing 
ird large company 
ty in the Rocky 


by less ary ole det 


r pe centage of dry holes f 


the contrary, we pre 
rection. 
s that in tl 
the Dakot: he mount 
Colorado and al nd I 
le exploratory work don comparatively 
er areas 
disecovel < in Utah i! | Colorado. more 
vy mu h encouraged over 1 


in th: 


reopny 


ky ow 
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am trving to m ike 1s that there is not sufficient 

on allowai e by any means to take on the 
nd development. 

ups. I understand that, b u the encouragement of it p 


7 wv that onoretayr ore ; 


al n ' ! 

you get exploration money f 
Mr. Nretson. When you put it t! 
Mr. CompRs. W ould not any red 


reduction in the amount of the 
refl ted h the curtailment of ¢ 


ter wwe ice the ouree fro: 


it way L agree 100 percent. 
t1ol allowance be Lime lately 
tory work? 
Mr. Nretson. Most definitely 
Mr. Comers. Now. then. of cou 
} , to the rmmount of res verable o | is Import int to the 
from which you born the capital for 


se. when the deposit is fou 


of deplet 
with that situation, Cor ore 
down in fro it ban! 
company to “nea money, 
ilculate our ability to re pay 


mall operator who would not 


. y\4 ; kk 4 + 
rompred to ask LHnat que 


ms in my own State 

l | ead DY banking and insura 

es and others for development of known Petes 

! templation of the rate of repayment, jus 
ate of repavment hould he reduced : 

n the established rate 


that 
you have 
aa hamper 
of depletion that has been 
t would seriously affect many financial opel 
mncial mst.tutions., 


not 


, 
true ¢ 


ceertatltl \ 


1, Mr 


' ; 
ink you for your appearance and 
he committee. 


to thar Ik the committee very much 
1a hefore | 
ups. Mr. Chairman, I ask w 


i 


1imous consent to n 
cn pont, i statement by Mr. J. L. Don van, of S 

h, president of Equity Oil Co. 
IRMAN. Witho hiectior 


that may be done. 
emenl refe} ( l follows 
MEN rAH 
L. Dougan and I reside at Salt Lake City, Utah. Iam] 
a small independent producing and exploration com 
orado and Utah. This company discovered and led in t 
f ! ! wtive oil field in Utah 
I have been engaged ir 
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s that confront exploration and devel pment com] es in ¢ l 
ind in the Rocky Mountain area genera 5 
werely appreciate the opportunity of presenting my views on the ‘ 
this committee. On behalf of small independent cou panies y I say tl 
srateful for the time and consideration given to the indust y 
ration and development companies in my sectii of the ountry ! 
ely apprehensive over the proposal to reduce the 27 p el ‘ 
nce. We are convinced that reduction of this allowat 
verv of nm , is that could otherwise ateria ‘ 
il crude oil reserve From a geological \ wpoint t ea vy 
ties. Even though ree sulus have been spent in 1 h in pioneerit 
evertheless, our State, at the present, is producing but a ull d 
arger amounts of sk pital will have to be attracted and ‘ n I 
‘ in determin hether our belief the oj i S 
oul 
reas being ex} I Rocky Me ins require I 
inusual obstae Much he country is st Virgin I I 
la St Inaccessil I iny instances ex] u ! ‘ 
l roads at cor lerable st to get into a particula rea I s l 
previous hearin efore this committee that it ts pra l i fn 
hg equipment on the ground in some sections of the Rox Mount 
eS » dri Aa we no r secticns of the country We . nding 
v in Utah to dr to depths of from 10,000 to 12,000 fe« nd f 
eater depths My company recently participated in the d is 
southern Utah to a de pth of over 13.000 feet It was a dry hole Si ‘ 
iS are costing close to one million dollars 
een a long pull to attract sufficient risk capital to tackle the pioneeri) 
<ploring the Rocky Mountain area for oil, which is noted for ae 
The 27'2-percent depletion allowance has for years past provided ‘ 
enconuLlagement >a l en and companies to risk their cay 
f and vet extre ? ( } explora ! 
hen oil is d quan es the proble 1 
f 1 wi I e 1] ‘ Phe l ‘ ‘ 
give f I iditional costs At the } sent tf ‘ 
lin Utah ist | ed by tank truck appro tely 17 
lilable refine: r it st be transported appr ! ( 0 I 
ks to the near pipeline connection and then | pelil 
rhere od pil ne or railroad serving ‘ reas 
nin Utah 
St pre ntil holes are drilled i: 
e toa Ib As I have indicated h« ‘ ‘ é 
n Utah 1 f plete some have added meager I 
I i ‘ c t , ll i ere? Pn ‘ i! k W edu 
std vered I n 1907. Howeve1 : ISM 
( t por ince were (it _ I 
es are now se in Utah ‘ ind gas d 
he , i Jar 1 OS. f Tay ' 1. 1951 } 
) | ‘ if ’ ‘ ’ } rs ! | a 
S| O00L000 I 1049 a ne over $S,700,000 was sr 
in 10, 17 wells d ed at a tota st of over 83.600. Ss 
he wells dr n 1%0 were dry holes and ou > \ 
two were npr tiws 
h n to } ‘ . . Iaé } hc 4 ‘ hy 
‘ 
| ke to mal ‘ ’ hat ce pits +} difieul tic wr 
ve e not dis nd are co ent t 
eX] CT I ‘ ! I 
| i} nel « ¢ I \I nrain St os \\ vey 
; what e ed d be the inevi e ady ‘ 
the deple nee Nature ne has 1 l f 
\ re W ire I e pioneering tage of elope () 
W pay heavy Yes ndoubtedly w be « d 1 pary 
me taxe Ried of the depletion allowance when « ple 
ised taxes c be the “s hat 1 bre 
conlrmpany t irther develoy t of 
I} sp ‘ 1 my State togethe } Q 
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antage of capital mains tax. This will result not ¢ 
on ofa very important indu try in our area, but al 
nopoly. 
e that the Lill asin produces Only about vo pel 
oil industry is a very importa! 
OmMV OL OUP area. The oul ll h yrodu ed 
000,000 worth of crude oil in our community dur 
viving birth to a great 
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. ' ’ 
COuUnRLTY. We i re’ ©) Lntusti 


If vou red ice 


will be reflected much earlier and much more directly 
producing areas. To gain additional tax revenue 

you will destroy much more future tax revenue. 
speech oiven before Congress on March 6. LQD1, Cong 
\ ! ell, who repre ent ! oil-prod ! 


} 


on ao 








ne ol 
If vou reduce de 


To continue 


HAIRMAN. 


( 


Ke BERHARTI 


Ve I 
Herat 
hes on capita 
» Nof 


ke 


IURERHARTE! 


nw. That 
. 


tty good percent 
Hearn. 1 think 
of capital req 


nvolved, sir. 


ot think it Is « 
The mor 


Deo Vi 


T 


Tax. 
ARTER 


ron 








ATI 


MENT OF HON. THOMAS H. WERDEL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 





LO6U6 REVENUE REVISION OF 1951 


the ther nal . [ they are to take lIltherl k and receive only a | 
portion of the reward, their incentive is correspondingly reduce: 
Ir i rv 4 operations ilway a probl m with most opel 
Che uncertainty of finding oil is so great that financial institutio 

reluctant to lend money on entures. As a result, the 
vestme! n a Wildeat operation is usually the venture capit 
in individual or a group of individuals. Without some reas 
ce that this investment may be returned out of production, 

ive lnclined to go slow. Lhus, pel entage depletion serves to 


The ncome of those who are SLi¢ esstul Lh drilling il productivs 
ind this provides capital for further exploration activity. 1 an 
fident that the industry as a whole spends much more for explo 


} 1 } 


| development of oll than the be efit it derives from the ae} 


When I appeared before this committee last year, I said i 


It is with considerable interest that I note that the principal ar 


rede yr eXcise tixes 18 To ¢ courage gz! rer consume! nterest I bu 
products so taxed It is curious that the administration would recomn 

whic would discourage the production of oil in order to stimu 
onsumptic f the products of the other industries rhis amounts to 
Pet to pay Paul, when the better way would be to give more serious « 
ition to reducing Federal expenditures 


I hinuve recently re urned irom i. rathere tensive tour of om Py 


Coast and Western States. I find that the American working 
11S wife. both 1! and ou; of o1 
oft the reatities of hij 


ranized labor, are becoming i\ 


oh (rover! ment taxation and political sup! 
through hand-outs of power and tax money to pressure groups. 1 


tlated evidence is now irrefut ible ar d establishes past ul 


oO! ible ia lit al tactics iwainst the 1] terests of the average Am«* 

rking pe on employed in those industries where labor demag 

ontrolled labor press are posed to be able to turn « 

( mmencing dui ne the last war, this adm stration aid 
olerated certain labor organizations in bargaining across whol 
ries. That political tactic now operates in such industries 
teel. rutos, ho sehold applhia es, electrical appliances, cloth ne 
many others. Such increased labor costs when forced upon a 

istry are not paid by the employer, but rather are paid | 
consumers, 90 percent of whom are other workingmen. T! 
ployers in such industries act as tribute collectors for such gs] 
reatment hn orgatl ized labor, just as they act as tax colle Lol 


workingmen to raise our national budget. 

[In these special industries, workingmen now have a shorter 
d iV, a shorter workweek, most of the SO called frit ve benefit 
receive over three times as much as an hourly wage as is the m 
wages to employees in interstate commerce. 

On January 25, this administration then froze those condit 
It now estimated that such freeze may last for at least 10 
Phe ‘ Te 7 industries are supposed to be those where a handt 
labor eacdel can turn over the vote. Two days after wave 
frozen, John L. Lewis put over an increase of about $1.70 per 
at coal field ‘ We are now advised that the Price Stabilizer s 0 


: . , » ' 
to illow { Liator clauses to increase wages for about SVUUOUUU 





try Lo employs 


COl 


i\ that we 


} 
cademagogel 


ix colle 








ION O] 1951 1609 


STATEMENT OF HON. WESLEY A. D'EWART, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MONTANA 


D’Ewarr. Mr. 





The CHam 
porter for tl 


/ 


appre ir 


STATEMENT OF RUSSELL B. BROWN, GENERAL COUNSEL, INI 
PENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. Mr. Chairman, I am Russell B. Brown, general c 
for the Independent Petroleum Association of America 
I want to ag wn diseuss this qi estilo! of depletion t] it we 
| ssing for sometime. Ithink it is pertinent 
lustry has fulfilled its public respon 
hat law. , 
we mav look briefly at what oil n >to us te 


al ad is at orollary what the la K of it means elsewhere in the worl 


Mr. Chairman, I was aided recently in the understanding of t 
type of pi »blem by an Associated Press phote eraph mn the Washi v 
Star which gave me a better understanding of why India needs 
monev and wheat. Thaf gave me the idea that maybe 


} } 
| 


Is und shorten the time by 
the left » indicates in Th 
to tramp the grain free from the T, and 
t shows he (merical vl | 
zed and powered by petre leum. 


ie prob 


mpressed with t he Country Gentlemat 
which shows the American farmer, one of | 
| services and one going the tactory, 
d: Who is going to supply the food to keep Ameri eo 
‘ultural resources that we | » «le veloped 


eloped t} rough the use 


nave Shows what 1 
There, again, Mr. Chai 
nmany of the co tries wi 
I d with the transportatio1 
bus, the Diesel engine, the boats, and 
powered and lubricated by petroleum products. 
The same is true, Mr. Chairman, when vou come to their war 


In t e more primitive war areas ft it we have had in con 


y recent history, there was the Ethiopian war where they 
ren ind ever NIu | | 


ly overcame this, 


and, here n tl é try wir armed 
plane 
Star. and 


short ror 








e there. 
reminded 


y 


ne our Ame ‘0. We have bu 
natural resol these, and I 
, nes and illustr: 
ed PO.000.000 
hnaer 
wondet 


\} 


\ hhil, 


70 
e \ il] cont 
eonres { ce 


es and 


ther industt 

le petroleum 

NK whi h show 

ondition. 

year after year > ce the existence 

ve a record of Ww vlesale price index. 
Le Wee t lent 

CK L1he, Is ¢ » petroreuln. 


in 1926, h is the beginning 
I 


itnougn I I nes mnvVv ve ¢ 


modity ne a i tive black | ne on tl 
\ below ill othe nes in the wholesal 
| eall attenti Oo’ here f the fac 
ese lines het that textile pro 
all commodtt 5] ’ up 16.7 perce! 

gone up I . , W have not 


I 
lu 


e same time ndaer the prov sion of th 

ed the fuel and t power and the lubi 
petroleum, b t we have ntinued to pay 
our prices low. 

vour attentiol his ple here. 

land gas. ‘This shows that the taxable net 

is 8.67 cents. Che taxable net incon 
We have paula Fede il taxes ot 

for the 1 lnstrv of 4.27 cents as iwains 

es of 4.48 cel 

s for an 5-vea eriod taken from the Department of Con 

collection of tax returns as given to them bv the Treasur\ 
tment. | 

er words, during these years that depletion 
troleum producers have borne their full 

d have not inordu ately profited. 

interested this morning in General 


h for petrol n. He is close to 





Lhnose 


But when yor vet nto the 


LO of gett nea wa well o1 


yreell 


you vet t| 
supply. 
eto the 


t))] 
eel. 








1951 


nt just to manufacture mui 
: » of war. They I 


er provisions. 
ion the real test 
xes, which I think we 
1) operation, that 


whether or not we pay 

; 7 
ave demonstrated. There is a 
Is quite true, which requires a depletion 
irate and different treatment, because of the hazard 


. You are putting 


f up a strong case this 1 


inswers to some 
reway. | 


1 chane e to ¢ 


arguments 


yf 
ec the other way. 
ippreciate 
Mr. Esernarrer. Thank you 
‘| CuarrmMan. Mr. Keogh. 
Mr. Keogu. Mr. Brown, will you be good enough to tell m 
» historical base of 27! »-percent allowance 1s? 
vN. Yes. Beoimnni 
h contemplated tl 
ively set up an 
at would produce, 
rated until 1926. 


1918 they provided a discoy 
when you find a well, or a field, 
concept of the amount ot 
value on 1913 or the 


eu 
I 


ng about 1925 or 1924 committer 
Sy 


there was a spe 
for n study of the operation under the discs 


ite 
was a very complicated and very burdensome mat 
igh degree of engineering reports, and 


(| SO fort} 


»a long study of what the 


industry wa 
basis, and it ran all the way from 
up to as high as 50-percent depletion under that } 
study reflected an average of approximately) 
ii been gettil 


ury 


o> DD 
1S’. j 
Was very anxious to simplify tl 
he industry was 
el to find a way of 
f val 


the Ho 
Out 


otf the confere ec 


vhat vou had in mind? 
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i Ix Gil | { i X 1 
prow i 
| PMH ( ere i 
, to cle | yo to ¥ bre t p entioe 
i A 
red ab tL Wo l ive the etiect OT attracting away Ir 
" - ) . 
ry ati risk ¢ 
, , ‘ , , 
\i Brown. When tli ow begins to go out of the nu istrv. I w lid 
tl WOUILC be eC «¢ ver point, a i wie t Deco! ( ested 
wp. that would be er ce r 
. 
lL ite GH. Out of yout hong eXpre ‘ ce tne ind trv. WO a 


re to give me an expression of your opinion as to which would b 


\] "* Brown. As LO ie? eXuel perce Lave | Worl lcd not he capa! ie of 


ither than a red LION. 
‘ir. KueoGu. lama . a vou to give me the answer to two hvpot et 
questions, ohe be a What. In youl judgme! t. would be that 


tL aepletion a OWAlCE would nave to 


‘ a } I t il] I k « (pital Lhat the | LUSTry 
need at any one ef 
\ OHVersely L yx t or to what point wo id ti aeple 
XN | ive l ‘ Pua LO a ract ull the risk ¢ t} l t i 

aust! 

Brown. Ye ip) ite anv answer | olive we | he a 

Lit Dut | ( i say that from the studies we have tiade of 
{ pel ‘ | be the top figure you ire talk ng ibo t. une 

t conditions. It could very well go to that soon to meet ow 


hen we would have to observe verv carefullv lest it attract so much 


il as to clog the ma ne mstead of helping it. 
‘ 17 " "te } 
I Kroc lt oO eivable that it might do that é 
Ir. Brown. Ye On that lower side I think you would begi 
r the ndustry S operations by wy lowel wy Tro! the pres f 
— j ' 
INF OGIHI = (re We a te 4 ro 
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have the necessary co 
d willingness to take risks. That 
sli h ani ¢ xcellent handmaiden oT ¢ 


i] 
is peen 
ital but 


een to help proy de not only cap 


to keep reenter 
I 


race Mremruce 


I have f i your attention on 
Lhe se point are: 
rst, petroleum explo ition and development 
zardous, and costly venture. 


d, the difficults I 


d the cost of this seat 
n ordinary ventures. 
nued full-scale etfort clea 


really work. 


texperiel ed 


“surance oT col 


meron with the 
expel Se, has 


d. \ drastic « 


ertainly have diverted 
of the capital w! 
It must be re 
| opportun tl 
‘lide that 
was fr 1 
at these 


| roperly he ! 


the ince? 
inclined to | 
ie nontech 
hle develop rie 
Depletion, as you know, 


“17 
Ll 


499 


) 


eurrel 
omputed as a percent: 
he amount of inve 


Thus it may, over the lf 


deduction 
rty without reg 
oO! depletion cer 
ng property, aac) ha “lue 


on of actual 
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usly reduc Ing its production capa itv. '¥ 


to recover the loss from in reased revenues after taxes would rt 
lor ce Increase which are not believed feasible. 
Ss Is so. fhe revenues and the profits ot 
v four principal : For material 


7r > | 
“LIGTies, 


lol capital expenditures, al 


and supplies, no company buys more of 
them than is } "eSSi : If 
vever, the cost of 
ore rather than less funds. 
and 


ood national! 


of reduced waves 

| expenditure an 
Yo li an ] to! the j 
1 provide the extra oil reserves needed for 
r ] , 


e oO capit ii ex 


repla emiel 


to the pro 


| tol expal 
‘s, Ships, mar 
pumps and 


e} necess” 


i! kao « Ul very Truc ks, 


eAXpel 
I 


to make up the 
a ipacity of the 


. 


companies ft 


Iniportan I ‘V. lt 


Nl col anies, ace ording to the data 


the last 5 y 


il Bank, vel ved oO ly ii 
OMpal mnie 
vesth | if profi 


! clust 


o the 





g of dome ill 
ritable I 


thousands of sm , 
» hike. w o also 


pension trus 
nad who have 


ries, 
end in part upon s 


Wold rect 


od Taith in 





the principal mai 
ited to be invalh 
: you. 
eruARTER. Mr. Swensi 
ry good picture from your standpoi! 
S si*/ percent depletion 
iit respects, Y« 


s Nsrup. Yes, sir. 
Ke pernartrer. And you are president of t! 
Swensrkup. Yes, sir. 
KenerHaArter. If this perce 
to lo percent, 
stinect from the 
e Gulf Oil Cory 
hey have now ‘y 


You ie 


nskup. I would say 
1use it would take 
y to get the exact 
ise. l would Say In gel eral the effect 
r all operators whether they be large or sn 
many small leases, and small operators 1 
So it would depend 1 t] 
yperator. For a very 
yr ends meet, in othe! 
me as the cost, ther 
l wiere a Cul 
tween large and 
in proport 


product 


er. My 


ree 


perce! 
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er our compal vy 
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ld put many of the small operators out of | 
trary, I have been i 


i 


usIness, and on the 
nformed that the depletion allowance doesn’t 


efit the small operators until they have a net income of 50 percent 
their 2Toss Income, 


Mr. Swensrup. Perhaps you are referring to the 50 percent rule, 
ere the total allowal ce for depletion may not exceed 50 percent of 
net income from the lease. That may affect a large lease o1 a 

Il lease, all depending upon what the expenses happen to be in 

tion to the income. If it is an expensive lease to operate, where 
expenses are very high in relation to the income from the lease, 
the 50-percent rule may come in and defeat some of the 2714 

n. On the other hand. a big lease on which 

ire still drilling wells, the cost of those wells has to be brought 
» equation also. So it may lose more depletion than a little ] 
fully developed and di 


r 


< 


I 


ent allowable deplet lo 


PAaSse 

loesn’t have any more wells to be drilled 

leducted. I don’t think you can generalize too much 

\ 1 ce rtainly h ive had appear before vou the representatives of the 

primarily concerned 

Cl pper well asso ition 
Illinois. | 


associations with small wells. such as 
and the gentleman who testified here 
it vou have had mar yV who have all testi 
their conviction of the Importance of this allowance and who are 
esentinge small producers. It 


am ire f 


doesn’t seem to me realistic to 
e that they ire not vetting a very substanti il benefit from this 
irving on their busing Ss, It seems to me 
difference just because of size. Naturally 
rger total allowable depletion on its over-a 


that there is no rela 


a big company gets 


1] production than a 

er concern, Dut py the same token it has more oil to find for tne 

So I don’t believe that there Is any great difference on that. 
vou take the figures th: 


iat were compiled by the Midcontinent 
« Gas Association for 39 companies, I believe that thev found 
the total expenses of those ov companies, which included practi- 
ull of the larger companies in the iu dustry—they were spending 
ore in the searc] for oil, that Is, trying to find new pools to 
e those that wer waning and d sappeal ng they were spel d- 
more in the search for such new oil fields than any tax advan- 


t 


if they were ‘ ne out of the deplet on allowance. 

Esernarter. I have just one other question, Mr. Swensrud. 
e statements that your company sends to its stockholders vearly 

yearly on their face show at yvthing with regard to depletion 

Lnces at all ? ) 
Swensrup. No, sir: they do not show the statutory depletion. 
itutory depletion enters into the accounting figures as a formula 
ulatine the tax t] il you | ive to pay. 

Knernarter. The stockholders, then, when t] ey read their 
ents do not under tand from t ie statement that tl percentage 
on 1s for their benefit. 

SweNsrup. Is for their benefit ? 

MRERHARTER. Thi innot tell that from t itements that 
nder ¢ 
SWENSRUD. ] thinl - 

EnerHarter. There is nothing in the statement relat ne to th 
on allowance ? 


SWENsRuD. I can’t answer for other companies. JT don’t 
Ctatement gives any spe 


al figures about t} 
»1 
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anywhere from $20,000 to $40,000, not to drill the well, but ju 
equip it after you have it drilled and completed in the oil sand. So 
company, for example, spent more than twice as much just searc] 
for oil as it did get from the tax benefit from the depletion allow 
in the last year or so. 

Mr. Esernartrer. Thank you very much. 

Mr. Srwprson. Does your company, Mr. Swensrud, find that this 
pletion allowance is beneficial to it when it comes to borrowing mo. 
and do you believe you would have substantially great difficult, 
raising money if you didn’t have the depletion allowance ? | 

Mr. Swensrup. Yes, sir; I certainly do. The loss of deplet 
allowance would be a tremendous factor in our company, as for t 
industry as a whole. Our company, in spite of the fact that it 
made some people might regard as large profits in the last few y« 
and despite putting back most of those profits into the business, nev 
theless has h id to go out and borrow a cood deal of money. if 
we borrowed $100,000,000. In 1948 we sold common stock for $11 
000,000, the next year we borrowed $84,000,000 more. The last 
we borrowed indirectly another $40,000,000. So in spite of mak 
large paper profits and putting most of them back in the business 
spite of having large amounts from our regular depletion depre: 
tion charges, we were forced to go out and borrow the amounts 
money that I am talking about, and that is pretty characteristi 
most of the lareg companies in the industry, I would say. 

While the smaller companies may not have as many publis! 
records about all of their operations, I am sure that you will 
that the average operator in the oil business has to borrow money 
order to de velop his properties. 

Mr. Simpson. And the fact of the 271 » percent depletion allow 

; one of the items on the credit side which makes it easier to bor: 
onevy é 

Mr. Swensrvp. Absolutely. 

Mr. Sumpson. You have illustrated the effect of a reduction i 
depletion allowance as it would affect the owner of a reserve u! 
| you state that with the application of a cut in deplet 
recent. a man in the higher brackets would have net about 

a barrel for his oil. Then he would be in a position whet 

would find it advantageous perhaps to sell his capital in the gro 

Mr. Swensrup. That is right. 

Mr. Sumpson. In which case he would net perhaps 80 to 85 ce! 


ry) 


ensrupD. Yes, sir; and get it immediately and not hav 


Siarpson. Yes: he would get it immediately. JI am curi 


to whom he would cel]. 
Swensrup. There are a good many possible places tl 
1} 

SIMPSON. Would anothe r fellow buy it and take a chance 
‘ percent depletion ¢ 

Sw E nsrup. The new pure] aser would have cost deplet 
| a barrel, so he wouldn’t ne d the tatutory depletion. He 
ave cost depletion, which would be in excess of the statutory de} 


on, al d the refore he would have ho parti ular objection to buyi! 
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Mr. Suapson. Yes; but how would the Treasury make out under 
it circumstance ¢ 

Mr. Swensrup. The Treasury in my opinion would lose money, 
ause the new buyer would have a greater deduction than the pre- 
us owner had, and en ough oreater that it emg 1 soon offset any 


agape liga Leen ie agen aageseloug ransaction. Soa 
years or perhaps even after a year or so I ices the ‘Treasury 
tb collecting less taxes from that eaepenevadion han the y were 
re. 


Mr. Srwpson. As you say, the net result to the Treasury would be a 
ind in addition to that may I suggest that the net result to the 


omy would be that you would vet your experts out of the busi ess, 
i you not? 

Mr. Swensrup. Exactly. In this oil-finding business, when you 
der the vast amount of effort required in this industry to tind 
oil we need the efforts of everybody who will work at it. It isn’t 
ething that a few companies, in my opinion, can be relied upon 


rry exclusively. Some governments have tried in other countries 
nl d oil with ver) little success. I think one of the wenluses of our 
erican syste m h iS been the w ay in which hundre Is and thousands 
peop le have been free to look for oil in this country and have had 
incentive to do so. This de pletion allowance, in my opinion, has 
peen an extre mely im port unt factor in that whole equi ition. 
Mr. Siupsoy. Is it your opinion that if the law is unchanged the 
stry will be able to progress in the coming years and possibly 
the requested increase in production which the Government has 
ested ? 
Mr. Swensrup. The oil industry has never yet fallen down on 
ob. 
Mr. Srwpson. Is the converse true, t 
ll not be able to reach their goal ? 
Mr. Swensrup. Yes, sir; I think that would be a very probable 


quence. 
Mr. Suapson. Thank you very much. 
EneruArrer. | wish to ask one question. 
Mr. Coorer (presiding). Mr. Eberharter, of Pennsylvania. 
\| ERERHARTER. Cher are many items strategically ind critically 


fant not or ly fol defet se purposes but {ol our own dom«¢ St 
ses in times of peace, Sut h as rubber, natural rubber, and many 
. such as the various drug items which we use. Do you t 
ld be well for us to subsidize industry in that respect? For 
ice, 1f somebody wanted to start a p ylantation where they would 
rubber. do you thi k we ought to allow the ma depletion allow- 
If somebody wal ted to start crowing peppt rin some areas 
e country where it n ioht be feas ble, do you think we ought to 
them an allowance ? 

Mr. Swensrup. I think each case would have to be considered on 
erits, and also I think you have to consider what works. I think 
have been some attempts to grow rubber in this country as 
is South America that have not all worked out too well. Whether 
received a subsidy I don’t know, but I think you have two 

tions: How much you need the material; and what, if anything, 

help to produce it. I can say for oil that we do need it and I 
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l \ that, in my belief, this depletion allowat ce has | 

remery 1n Ortant assistance in helping to find it. 

Mr. Evernarrer. We need rubber, too, do we not ¢ 

Mr. Swensrup. Yes: we certainly do. 

Mr. Exernarrer. Could we not give them a special depletion al 

ce because it is as necessary as oil, practically, is it not? 

Mr. Swensrvup. I wouldn’t undertake to express opinions about 1 
ber been I know so little about it. 

Mr. Exernarrer. You will let the rubber men testify about 
and confine yourself to oil. 

Mr. Kean. Mr. Chairman. 

Mr. Cooper. Mr. Kean. 

Mr. Kean. Mr. Swensrud, your company is an integrated com} 


not, both a producer, a refiner, and a seller of petroleum produ 
Mr. Swensrvup. Yes, sir. 

Mr. Kean. What percentage, roughly, of your business consist 
produ af 

Mr. Swensrvup. I don’t know just what measure you wish to ap) 
percentage of what, if I may ask? 

Mr. Kean. Of your entire business. 

Mr. Swensrup. We produce about 200,000 barrels a day of oil 
this country, and a good deal of oil abroad. We produce all over t 
rida ttle bit more than we sell in products. 

Mr. Kean. Your percentage of production in this country—— 
Mr. Swensrvup. Is about 50 percent of our primary requireme: 
Mr. Kean. What percentage of the profits that you make from 
¢ end in this country would you say is represented by 
\ eive from the savings on the depletion allowat 
venskupb. I can’t answer that because I don’t have any fig 
hat would break our total profit down according to 1 
branches of it, but I would say that our profit from pr 
i large part of our total | rofit, and the depletion allowal 
substantial factor in our over-all picture. 
Mr. Kean. Would it be 20 percent or 10 percent or 50 percent 4 


Mr. Swensrup. I couldn’t answer you statistically because I hav: 


wi 


or he ficures here. 

Mir. Kean. It would not be over 50 percent ? 

Mr. Swensrup. Oh, no. 

Mr. Kean. It would be closer to 10 than it would to 30? 

Mr. Swensrup. I would imagine perhaps something on that or 
I would have to vet some more fioures before I could answer that 

Mr. Kean. Yes. I just wanted to know very, very roughly w 

ange of 10 or 15 percent. 

Mr. Swensrvp. It is a very important factor in helping us to g 
and find more oil, I can assure you of that. 

Mr. Kean. I understand that in response to some of the quest 
by Mr. Eberharter, you partly answered the question which | 
mitted to Mr. Brown this morning, which was why the 2714 pet 
was right when the corporation tax was somewhere around 19 pe 


and the personal income tax was 25 percent, and why the 2714 perc: 


is right when taxes are now going up to at least 50 on corporat 


and will probably go up to 94 percent on personal incomes. Iw 
stand your answer is, first, that it is much more difficult to find 
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vy. and in the second place that it is much more expensive to devel- 
e the wells when you have once found them. 


Mr. Swensrup. Yes, sir. 
Mr. KEAN. Follow ng out that. it seems to me that as it becomes 
ind more difficult to find oil, you will be COMING before us ask- 
¢ for a greater and greater percentage deplet ion. 
Mr. Swensrvup. I said in my text here that I thought it would be 
e loom. al for ¢ ongress to increase the depletion all 
d be to decrease it 
Mr. Kean. So you do feel that it should be increased as it is more 
more difficult to find oil. 
Mr. Swensrvup. I think it is a practical question of what will en- 
he oil industry n this country to keep fi ding the oil we need. 
re certainly requu ne larger and larger quantities of it, ar d 
ieftense establishments are very dependent pon oll. Wi ire 


r asked now by defense agencies to figure out wavs and mea 


] | a | 
reasing our capacity DY a million barrels a day. That sa re 
ise. I would y that up to now the 2714-percent depletion al 
‘ Wong wit t rye Thiel features of the nad stry ind the tax 


; that have beet ! effect, has been sufficient to gel the job aone, 
the future I can’t predict what may be necessary, but I certainly 
that we may need Stronger incentives ratner than weaker ones 
here is to be any change at all. 
Mr. Kean. “ou will remember that during the last war for certain 
er products that come from the vround, in order to vet them we 
ded a subsidy ? 
Mr. Swensrvup. I am not familiar with that. 
Mr. Ky AN, Ye ur fee] ne is that it is much better to ave a priv ite 
centive is this is than to have the Government give 
bsidy as we did to copper and as is now being proposed for a great 
Mr. Swensrup. I certainly do. I don’t need to recite the objec- 
@ subsidy arrange- 


| thar k the (| fh uit\ ot try ing to dec de to whom the subsidy 


it there are. the numerous 01 es, to contin 


he wiven Tor o qaiscovery would be an extremely cd fhi ult thing 
ibject to all kinds of abuses. I just think it would fall far short 
e mark in getting this job done. I don’t suppose you can set 
vy system that some person doesn’t get some advantage that 
other person would say he didn’t deserve. The test of this, it 
to me, is the over-all test for the industry. Does the industry 
enefit from this wl h enables it to find the oil that has to be 


nd if we are going to maintain our productive capacity? I think 
inswer to that - “Vas.” if does. | don’t be] eve that there are 
any exceptions to the general rule that the man who gets the 

nefit from depletion is by and large the same man who puts it back 
e growl dina search for more oil. That would be my feeling. 

Mr. Kean. Thank you 

Phe CHarrman. We thank you for your appeararice and the infor- 

you Nave Gis 

Mr. Swensrup. Thank you. 

he Cuarrman. The next witness is Mr. Arthur C. Simmons, presi- 
of the Nation il Stripper Well Association. lease olive your 
e and address and the capacity in which you appear, to the 


wrapher. 


en the committee. 
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STATEMENT OF ARTHUR C. SIMMONS, BRADFORD, PA., PRESIDE) 
NATIONAL STRIPPER WELL ASSOCIATION 


Mr. Simmons. Mr. Chairman and gentlemen of the committee, 
name is Arthur C. Simmons, and I reside in Bradford, Pa., wher: 

ie past VU years I have been engaged as a consulting pet roleun 
gineer. I am also an independent oil producer with productio1 
terests in the Appalachian region in ths States of New York, 
sylvania, and Kentucky. 

[ am appearing before this committee on behalf of the Nat 
Strippe r Well Association This association represents the sma 
dependent oil producers whose stripper well production and res 
are so tremen f moe = import: unt CO the economy of the Un ited St 

This association has representation on the National Petroleum ¢ 
cil. As such, it assists and advises the Oil and Gas Division o 
Department of the Interior on all matters relating to the re 
and production of oil from the stripper-well fields. 

An oil sand may be likened to a wet sponge. Squeeze it and 
comes out. Squeeze it again and you eet more water—but less 
after the first squeeze. Eventually you have to wring it out. Nat 
orig nally provided the energy to squeeze the oil out of the s 
That energy was in the form of pressured water or gas. It squeezed 
oil out of the sand up to a certain point but after that point is rea: 
the well becomes what is known as a stripper well. Then if any n 
oil is to be obtained we must wring out the sand through a pro 
ky own as “secondary recovery.” 

It has been indicated that over and above our present produ 
of oil our defense program will require an additional million barr: 

day of domestic production. | base this on the request mad 
29, 1951, by Mr. H. A. Stewart, oe of the Oil and G 
of the Department of the Interior, to the National Petr 
asking that a study be made of the capital and mate 
quireme) ts necessary for increasing the av: allabil ty of petrole ul 
ae on by 1,000,000 barrels per day. I presume that this 1 
is based o1 y lanning and needs of f military defense programs, ar 
wsbeic { eC lly included the stipulation that t all of this add 
oil must be sanaead from the Western Hemisphere. 
1, that extra million barrels a day is a lot of oil. 
barrels of oil each day to what we are already prod 

in enormous order—one that would extend the industry 
utmost and which would require the combined capacity of the 1 
oil fields of today. It will require every oil producer—whether la: 
small, or intermediate—to m ike use of every search facility 
command. To give you some idea of its extent, the combined 
duction of the States of Louisiana and Oklahoma does not ai 
to much more than a million barrels daily. 

There are but three sources from which this additional oil 
come > , 

1. By increasing the allowables on known production hor 

ss of maximum efficient rates. Experience has proven that 
a practice would not only be wasteful but in the event of prolor 
de mand or hostilities would also make less oil available. 
Thro wh the discoverv of new sources by means of explo 
drilling il d wildeatting. “This. no doubt, will have to be the 
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ree of sup p ly if f the goal of the Government is to be reached, but. 
; you can understand, this source has its limitations, its disappoint- 
nts. and its failures. 

Through more efficient recovery from existing pools through the 
of secondary recover \ methods. I would like to point out that 
today engaged In the business of secondary recovery ot oil. 
Briefly. Secol dary recovery of oll Is a method whereby addition il 
tat is restored to the productive formation in the form of water, 

r gas. This energy 1s maremuees under pressure, and moves 
oh the oil sand, recovering additional quantities of oil. You 
t call it “Operation Mop up, > because we usually conduct this 

after the original energy has been exhausted. 


of operation | 
Secondary recovery of petroleum originated in the Appalachian 
d has achieed perhaps its greatest efficiency ie Bradford 
rheny fields in McKean County, Pa., and Cattaraugus and Alle- 

\ Counties, N.Y I would like to point out to you that. at the 
of the century, the — lford field looked as though it had given 

e ghost w ith Lt production of but 2,000,000 barrels a vear. To- 

t is producing five times as much oil per year. The primary 
tuction of the Br idford field was 250000000 barrels over the 
ur period ending in 1920. During the ensuing 30 years, in which 
lary recovery has beet apphed to the field, more than 275.000.- 

} barrels of oil have been produced, an amount that is already 10 
reent greater than the original primary production. I 1 night add 
are millions of barrels yet to be produced from this field. 


1? ? 


nere 
| thin imatamee to sls Ww vou what c: an be accomplished i 1a strip- 
a field through the use ry secon dary recove ry methods. Al- 
v we have seen the results of its application in practically all oil- 
cing States. ‘Today, ap doe ony ‘ly a half million barrels of oil 
day are attributable to se condary recovery oper: itions. 
lhe extent to which this recoverv method might be applied is indi- 
1 in the National Stripper Well Survey conducted by the Inter- 
te Onl ¢ ‘compact Commission. A copy of a table from that survey 
ched hereto This survey shows that there are approximately 
third of a million sti pper wells in the Nation today—that these 
ire located o7 ipproximately o.J00000 acres of land from New 
to California This is a tremendous area available for in- 
| production through secondary recovery. Today these wells 
ve but littl more than 9 barrels per well per day, vet 1 the 
‘ate they account for a million barrels per day of current pro- 
Ol ibout one-sixth of the total ( | production of the coul try. 
r stripper wells are owned ind operated by thousands of indi- 
ils and companies both large and small. 
Lhe Importance of these stripper wells to the Nation is further 
phasized by the fact that they represent a known unproduced re- 
rve of approximately 714 billion barrels—one quarter of the entire 
serves of the Nation. More than one-half of this reserve of 7 
must be produced by secondary recovery methods. 
industry which is 
he production rec- 


hese facts point to a sevment of the producit 
usually recognized as Important. However. 
of the stripper wells and these wells converted to secondary re- 
vy together with their known reserves are factors that uphold the 
rtance of their position in the industry. Although some methods 
Col d iry recovery h ive been used for years, many of the tech- 


4 
t 
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to the industry. Many strippel 
n operation solely in the hope, 
he application of some form of seco! 
vells In operation Is necessary t 
; \bandonment loses not 1uU 
also constitutes a wasteful loss of 
erves underlying the area involved. It is extremely c 
likely that completely abandoned areas can ever be 1 
rT 


worked 


yy seconaary recovery. 
ition of ‘a water-flood pro ess. one 
in expensive undertaking. ource 
ned al cl ce \ 

plant must 

t be drilled: 

erve press 


recieTel 


rorma 


e porosit? 
water flood ma 
and may Crow into 
e originally designed for a 
t of Mr. Donald Oak whi 
t] 


le present prov 


ie oll-production 


more 
out of b 


the oll 
ms permitt ney maximum 
rt) perc ‘ ne ¢ | from L watel flood por 


} 


the first 3 5 years. Any change in the max 


cally change the average depletion permitted 


ley) v-recovery developme} t. It will mean that the operatol 
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e reduced funds available to carry on ad 


i ? ' ryt , 
i ‘ sitif it Cit Meh’ and, 
} 


efore, will result in obtaining less productio1 
| 1e present depl O allowance Ll regul tio respt t te 
ungible development costs are So ntegrated In the hh 
of most individuals ai | compan Sinvoived rt ery 
any change Wi t LutomInatl Lily slow (i 
opment. 
Lhere are thousa rcommu ties the | ed St O 
( n which I live ere the entire econon ren l to. 
O In such are e well-being of the comm ty foul | 
production. A large part of the population lirect I 
tly employed in the prod ne industry l I 
i Institute ire tallv interested in t W | ‘ 
Any change in the present Lice ves ol ( x 
i serious ellect QO! Live t COl munithe ° [t it 
drilled, more w« being abandoned, and a decreass n prod 
It will affect t only employment and ¢1 b 
pu rt e 1 ( CO | e 
On behalf of inds of s) operate I 
ou reject e} i f the ‘Trea ! ret 
r to the oil indu i 1 re I \ ( : 5 
of our tax laws. 
The CHatrMAN. We thank you for your appeara 


mation you have oiven ft 
Mr. Stumons. Thank you, Mr. ¢ 
The CHAIRMAN. The next wit 


s Oil and Gas Com sion. <All it. Mi 


STATEMENT OF 0. C. BAILEY, EL DORADO, ARK.., 
ARKANSAS OIL AND GAS COMMISSION 


Mr. Barter. My) O. C. Bailey. I1 
ndependent is producer, a e operated 

\\ propertie nee i. > 
¢ World War II, I served 
stration for War as a meml 


um Regulat: Authorities. J 


i \ | ve 
ted the Gove of Arkansa e | Oil ¢ 
( With GO four} S \ 
I became 11] e A I i 
erved in that Da to th } ( t 
Lhe oil and gas conu sion has ju O% { respo 
to reguiate ind gas pro Ci I e is of At 
ltisasaS ( tloand a enta 2 0 : 
it I sul following ré ( the essentiahlity of 
C Statutory depletion rate to cont ed expa ‘ of the oil 
try, the eco omy orf my State, and to bullding Le ite petro 
1 reserves tor the detense of oul Nat on. 
| day we find ourselves « ngaged in a costly war and a mobilization 
vram that is tax 


ng the facilities of the oil indust: to the 
ind for oil is up more than 700.000 barrels dai 
expected to I ( 


y over a year ago, 
500,000 barrels more this year. Despite our 
t record break ng pr 


roduction, the Government is urging the 
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ndustry to increase its productive capacity by 1,000,000 barrels d 
1! his is regarded as an absolute minimum requirement. 

It does not seem logical, while the Department of the Interior 
the military are thinking in terms of a million barrels daily of : 
capacity, that the Treasury would seek to seriously impair the 
foundation of the industry’s economic structure. It will require 
covery of literally billions of barrels of new oil to provide this b 
needed extra million barrels a day. It will also require the expe 
ture of billions of dollars. 

Many in the industry are wondering where the finances for ne 
exploration are coming from. It is certain that the job will be d 
by risk capital. In light of past experience, I would say that 75 | 
cent of the task will fall to the independent segment of the indust 
made up of individuals and small companies. That they will 
present tax incentives more than ever should be an obvious f 
Every cost necessary to the finding of oil is at its historic peak. M 
new expenses are involved. 

Oil has for many years been a principal industry in Arka 
Production has increased steadily and we have strived to implem« 
greater ultimate recovery through sound production methods. qT 
State has pioneered in the field of unitization and pressure mai! 
nance. IF jfty percent of our present production is |. fields op: 


ated — some form of pressure maintenance—either water or ¢g 
injection or both. It is in the public interest to encourage this ty; 
of operation, for it will extend the life of the fields and greatly increase 
the ultimate recovery. 

In 1950, 79 percent of the oil produced in Arkansas was from con- 
trolled fields, meaning those subject to State allowables, and 21 perc: 


came from uncontrolled or stripper wells. Stripper wells account f 
a considerable percentage of our State oil reserves. Therefore, t 
continued operation is important to our economy and our welfare. 
reduce or eliminate the depletion allowance would mean certain pr 
mature abandonment of many of these wells, because they now s! 
a very narrow margin of profit even with benefit of present deplet 
provisions. 

Arkansas has several fields which have ps issed their economic lit 
under primary recovery. The oil and gas commission was author 
by the fifty-fourth general assembly to study the possibilities 
secondary recovery in these older fields. The survey was made a1 
as a result, secondary operations are now in progress in the Lisb 
field of Union County. If results of this project show success 
may expect further projects in other fields and recoveries of la! 
quantities of oil which otherwise would not be produced. Any ded 
tion in the depletion percentage would discourage such operatio1 
not halt them entirely. 

Depletion provisions of our tax laws were established to encou 
oil exploration for new reserves. And, as I have already said, t! 
is of primary importance in the present emergency. In Arkar 
last year, the industry drilled 103 wildcat wells at an average 
of $50,000 each, or a total of $5,150,000. Only 12 of these wild 
were productive, and even they were of minor importance. Ali 
9 out of 10 of the exploratory wells were dry and abandoned. Of 
field wells drilled during the year, 247 were producers and 75 were | 
This clearly indicates the hazardous nature of drilling operat 
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proven il 


would suttl 


kansas 
Wee 
ch would 
mmary, we 
mmend 
reduct 
for new 
our State. 


] 


Kansas has 


Oil is a major ec 
government. A 
lected to ul wise 
= tutory deplet oO! - accomplished the pr rpose 1¢ 
shed by Congres \ proper regard for ou 
r economic ¥ fare demands that it be conti 
We cannot afford eckless experi enti 


ong proven es t ] to so vit | } 


Boces. Does that complete your 

Bamey. Yes, sir. 

Boces. Mr. Keogh. 

Kroon. Mr. Chairman, I would just like to greet Cor 
und tell the committee that I have had the ple Act 
ns to have hu testify before committe: on which I] 


, 1 
} 


Vays a pleasure to me to have 
ire experienced and in the be 
ry. 

wood to greet you today, Mr. Commissioner. 
Bamey. Thank you. Congressman Keogh. 
Boces. Thank you, Mr. Bailey, for your appeat 
ttee and the information vou have given u 3 
Bamey. Thank you, Mr. Chairman. 

Boaas. The next w ss is Mr. W. H. Gei 

Association, Los ‘alif 
vou please 
hit of the rece 


\| 


‘ 
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STATEMENT OF W. H. GEIS, LOS ANGELES, CALIF., REPRESENTING 
THE WESTERN OIL AND GAS ASSOCIATION, THE OIL PRODUC! 
AGENCY OF CALIFORNIA, AND THE SAN JOAQUIN VALLEY 
PRODUCERS ASSOCIATION 
Mr. Gers. Mr. Chairn 
W. EL. Ge 


| centlemen of the committee, my 


hg petroleum engineer with offi 


ng before your committee in be 
‘ation, the Oil Produ tion Ag 

in Jo quin Valley Oil Producers Assoc 

located in Los Angeles and the San Joaquin V 
niZations represt nt over 95 percent of the crude oil pre 

fornia, 

rrance before your ec mmittee 1s to support the conti 
percent depletion deduction which has been includ 
tax laws since 1926. I wish to oppose the reduct 
hieure to 15 perce! is well as the reduction that w 
intangible drilling costs, as propose 


commendation submitted t 


Fully aware of the problen 
finance the Nation’ 
cecept its propor 
appears to be the commit 
revenue, but certainly it woul 

e within the oil il 

s disrupted. May we 

n our economy—fro! 

-cannot be safely 











lore tor o 


il] prod 
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reserves. Many companies within the 1,200 are continually se 
new ources ot oil supply. l ca issure you that any decrease 
percel tage depletion allow ince must necessarily discourage the tT 
ties of uch companies, 
The Pacific coast is m lependent upon the supply of oil tl 
ted States In our territory, Ove 
Irements are provided by oil and gas, 
coal and hydroelectric resources, Which, comb 
10 percent of the energy requirements, Oil is 
‘blood of the Western States. If the industria 
of the West to itinue, it must be assured 
g¢ adequate supply of this important commodity. T} 


red by re zing th the ground is capit 


every barrel of oul proauced sullicient capital miust | 


ermit the discovery of a new barrel of oil. In the pa 
nt depletion deduction has provided a substantial pe 
ital, and its continuance would probably continue to 
in the future. Even so, the time is not far d 
in order to ass f ne returl of capital to the o 
e forced to con er increasing the depletion pe reent 
ather than 1ts red : 
mm, may I en pl isize the fact that the discovery oO! 
not solely the concern of the person or firm who 
find it The discovery of oil not previously known to 


e taxable weal ' the Federal, State, and local fo 
Che production il adds to the natior income. As 

; tv flows through trade cham 
‘income from which the Federal 7] reasury d 


innels t creates 1 


rie fiscal connotations, o} 
t. bulwark of 1 ional defense. | 
any department > thi Fede1 il Go 
entiously recommend the change in tax structure 
lessens this Nation’s ability to « fend itself / 
uur committee is considering the Treasury Depart 
itions to reduce the percentage depletion allowat 2, 


| 


| 
lependent oil prod er and appeal r here for the 


ustry, respectfully petition for myself and for them 


t the recommend nas a revenue-raising di 


I 
it recommendation m: and I prophesy that it 
ming years [0 Wweankel the fi mnie! il Structure of 


is to render impotent the independent branch. 
i most unique substance. Like life itself, it is irreplacc 
ney i single barrel of oil is produced and consumed, no qua 

money, irrespective of how great, can replace that barrel of 
Wen Ly fil d another barrel, but we cannot rep! ice the one that 
Co} equel tly, Irrespective of the GGovernment’s need for more re 
no quantity of cash in the Federal Treasury can replace gasol 
our airplanes, liquid fuel In oul flames throwers. L) ese] fuel 

ks, or energy for the Nation’s machines. 

The CHarrman. We thank you for your appearance and for 
rormation given the committee. ; 

Mr. Gets. Gentlemen, I thank you 


before you. 
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Phe Cuatrman. Mr. Knight Thornton, representing the New Y 
State Oil Producers As ociation, Wellsville. N. Y. 
Will vou please give your hame and address to the stenogray 


the benefit of the record, and the capacity nh WwW h you appr 
STATEMENT OF KNIGHT THORNTON, WELLSVILLE, N. Y., REPRE- 
SENTING THE NEW YORK STATE OIL PRODUCERS ASSOCIATION 


\Ir. PHORNTON, Miv name is Kn mit Thornton. | \ n W 
i ee \ ere | i\ een engaged rh Tie nrod 


lary recovery mt for the past 19 years. | 

OnS locate iin © , UKlahoma, und Kat I il app 

vy before tl ommittee on behalf of the New York State O 

icers Associatio! protest either of the Ope c 
tory depl Nn provisions of the income 

de oil is prod | three counties of sout estern Ne y 

inv, Cattaraugus, and Steuben. In addition, 1 ural gas 
ed throughout the western part of the State. The whole of 
und western New York Is an active prospect for ex} 


oth oil and gas. 
There are approximately 23,000 oil wells in the State with a da 


ve production of 12.000 barrels. One-third of the asses 
on of Allegany and Cattaraugus County real estate consists of 

nd gas properti There are two refineries in the area, one at 

Olean and one at Wellsville, dependent on the production from the 
\ change in the economic climate affecting the operation of pro 


r oil properties will have a very harmful effect on the whole area 


Most of the oil prod tion in New York State comes from second 
ons: that is, tl restoration of energy to the reservoir ro 
tion, in our case by the injection of water under very hi: 
re. This is a very costly operation and in spite of expands 
nt . be nsiderablv h; Thi t 
continues t e consi1deravly laZATaOUS, his process it- 
| its initial significant development in New York in 1928, 
after the adopt Oo! of the present provisiol ; of the revenue cod 


rard to percentage depletion. 


i nie 


J iccount of thi ontinu no hazai lous character of h secondary 

ons, the producers are dependent on the revenue fro 
projects to use in undertaking additional operations \ very sul 
il part of this capital comes from depletion and a redu tio} 1! 


owance would he a severe blow to the finanen Oo of furthe) 
lary recovery operations, 

lhe New York fields are a part ¢ f the Pennsylvania grade regio 

produce Pennsyl inia oil. The total producti of this high 


» crude oil is slightly under 1 percent of the national total, but 
bricants made from it amount to about 10 percent of total lubn 
oduction. li iddition,. these Pennsvlivania lobr ints cannot 
ited from other raw mate! als, The I) terstate Compact 
on estimates New York State reserves at 86,000,000 barrel 
eh-quality crude oil. This is oil that can be recovered v 
thods at n the current economic climate. This reserve 


ntial lubricants lies only 30 
, productior of the New York fields is dependent on seconda 
very which came nto bei r at the Same time as the depletior pro 


‘ 


) ) mil from the eastern seaboat 


1 


~ k 
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! ch cannot he successfully carried on if there are 
changes in financial and taxation methods. Any change 
present 


percentage depletion provisions, whether by way of a 1 
tion in the percentage of oTross Income or by way ot the propo r 
justment because of intangible drilling costs, can only result 

itt twa 


nt oT 


i 


donment of wells and discouragement of future cd 
nerease mM prices to the consumer. 

The Cuamman. We thank you, Mr. Thornton, for your 
nee and the information given to the committee. 

Mr. Thornton. Thank you, Mr. Chairman. 

Che Cuamman. Mr. C. H. Lyons, of Shreveport, La. 

Mr. Boces. Mr. Chairman, Mr. Lyons is the only witness fre 
State of Louisiana today, but he 


r the industry of the entire State. 


is thoroughly capable of repr 


He is one of our outst 


lanl 


T OF C. H. LYONS, MEMBER OF LYONS, PRENTISS 
McCORD, SHREVEPORT, LA. 


NS. Mr. ¢ hairman | imamen ber of the oil and : 


. Ip ot Lyo 4 Pre ntiss & Noe ord, of Shrevepo! 


gas is produced in the United States. 
difficult problem that | face as a producer of oil 
| that I produ e. Qi] does not re place itself like 
It is an exhaustible natural resource which can o1 
ced DY the discovery of new reserves 
} ‘ | 


» } 
. But most of the 
“S| ‘1 i¢ pec 71 + | 


maller oil operators that are to be found by the 
er oil and g 


ctures al \ 


ol 
) ally the sha » one } 
of our oil re 


ive bee! 
has been found. Wem 
lt part 


oceul 


st 


} 
resseqd 
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e operator with the incentive to rerisk his income 
more oil to replace that which is being produced. 

The fundamental pul pose of deplet ion 1s Ince} tive, It 
rard and forward and insures a steady supply of oil prod 
Depletion has kept the basic part of the business, t] 
aing oil, highly competitive. It creates competith 
king, and such competition accelerates the finding of « 


Depletion is not a subsidy. Subsidies keep the nigt 


business. ‘The oil producer must earn a profit to re 

A reduction in the depletion deduction will de} rive the 
f the funds necessary to the continued search fo 

ll not be justified 1! lend g On oil propert e 

1 mineral lands will decline. The rate of 


ffecting an Increase in prices to consumers a1 d 


ment on the enormous quant! ies of petrol 
Chase. 

There fore, nstead of « ffecting an increase 

rn of the depletion deduction 1s certain to 


tax revenue, 
] 


Many state budgets are dependent not only upon 
dustry but upon an expanding one. If exploration 
illy curtailed, the e onomy of many States would 
nd the economy of many other | | 
would then be necessary for those Sta 
t are levied only by the Federal Government 


lo determine whethel the depletior deduct 
paired, it iS ony ecessary 
in adequate Su] , | 
ied supply of 
au ‘ 
[ oil reserves <¢ 
= 7 


erve 
k you. 
\Ir. ¢ YPER Doe 
Mr. Lyons. Yes, 
Mr. Coorrer. Mr. Bog 
Mr. Boees. Mr. Lyons 
veport testified on this same 


" } 
close connectio between the 
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inform ition 1s correct, some of the operatol 
d they are being put in escro 


] ~ | 
} ca ) yy) Ts y » * 
iose revenue groing to the 


te is now being deprived of 


her ¢ urta | produ 
art ularly on our ac 
* would it not? 
ve by some meal 
ou very much, Mr. Lyons. [I tl 
ent statement. I am glad to 
rw an. Mr. Keogh 


i. The last time | he ird the testimony of Mr. Lyor 
tee of the Congress went to Shreveport, among 


Mr. Lyons has reversed the 


. | procedure and ha 
1. as now, Mr. Chairman, the testimor y that Mr. 


? 


17 l 
} 


iad you 


| 
nave 


founded upon his personal experience. 
s refreshing to me, Mr. Lyons, to have the testi 
like you who is a counterpart of those many who 
o much to the building of the economy of our count 
hreveport and your State of Louisiana, in my opi 
eratulated for having you as one of its citizens. 
ns. Thank you very much, Mr. Keogh. 
iMAN. We thank you very much for your appea 
formation given the committee. 
Lyons. Thank, vou. Mr. Chairman. 
Boaas. Mr. Chairman, I as! 


k unanimous consent to Insert 
p t a statement by our colleague Mr. Colmer, of M 
cles rs | to testify today but had to return to Mis 


u\ .) % 


( HAIRMAN, Without obiectic n. that n 


Ly be done. 


il 
taf 
LLel 


nent referred to follows:) 


Hox. Wititam M. Conan Rs 


4 


MISSISSIPPI 


. WISI 

the opp tunity to apm ir bel 
ni Trew we rds The « nceerTrn W 

s well known to all of vou Y 
national self-sufficiency I 
rement which would pre 

other vital defense mater 


nd Means Committee, I 


’ } 


»enough oil to carry our di 


pared to produce it ou 
is because of this concern that 
possible effect whicl any cl 


if and gas would have on tl 


+} 


ie develop 
The problem of additional oil for 1 
lopment in the State of Mississ 
1 with the older oil produeit { 
Under an aggressive explorati 


which will produce a large part 
: he present dk f< nse progi 
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During World War I our State produced no oil whatever. Just prior to tl 


1e 
eginning of World War II production was found in Mississippi. Since that time 
e has been a rather steady increase in exploration and production in our 
State. This has become more evident in the past few years when oil operators 
in to realize that the best results would be obtained by the dr ing of deep 


kor example, in 1939, when the State had only one oil field or pool which 
luced 153,900 barrels of oil in that year, the average depth of wells in 1 


e was 4,898 feet, whereas in 1949 we bad 41 fields in the State whi roduced 
st 38,000,000 barrels from wells drilled to an average depth of 7,150 feet 


eepest producing well is 13,082 feet. 


~~ 


of the development which has taken place in Mississippi to date has been 
ed on by an oil industry which has been encouraged to ris] i 
for new oil reserves. Because of our comparative newness as producin 


nd because of the increasing depths at which oil is found in Missi ppi, we 
that the oil operator is incurring greater risks in his Mississippi explora- 
than he is in some of the older oil-producing States. We know that the 
istry has been encouraged in the past to risk its capital in such ventures and 
ww its earnings back into the search, because of the existing provisions of 
ncome-tax law which were framed in recognition of those hazards 
Naturally, we in Mississippi feel that any change in national tax policy i ela 
to oil and gas which would tend even to slow up the industry in its search 
would be a mistake, first, from the standpoint of obtaining the reserves 
ficient to meet the present emergency and, second, because it would appear to 
inate against our State at a time when it is at the very threshold of an 
gvressive oil-development program We can see how oil development has bene 


ted the whole economy of our neighboring oil-producing States. Frankly, we 
ke to contemplate the prospect of similar benefits for us. 
s for these reasons that I earnestly request that this committee continue the 
esent depletion provisions with respect to oil and gas. 
The Cuarrman. Mr. Wesley E. Disney, counsel for the Independent 
Natural Gas Association. 
Will you please state your name and address to the reporter for 
e benefit of the record, and the capacity in which you appear ? 


STATEMENT OF WESLEY E. DISNEY, REPRESENTING THE INDE- 
PENDENT NATURAL GAS ASSOCIATION OF AMERICA 


Mr. Disney. Mr. Chairman and gentlemen of the committee, my 
e is Wesley E. Disney. I represent the Independent Natural 

s Association of America. 

Che gas association I represent is composed of pipelines, produc- 
ind royalty owners, all deeply interested in percentage deplet on 
wanece. It means as much to the operator producing gas and 

the gas royalty owners as to the producers and royalty owners of 

o when I discuss oil in this presentation, I include the gas. 

Gas is important as a defense material. We may, therefore, expect 
to have heavy demands on our gas supplies in various phases of the 
iefense preparations. 

l'ax events have crowded in on us rapidly in recent months. There 
was the rate raise of 1950, the excess-profits bill just passed, then the 
renegotiation act now in legislative process. Now it is proposed to 

luce the allowance for percentage depletion for oil and gas and 

require the oil industry to adjust its intangible drilling costs on 
theory that the two constitute a “double deduction.” The prac- 

il objection of Mr. Snyder when he was before the committee was 

e effect that the intangible drilling cost deduction would be a 
tation upon the percentage depletion deduction. That is to say, 
ild be taken this year and run into next year. 
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lor many years the Treasury has brought all its guns to bea 
the pl pie of depletion to secure repeal of the allowance 
unt last year, after the subject had been investigated at le 
times, did the Tre isury concede that the principle of percentage «i 


i 


Secretary Snyder, apparently taking for granted that he wo 


held t { vear admission that the percentage depleti 
nes d in principle, come to you with the proposal t! 
centag pletion for oil. gas, and sulfur be reduced to 15 pel 
ana tf t percentage depletion for nonmetallics be red iced fro 
percent to 5 percent. Minerals, which have an allo e of 1 
re . were } emnibdi ced wit! nthe senate sanestnaasstiation 

| ne tor the reaso — minerals are omitted fre 
reco! endation, we find that many mit erals like lead, 

CO] cl I nm very short supply Wi he lheve this shortage 

r r omitting the minerals feat te Secretary's recom! 

{ \\ t about the nonmetallics, many of which are in eq 
- pplv. like fluorspar. sulfur. and i large list of others to 

‘ ( here ? 

\\ I tore " r lt to cre xl WAY to get ort sup 
( nd ¢ to follow the Treasury’s recommendation to reduc 
} entage depletion allowance fre mn ie pe reent to 15 percent 
t¢ t the intangible drilling cost as ductible item. 

In th { pla e, this is not a revenue plan but a plan for tax 
vision. Secretary Snvcder, in his testimony before you at the begit 
of your . posed the matter in different ways. The burd 

that we could hardly vo to th CO ntry for li 
l at the same time leave the percer tage deplet 
ll t. unplugged He stated that it ould 
lair to t other taxpavers and exp) ed or implied a fear that 
| ar ( self would not ibide by the judement or vour com!) 
‘ thre ‘ tv for the depleti illowance, as Congress 
I () er of a century 
On ply a tax prov for the ret 
All of 1 oll and ' old from a well not ] 
() nay ) } ealled pt Since ft} exact amoul 
\ mit rapidly “ e recovered, and the ot! 
me e depletion allowance cannot be definitelv ascerta 
the f an oil or gas well, the amount to be ret ned for ret 
Ci} [ owner has been estimated ind fixed at 2il, pel 
i] t figure but based upon facts and not upon any pull 
of 1 hat. That figure of 2714 percent was arrived at in 1926 | 
Bureau of Internal Revent ind t Treasury itself, operating 
9 Se! f om} ttee Ss super lol Lh Trea ury tself took fron 
files random cases and came up with an average of about 3544 pr 
a the } per amount to be dedu ted for depletion. The Cong 
compro ed the matter at 2114 percent, and the most stret 
efforts on the part of this and previous administrations has not 
al e ft prod ice anv eV idlence that wouk | break that figure dow} 
‘I illowance of 2714 percent de pletion was arrived at by a 


plete try-out of the whole subject from pending c ases actually | bt 
the Treasury Department. There is actual evidence upon whi 
971/. nercent depletion allowance is based. Congress did not w 
guess the matter off and asked its advisers, the Treasury Depart 








ng@ figures in 
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stated that with the e xpen iditure of $300,000,000 or $350,000.00 
would produce 30,000 barrels of oil per day from coal. Now, if tl 
and gas business is let alone, it will produce that much in taxes 
out that expenditure. It may be that as an experimental proces 

might need that. I am not criticizing it, but it illustrates to you 
far you run into cost when you spend $300,000,000 or $350,000,00 
the production of 30,000 barrels of oil per day. 

We are informed that the military authorities expect us to pro 
an additional 1,000,000 barrels of oil per day and we have to pro 
an‘additional quantity of oil to keep up with the ordinary declin 
goes on every day. 

Now I hesitate to take the time to discuss the stripper wel] 
believe you gentlemen have those things in mind. They hang 1 
close tot he line bet ween profit and loss: and if one wets too close ti 
line, over toward the loss side of the line, the thing is to sell the p 
erty, if anybody will buy it, or to pull and sell the junk, tubing 
rods, and material, and hang it on the hook and call it a day. 

Now, there is a pretty well-defined technical definition of st 
well which I have illustrated by being one that is close to the lin 
tween profit and loss. In the oil field they say a stripper well is 
that “if you have one, you know it. 


But that is a little bit in a light vein. It would take no str 


of the imagination to decide that with these little stripper wells 


proaching the loss stage anyhow, the reduction of their percent 


depletion allowance from 271% to 15 percent, practically a 50-pe1 
cut, would determine the owner’s course to A dence them and 
the property. 

Now down in the district I used to represent in the old Bur! 
field, in the Osage Nation, the tribe finally voted after a political st 
gle to permit a secondary recovery system to operate in there. I 
field at one time there were great gushers of oil, but these wel! 
down lower and lower and lower, and the tribe reduced the 
to an eighth and made the other necessary requisites. The oil 
panies are going in there on secondary recovery. 

One company estimates that with the expenditure of $68,000,001 
Secretary Chapman’s $350,000,000, they are going to be able to pr: 
140,000,000 barrels of oil per day. 

In passing I might say that Walter Platt, one of the great aut! 
ties on oil in America, about 15 or 18 years ago, was called upon « 
officially or by his company to make a report on the oil potential 
in European Russia, and he reported after a few months that | 
pean Russia had about nine times the potentialities for oil a 
United States, but they were no operators, the Government o 
the lands. There was no free enterprise there, so it woul 
developed. 

Many of the stripper wells will last for years under the pr 
law. The y will yield a litle oil each day, half a barrel. all 
secondary recovery operations will produce ad lition: ul quantit 
oil. Anything that tends to keep them alive adds to the tota! 
duction of oil in the country. Likewise, anything calculated 
strict their production and destroy their profitable operation h 
the day when they will be pulled and destroyed. Whenever o 
these little oil wells is pulled, it is gone. As long as you keep fo 
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th it and get it producing oil each day, it is still ilive and ready 
secondary operations. 

Now the talk that after a well has been paid for it does not have any 

percentage of depletion is just as superficial as can be, in my judg- 


ent. The tens of thousands of royalty owners, farmers of the land. 
| investors alike, should have a word spoken in their behalf at this 
ve. They have one-eighth of the production. ‘They either had at 
beginning of the well, or when they purchased the roy ity, an 
omic sastetigg in the capital in the well. The 271%, percent lep le- 
llowance e lable th m to recover some port oO! ot that ( ipit il. 
x free. Many, if not most of the purchases of royalty never finally 
out, because the purchase was usually made when there was a 
on ih the field. When a man buys royalty, true enough he 
into the matter with his eyes open, but who would deny him a 
irn of his capital if he can get it, at 271 » percent f Why put him 
tol5 percent’ Ispeak from personal e “xperience on that my _ 
rhe argument that percentage depletion should be denied appea 


irse, to those who have not cone to the trouble to understat d 
entage deplet on. ‘I ney contend that it 1s unfair to other tax 
ers To perm t perce tage depletion at v71 ° percent to be deducted 

here the cost of the well has been completely recovered. But the 


t of a well is not the criterion. The recovery of the owner's capi 


Ot his cost, but his \ ilue—tax free, is what is nvolved., no matter 
i the cost of the well h is been recove red either by him or by someone 


| will digress for a minute. You buy 300,000 barrels of flour at a 
rabarrel. You sell it for $400,000. Now there is no ignoramus 
npting to advise you in a case like that, purely on a cost-depletion 
n, that you would not be taxed on your $300,000, you would be 

xed on the profit you made. With the $300,000 you would un- 
tedly be tax-free. Chat is a simple case of cost depletion. 

Now w th percel tage depletion supplanting Cosi cle plet on In most 
es where it has bee) calculated and agreed upon that it wore . 
percent of gross process of the well, taking into conside1 
percent of the owner's rovalties, that system has ee 9 oO 

is been the system since 1926, 


nteresting to vo back to the h story of that percentage deple 


i 


They had a long struggle in 1926 on the subject. Then in 1934 
* tor McKellar. of ‘Tennessee, offered an amendment to strike out 


percent depletion In the Senate and a lor Oo debate ensued be 
him and Senator Gore, of Oklahoma. The Senate, on vote, 
| to take any action on Senator McKellar’s amendment. 
in 1942, all of you gentlemen who were > tee then remember 
liscussion we had and we went into what percentage depletion 
s about as thoroughly as we could have gone into it. We went 
fas thoroughly as the committees went into it in 1926. It was 
kk ock down. drag out fieht. Mr. Ball came down from New 
ilmost with the avowed intention of repealing the percentage- 
on allowance. So you went into it thoroughly. 
it you took the matter on in 1950 and had about as thorough an 
tigation of percentage depletion as you had the other two or 
times. 
So it seems to me that it is about time, especially when we have a 
ir on, to call it a day so far as putting the oil business to work 





1740 REVENUE REVISION OF 1951 


de fe I dit gv its pe reentage de} yletion ss and le tting it YO at that and 
ing for a happier day when _ pletion can be retained. 

Now the matter was before Senator O’Mahoney’s committee in 
This ( ommittee was composed of 11 Se nators, both sides of the 
painstaking Senators. If I would take the time to call their na: 
it would interest you. But here is a very short summary of 
report, another investigation : 

» ends (the sustaining of our domestic supply of petroleun 
human freedom, the cornerstone of our policy) we should 
those laws which are most conducive to stimulating additiona 


and development in the United States * * * 


treated like Russia has done all these years 
t such legislation as may be necessary to encou 
ds which otherwise would not be productive. 
rage free competitive enterprise by tax reforn » provide it 
< of private capital in new ventures. * mitinue the pr 


} 


e-tax law permitting deductions for depleti d intangible 
Che report further explained that the existing deductions for di 
ind intangible drilling costs were allowed because oil and 
like other minerals, are a diminishing resource and because inv 
ments incident to exploration involved unique risks with dang 
large finan ial loss. 

Just another word, Mr. Chairman. The oil and gas industry 
not stand a cut of 50 percent 1n the de} rletion allow: ane e, when we 
practically in a war, we are making de ane preparations as earn 

were actually ina war, — ot with the same steam 

e part of the individual, but that is exactly what is going 

- oil and gas industry will not hang it on the hook and ca 

f you do this to us; we will go ahead and produce oil. But 

ng we cannot stand in the long run, and you will be doing 

what Russia did in not permitting her citizens to have the benet 
free enterprise and giving the entrepreneurs the right and incent 

develop oil in that country. 

The CuarrmMan. Mr. Keogh. 

Mr. Keogu. Mr. Disney, were you present when I asked a few 
tions of Mr. Brown? 

Mr. Disney. No; I was not. 

Mr. Krocu. Let me ask you this question: Do you agree that 
the percentage de p yletion allow: ance that tends to attract to t! 
dustry the risk capital which it needs ¢ 

Mr. DISNEY. Yes, sir, I do. I believe that is correct. Let mi 
you an illustration. 

[ know a farm in Cleveland County, Okla., that is about to be d 
because of the percentage depletion allowance. 

Mr. Krocu. If you agree with that, do you agree that the de} 

ypwance _— be increased to the point where it would attract 
ndustry more risk capital than the industry needs ? 

Mr. Disney. Well, I had not given any particular thought t: 
We are engaged in defending percentage depletion as it stands 
I think the time will come when we will have to have an incré 

Mr. Keocu. Is it fair to assume hypothetically that if the de} 

ince were increased to 100 percent, that there would 
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ple trying to put money in the industry than the industry could 

bsorb ? 

Mr. Disney. Yes, sir. Well, maybe not more than it could absorb, 
t would increase the risk capital that would go in 

Mr. Kroau. And the present 971% percent apparel tly loes not at- 
tas much as the i dustry needs, does it? 

Mr. Disney. No. 


Mr. KrocH. So that i! ideal percentage is somewhere bet wer 27 ” 
LOO percent ¢ 

Mr. DISNEY. Well, y lare not roing to reach nerfe tin n this he- 
‘itis an estim ited per ent, estim ited by mer who t Vtog il] 
raAcTS 

Mr. Krocn. It more closely approaches the facts? 

Mr. Disney. Ye 

Mr. Kroan. Is it not true that the reduction of the al] o 
e point below 2714 percent would cause all risk capital to 1- 
from the industry? 

Mr. Disney. I think so, ves. 

Mr. Keogu. Would you have any idea as to what pe ntage that 


dd he and at what percentage bet ween 214 al | LOO we ild t! 
pproximation of per fe ction be reached ? 
‘Mr. Disney. Well, you are running me into some calculation 
here that I might not want to stand on tater But if v 
ng it lower than 2714 percent, less al d less equity cay ital would 
lined to go into the oil business. 


’ 


N w we h Ve hi ara SOME talk of Some movie tors vetting ntTea the 
| business and then making some money. but I have also heard 
it Don Ameche wished he had never heard of an oil well. He put 


oney which he ( ad not cet back. He had t | e ime eNXT T ne 
it I have had. 


I don’t know where vou1 point would be, but if it 


( I ead, you 
| get more money in the oil business. ; 
Mr. Krocu. And you lower it, you would get less? 
Mr. Disney. Yes 
Mr. Krogn. At some point vou would get as much as vou need and 
ime point below you would ret nothing ? 
Mr. DiIsnryY. I do not know where the poir t would e wher vou 
vas much as vou need. : 
Mi Krocn. Reasor bly I eed. 
Mr. Disney. Yes 
Mr. Keogu. Thank you. 
Mr. Disnry. I do not know what that stage would be 


The Cuamman. Mr. Curtis. 

Mr. Curtis. In your opinion what would be the position of the 
ipply of the United States at this time if this question had been 
lved In 1934 i favor of eliminatir o@ the depletic n allow ince? 

Mr. Disnry. We would not have nearly the supply of oil we have 
.tosay the least. 

Mr. Curtis. Would there be some States that would not have the 
rtant oil-producing industry such as they now have? 

Mr. Disnt me Yes. For instance, the State of Mississ ppl has been 
ope dd since that time very largely. 

Mr. Curtis. Illinois? 





1742 REVENUE REVISION OF 1951 
Mr. Disney. | 

as it is right now there is an area in western Nebraska that is ge 
hot as a firecracker, they tell me in Tulsa. 

Mr. Curtis. About 3 years ago, or 4 or 5 years ago, we d 
have any production in Nebraska. Now how much new prod 
do you have to have to stand still? Is there a certain amount « 
0 ng out 4 
YisnNeY. Yes. 
urtis. How much new production do 
D even? 


; ; 
Illinois, ves, sir. 


And with the percentage dep 


ductiol 
Mr. I 
Mir. ( 


I 


you have to | 


sont ley 


r of 200,000 or 300,000 barrels a day 
nd estimate. ; 
Mr. ( ts. Could known fields supply that? 
Mr. Disney. Yes: for a little while. 
d they would 


Mr. Disney. I discussed that with some fellow the other day 


I think that 
URI 


} 


The turn east Texas 
pretty strong there for a while but befor 
e down to such stripper wells that it would not a 
T} ey are wetting a lot more oil out of the east Texa 
ey ever would have gotten if they had not prorated it, a 
going to continue for many, many years. 
Mr. Curtis. That is all, Mr. Chairman. 
The Cuarrman. We thank you, Mr. Disney, for your apps 
and the information you have given the committee. 
Mr. Disney. Thank you, Mr. Chairman. 
rhe 
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e S¢ ) rhe is no pos ’ ! 
depletion allow e, t 15 perce é 
na return of his capita r any substantial par 
e £ets that, or ( ! ‘ ( ¢ 
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deducts from his current earnings his cost of doing business, which includ 
purchase of raw materials. Likewise the oil or gas owner deducts his inta 
drilling costs, which is also a cost of doing business. As depreciation the 
of the store or manufacturing plant deducts his allowed or allowable 
deduction, based upon a percentage of the value of his plant, officially est 
at X percent of Y dollars for a period of, say, 30 years. This is a tax-fr: 
turn of that part of his capital to the owner. Likewise the owner of 
and gas well is entitled to deduct his percentage depletion of 2714 percent 
is estimated to return the owner’s capital to him. Liken the intangible « 
cost of the oil and gas well to the ordinary run of expenses involved in the 
or manufacturing plant, and you find that they are both costs of doing b 
and allowable in any event 
Reference has been made to the thoroughly considered action of the S 
mittee in 1926 in awarding percentage depletion as a return of capital 
itor McKellar offered an amendment to strike percentage de] 
b then pending in the Senate in which the late Senator Gor 
ject of percentage deplet on in detail, and the Senate defe 
i ndment May I remind you gentlemen who were here i 
tage depletion was the subject of a thorough examination 
and in spite of the recommendations of the President and 
ary of the Tre asury, the per entage deplet on allowance was ré¢ 
t plan for the return of capital and incentive to drill more wells 
ther attempt was made to reduce the rate to 15 percent 
1947 Senator O'Mahoney, who was chairman of a special § 
nvestigating petroleum resources, composed of 11 of the most 
bers of the Senate from both political parties, submitted his 
» of brevity, permit me to quote very briefly from that report 
ends (the sustaining of our domestic supply of petrolew 
( iman freedom, the cornerstone of our policy) we should 
those laws which are most conducive to stimulating additir 
nd development in the United States * * *, 
such legislation as may be necessary to encourage secondary 
| flelds which otherwise would not be productive 
ige tree competitive enterprise by tar reforms to provide 
private capital in new ) re ‘ Continue the pi 
e-tax law permitting deductior lepletion and intangible 
*"’ [Italics supplied 
further explained that the existing deduction for deplet 


osts were allowed because oil (and gas). like tl 


nishing resource and because investments incident to ex 
jue risks with danger of large financial loss. 
he Cuarrman. Mr. James Upham, president of the Ohio O 
Association. 
. Jenkins. Mr. Chairman, Mr. Upham has with him sever 
trom Ohio and | would lke them to take their pla 
ome of them would like to file statements. 
ill permit me, I would like to say this: That O 
s of oil and gas producers, most of them small, and 
( belong to what they call the Ohio Oil and Gas Assox 
Now, Mr. Brabson has been a very prominent official of th 
on for years and is very well qualified on all phases of t 
He has prepared a statement and he would like to have 
ent to file that statement at this time and at this } 
|. He will not present anything else but that stat 
» CHATRMAN. This is the first time that the chairman 
vthing at all small about Ohio. 
Mr. Jenkins. Our production of oil and gas is not small | 
P ul produee rs would be classed as small producers. 
The CHamman. Without objection Mr. Brabson’s state 
placed in the record. 
( The statement of George D. Brabson follows :) 
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STATEMENT OF GEORGE D. Br NDLAY, OH 
ame is George D. Brabson I live in Findlay, Ohio, and I appear 
500 members of the Ohio Oil and Gas Association w 
as in that State. I 








») are producers 
have also been reg lested to ppear on behalf ¢ tine 
thousand royalty whers living in that State who would b iffected 
ces in the prese lepletion allowance 
of all, let me iy that I am not interested i em ingles , 
lepletion. Nor am I concerning myself here today with the sociolog 
f the questior whether percentage depletion is progr e or regres 
i revenue |] visior 1 am interested in and w l Ss ~ 
es of this proble These are 
‘ Ti Dp ese | nee Tor ilé ‘ T } | 
lt arriv fal y ot pr ers } 
he present I Ww ¢ j ! ‘ I 
essage to C February 2 1 P 
or rey ntage deple 
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y reof t ‘ 
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STATEMENT OF JAMES A. UPHAM, PRESIDENT, OHIO OIL AND | 


ASSOCIATION, NEWARK, OHIO, ACCOMPANIED BY IRA M. KO! 
SECRETARY 


Mr. Urnam. Thank you, Mr. Jenkit 
My name is James A. Upham. Iam president of the Ohio O 
Nev irk, ()] Oo, wl 7 In ludes in ts member 

was prod cers in the State of Olno. I 

| lls in Ohio and ha 


vet extel 
n neighboring S 


overy | 
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Jenkins. And by your explorations you are putting in about 
new wells every year / 
Mr. Upuam. We drill 1.500 wells, Congressman Jenkins. A lot of 
e. of course, are dry holes. 
JENKINS. What \\ uld be the iverage 
Urnam. The average producer ¢ 
JENKINS. Y I mean what would be the av re of prod 
wells? 
Urnam. About 40 or 50 percent. 
Jenkins. What do these wells cost to drill? 
Urpnam. In the deep areas they cost as hig 
JENKINS. So ye et back not quite half of what vou 


Ppercel 


Upuam. Ye 


JENKINS. Ne it the temper of t ~ of 
thy ira ? ne owas a i ¢ | 7 i 
P | 7 
h ~ | I (te ] ‘ , i \ 
+a if f resp ef 
] ] 
| | | Ni | } t tive ry ‘ ‘ \ } ! ‘ 
l =¢ \ cio) 1 > Oot wel ] t co h } r 
} 
kor stance \ ike A lot of ( el ere ire Oo! 
. . . 
out of 15 or yells or.» ( ( irvine the le id 


JENKINS. All t ( wel nl) ( Wwe i not comm ce Te 
ind for oi] ()} rand 


I 


Urnam. No. The total production in Ohio floats betv 


vy] r \ ‘ or { ? \ } 
) yrrel \ 
Jenkins. W etic () ‘ { F 
} ()) ftlh, St ‘ ie | e} 
il ir’ ¢ ueh ? | . 
Ohi S olland ga \\ ()] pr £ { 
ot va t rT ot} oO ) ' 
( 
I InM | ? 
) ! | ! ( r 
uM. I Mr. Chan ! 
{ MES Nii { } | htoy k ’ 
time | \ 
ive been requested to put in the record tl] teme I] 


ind Royalty Owners Association: and the statement of Mr. 
(. Hankamer. of Houston, Tex., an independent oil operator. 
(*HAIRMAN.,. \\ thout obj tion, 1] three W ] fo 1) thy record. 


’ >» 2 
| e statement rt rerred to follow 
STA I] I RA ] N G eX 
en of the « é the questi f het] 9 Derceel 
va © up ~ emain as it now stand b luced, ( . 
7. siderat ! r com ‘ s esr S ~ ‘ 
ntoour S ‘ i its citizens | e% ( Si r 
rg deys I Por an the tawne cle en | { \ 
} } Cong h w 1 result in redic me \ . f thic 
1 be handi« ip our State 
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} 


{ known fact that the oil industry is basic to a major part 
econom) our entire Nation. The farmer today can cultivate easily 10 
the amount of acreage he formerly cultivated, because of the tractor and 
farm machinery oil-powered. The good roads are being built from oil t 
We have the consolidated school district, which is a great forward st 

{ our rural district, because of oil an good roads, and 
The petro-chemistry industry robably the most 
we have toda) The industry, wit! 


inv o er sevel 





] 799 


true that 
elf in possessiol f ! ‘ issets 
over In sucl , permitt 


17 
owal ows r ’ 4 ‘yvelonpmen 


s is propo 
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My company is a small company, Our refinery capacity is between 5,00 
6,000 barrels of crude oil per day More than half of the membership 
Western Petroleum Refiners Association is of small refineries and our expe 
are typical of theirs. Almost without exception they must look to sources 
than themselves for a substantial part of the crude oil necessary to kee] 
refineries operating at the percentage of capacity which enables them t 
profitably Any decrease in the availability of crude oil to them would 
diately have a serious effect upon their ability to continue in business Ll; 
of t 
duction and the effect that any decrease in the present depletion 


hat » have a keen interest, both directly and indirectly, in crud 


would hi »on the search for new oil reserves 
It is I nsidered opinion, based upon long experience, that any 
in the depl on allowance would seriously impair the continued searcl 
oil reserves and shortly result in the dependence of much of our refining i 
upon oil from sources outside the United St: In the event of 
sucl { would be of the utmost riousness to the su 
bility to sustain our momic structure 
ortance to the p ition of oil from the known 
necessity to reso Oo What is commonly known as s¢ 
briefly, such secondary operations involve repressu 
her gus, water, ai combination of them. To 
is hecessary 0 
ring is starte 
egained in a relat y ort time * it becomes 
scontinuance would leave a \ 
is which, based upon 
decrease in the depletior 
secondary recovery and the 
Nation can ill afford such 
program is getting unde! 
nted out clearly tl 


dramatic expan 


0 ¥y and powse 
oleum No othe 


rresponding period 


cependent Ipon a 








name is F 
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oil and gas produced from reservoirs underlying the Gulf waters amour 
only $6,300,000 as of the same date. Of the $254,000,000, $48,000,000 wa 
for geophysical work, $60,000,000 for lease acquisitions and rentals, an 
000,000 for marine equipment, drilling platforms, and the drilling of we 
1950, 185 wells had been drilled, of which 91, or 49 percent, we 
04, or 51 percent, were productive, of which 68 were oil wells, 
and 23 were gas-condensate wells 
thstanding the hazards and risks involved and the tremendous e 
l this area, the petroleum industry has gone ahead w 
t ir constant search for new reserves The present incentives 
aws have made this possible. Without such incentives the discov 
reserves would be seriously curta led to the detriment of the consul 
I and the defense of our great Natior 


produce 
of our oper 
1d office in ¢ 


ommittee, I would like 
oil bus ness since I was 16 
of those years up to 1948 were fo1 

Since 1945, I have had my own business 
ard excellent and complete testimony as to why tl 
| be entitled to st 


ly sound and es 
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hted or capable than I, to acquire lands and conduct exploratory drilling 


ond the limits of the new area discovered by me. One of these new areas 
ing to be a major oil field. I believe it is conservative to estimate these 


eserves at 100 million barrels of oil. One does not have to be an exper 


oilman to realize the te rrific boost to the economy of ar area or the addi- 
taxes involved in the development and production of ne-fourth billio 
f oil Statutory epletion to the full extent now permitted, s a 


} 


small price to pay fo! 


IMS, I acquired a 50-percent interest in a small tract of nd on the est 
f the Frannie oil field in Park County, Wvo. nd was beyond 
of pr “Mluctior s fixed by he ompanies oper ng ti | cl I 
my 50-percent nrere t hy dr lin the first we } vy s ‘ f Q)rry 
vas compl l S D uce! ! re comple yg fifth 
Qdur » we S ] ~ ‘ alt eq < res t f ' ’ 4 have 
n the drilling of 26 wells since the mple or « firs neé Lhes¢ 
eost abv tf SUO000 each The new reserves ! nil l ‘ 
Vv es ite 10 l irreis of o 
stress too strot the fact that neither I nor the tl nds of 
nt producer rd to take the risks involved in « ng 
tl re ird y ! . } el } } PS 6 | 
\ l nl l ‘ | in s ‘ fit t vitl 
present in « x ‘ Iw be o1 © ¢ I ) 
to convey Littes f pres ! I ! f 
portance t W irawa f tiie rit \\ l > 
nstitute a nat ed Ia h al neerit nd « plete 
that mv withdraw l tilied | ! h lIreds and hundred 10 
e same relative p nas I, could l d re It in a . 
he rate of oil d eries, development nd prod i this « y 
fford sucl re n of our most tal co lity 
wance of sta r eple ol = the kevstonse f the wr lucing | } 
industry as e and the ver nd h th ’ 
t «f dt piace I I 


m I ‘ | I ! nad S e! 
Miss ) ie \ » Jacl MI 
hncing oO , 
‘ ' } . 
mencde I | () \ é 
} ve be thy cil } ' 
( Ww ! ( \ V it Ww I \ $ 
objer ‘ find a ) yl rs f 
ow i pray tl emor lid n 
prod lol i nh time in 
I n lilo i \ whe fi ad vere ( ] 
M SISSi})} I he it¢ ] if ¢ ‘ ‘ Se] ‘ l ) 
was drilled by I n Producing ( nother independent company 
e into Jacks ol i@ day I owl } SCOVeT We h © been ft ¢ 
ind | ( lh ¢ rh es n re ed ng our ¢l re e 
t 
the discov [ we ibove referred ) I ) l lt l ] es 
rilled in Mississippi in a futile quest for o O t s foun 
I Vast new l ( hat was at i ve nd in , S per 
2. 7} | I 4 aed We I \ 1 ad I I . 
t with a ( l he t i \ s I 
I 1 \ w owe In money ha ( I t I nts l 
it which w | e ever been ab have \ POSSE 
iue to eXtravag Oper on Ib ey nv I ss ited 
estify ft nai 1 iS Simi ri ‘ i der ] 
of cont . ve to find new o I é wl ‘ 
~ i I expend ture lo (l ry ( \ 
} j ! th ‘ hy 
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to enhance the profits ‘ 
ymers in the fe 


oil industry, but instead are passe 
lowe prices The cost of gasoline (exclusive of excise taxes) to the co 
é y less in 140 than in 1926 (when percenta » depletion started) 
wholesale commodity prices eenerally were up no percent Thus, cont! 
what tl rities of percentare depletion would have you believe, the benefit 
presel epletion allowance 15 5 ared with the customers and is not mono] 
by é istry 
by the me log the effect of any educt in the depl n allowance 
i | -cod on to the industry s cus mers tl wh higher prices lt 
| pit | for the expans nm ti es erve s customel ( 
t ( ble to earn a rate of return W 1 é pra’ favorably 
é i s industries As points it above, the esent rate of re 
‘ I st = slial tly less ili th il ‘ li - industt! = 
| n of percentage cl et which ad! se the ¢ ndus 
ro} nately to other indus : mld obvious ea declil 
rate n and limit the a bility new pita Restoration of 
i < etitive l e] ad co itm on bv charging the cor 
I eT ras, since the I! erie ot mm | ve dep n 
hie ‘ suming ] ny ci 1 in et yust | 
e consumers 
I s to col pro ‘ e fuel req el 
ee n lv i . yr e tiie ih I 
ints of cay] Li I ising : I e ol 
reserves Percentage ad t f ired by Con 
i ‘ of the xpayers I gross Inco fre the property, t 
\s sent tt t of intang) development costs has effective 
nis ree ‘ 2.) Ve s nd I et i ne W ‘ itinue to a 
STAT ‘T oF D P.O or TULSA, O A 
My I> d P. Oak Okla I graduated 1 the I 
M engines i? 11 went edia to Oklaho 
ndependent 0 lucer, My ass es and I wild 
ccount of eng eril rr I was eve 
é ! possib es of I dditional } 1 on by é 
‘ ft nools then tl ight f ve been depleted About 1920 I 
| f my time d gas repressu In 1951 1 
s ystel cw flood he M 1 ‘ 
‘ LO. Sj e that have evote vs ‘ j ‘ 
‘ ‘ 1s \ f net | n j 
hysi chart eris s of W } ! rall ’ 
I ‘ f oil, 1 I nd ~ whicl ( 
! the lakes dry Ins dl su ys ed the po 
l d limestone ck. Ordinarily, people t! f the \ 
re ss 1, but t . ey |} e pore space of 15 to 21 
f ‘ It is in s ft) f tiol 1 these seemil 
ored rhe pore space d the connectin rpilla 
< ! w he 1 is drill’ t ing ck fo tions the 
nto the ell unless there dS pressUr' f i me source to fore 
< p acres 
he } esure which nature ipplies if new fields is usually in 
ed wl h exp ] ees he <« . , ‘ otne 
pumped to tl face Mhe natural pressure Wl! h « 
‘ t] well reaches near-t xhaustion long before all of the oil it 
f s bee produced Thereafter only a ff kle of oil continut 
Production wl by ed without e inj n ¢ 
the productive fo mn is known as primary Pp lie 
! remaining in the produ forma ! t the time whe 
! 1 ons cease to be pl fitable Ww ru ~ y is SH 
(bout 10,000,000, 000 rrels of } heen produce 
t of it 1 nrit 1 ti 
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production and development loans 

i A specific amount of funds ca 
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] 


ls, at such low price carry on additional development, ev« 


f the depletion allowance; but on account of the depletion 
apital was attracted to this area in large quantities and as a res 
were drilled and much oil was found during that period. M 
and corporations came into this area and spent their money 
and discovery of new fields. The drilling operators and c 


l 
were familiar with t 


he oil producing possibilities of this se« 
information, equipment, and had many thousands of act 
rhese new ventures, employing the services and using the 
itors in this area, provided the funds for the development 
that time If it had 1 n for the d on allow 
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s, semiprove ind a goodly imber of 
30 years, » drilled many more dry holes ‘ we have 
r oil wells 145. when we began t oduce a sul 
of oil, we never ‘ or paid a dividend, but instead, used all 
ind some borrowed capital, in search for o tainly, we would 
en able to ¢« ‘ l, ve been ‘prived of the 27% 
lepletion w producing more 
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ey and made these recommendations to Congress, wh 
irst such provisions in the Revenue Act of 1918 

tions have been in every tax act since 191] In the early p 
Appeals held invalid the regulations which | 


e to expense the intangible drilling and de 
and gas wells. I have reference to the 
(147 F. (2d) 102 (C. C. A. Sth 1945) ) 
Mareh 5, 1945, that the Treasury reguli: 
taxpayers the option to treat drilling a! \ 
ntrary to law and that the amounts expended s 


time when petroleum products were vitally needs 

and it caused a aotie condition in the oil ar 

decision an immediate and serio com 

stopped exploration and development worl - 

products s corrected by the Tax Court compl 
portion of its opinion that held that the original Tre 

ations were contrary to law Congress then, by passag: 
a joint resolution, endorsed and approved the original Tre 
lations which the T: yurt had first inv dated . 


to was the I l ‘oncurre!l Resolution 50, Seve 


escribed temporary adv ' ision and the 
production of o ts that w o needed 
lal comn ‘ 0 1 in to investiga 
g the oil \ TI } ttee acted thro 
1945, throughout the ! year 146, and on Ja 
findings he mmittee con t 11 Senators 
() Mahone ‘ i among seme of the 
mittee wv or ) ‘onnally and Senator Artl 
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ngly emphas 
tional emergency program that may be cau by any 
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would tend to limit the quantity of petroleum products 


ireful study of all the facts of this question are made, I belie 
iched would be that any artificial restraints, and restrictions 
private, would be tremendously injurious to the Nation, and 
this time of ional emergency such an act would be ca 
stry, Dut more So ! Nation and the 
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‘Resolved, That the cooperation and support of the Interstate O1 
Commission, the Bureau of Mines, the Independent Petroleum Associa 
America, the Mid-Continent Oil and Gas Association, the Texas Inde} 
Producers and Royalty Owners Association, whose membership operate 


fort to obtain relief from the present 


stripper wells be asked to aid in our eltort 
and unjust 50-percent depletion nitation, which is very harmful to s 
well operators ; and 

wells average less than 3 barrels of oil per d 


“Whereas the stripper 
produce a total of over 100.000 barrels of oil per day, being nearly 10 


of our total daily production and represent a large part of our Known r¢ 
Be it 

Resolved. That we ask the support of the Interstate O Compact C 
nd the Bureau of Mines in our effort t obtain reli from the -| 
limitatior juse 

In ce sion may I again state: In the op n the present o0-percent 
t li t n iuse is against pl terests: it discriminates agall 
strippel! é ~ t defeats a ta aepie oO! i ance ol oil pr Mluced tre 

ipper ells t causes every yeal he premature abandonment of th 
of strippe wells, resulting in the ss of a large amount of badly ne 

ch si d be recovered but will never be re overed after these sma 
are abandoned: it is grossly unfair to operators of SU DI wells and is 
to every pI pl of conservatiol We stripper-well ope rs are ol 
for the s e depletion consideration allowed opera rs mu more } 
| t ~ 

On be the , stripper-we oper rs. mav I thank the ec 
the M » be heard an sk that vou eliminats the discriminate 
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uch our company to date has been successful in dis 
that we have produced, it is becoming incre: 
tion because of increased costs of expl 
eeper drilling, and increase rating costs. 
re working capital will be required to replace a barrel 
required to replace such a barrel of 1 1949 
perating our company I 
n the per barrel cost in 
he increase 
income taxes 
cost in Lto4Y 
we receive for a barrel of oil 
ved ho itmcrenase 
er than any othe 
of oil has rema 
reduced the compan) 
reduction in the amo 
vidends was eff« 
ing capital availal 
pany’s working 
new oil reset 
way of saying thi 
long remain int 
partments 


iy for l 
ibsorb our entire bu 
g 1951 


that the company ma 


i ion in percentage 
reduce our working capital 
il would be exhi l 
the process of | 
ed This woul 
number of pet 
ue by the Fede 
and Col 
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ls of Secretary Snyder current bl hate ols 
this tax to25 percent. Hence, I 


the subject before us. 
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t excise taXes al dl those proposed by the ‘Treasury are 


L< 
Necessities and luxuries now are taxed. Other necess 
and other luxuries escape taxation. Excises are levied at the 1 


level, involving the evils of pyramiding, of conceal) 


Other excise taxes are | <d at the cor 


mously as ( l ommend tf 
pose a lefe emergency @Xclise 
‘Ss (except To mt and med 
ding rent and certain other trades and 
exempted) at a uniform rate at the retail or consume 
proposed emergency tax would be in lieu of existing 


| ’ 


su ian excise tax as we propose must be idop ed 
ired by the follow hg sound standards: 
Maximum revenue: We submit that this proy 
xeise tax could be enacted at a reasol ably 
] , 


ot ts hroader base. if would raise more 
proposed by Secretary Snyder. 


’ 
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Avoid discriminations and unfairness: The proposed de 
vency excise tax would eliminate the distortions and discrin 
of the “selective” system of excise taxes enacted in World W 


would avoid the manifest unfairness of the 


wi! h. if acopted, would add a second laver of ex: 


biita 
5 emergency to the already form ad ible ! 
World War Il on a comparatively few trades 


| defense emergency excise tax would be f; 
it would exempt those essent 
' { avoid the unfairness to 
1 eXCcIS ‘son a few selected prod 
eonustitute “rationing by por ketbook.” 
Retard inflatior The proposed defer 
rb inflation more effectively thar 
ould discourage unnecessary sper 


omparedl t« 


ed at tl 

ly from “pyramiding” the 
freasury would be avoided. 
ure prompt repeal: Unlike 
ers’ e@XC1S@S, the cdeTense-emergency exc 
iden. Because of this fact and 


ndustries, there would be a greate 


t 


( emergency is passed. 
ere 1S no necessity fo. ut 
se of n short 


‘ 


cit ili. tT 
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al 
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direct 


lil 


itera 


rotied 


if 


rate 


COMP! 


i 


~ priial 


tl 


sive, tlexible, and 
ed by the Defense Productio 


} 


controls, 


is 


been 


wil 


OUNCea, 


pre }=¢ 


V trom the curren experience ol my OWh company tha 


all essential categories are al this moment under precise COnLI’ 


Believe me, | 


t 


Col trols how 


n u\ 


sed. undel authority conter! 
e is no reason for selective excise taxes to control t| 
i] materials In 1 connection I vite the comn 
( o copies of the Natio Production Authority's press re 
7 sued on Februarv ZO. Loot. Ww ch consisted oT a statement 
\i - mann, Adn trator ot the NPA, | would NK 
( plete text of lis statement exhibit to illustrate 
at elective eNXe ‘ ~ i ‘ “i Te OnTroLine 
eriaiis IS as « ( das the battle-a Gentile 
‘ i (del iX ‘ ' he SCaip ivailable and 
| ( ‘ yvoredaL tO Po it t t Ld ( ‘ CAC I 
Now | i ‘ oO { pre hi su 
e cet t] 
{ eX tuXes Tol an LDOoKk blo v 
( ) ! i { i Ould De Chia 
| example ¢ World War Il. worl 
ge Willow Run plant drove an average of 27 miles 
it ' i ry o isthe oniv men ottra 
‘ ‘ i ‘ itl ( riive ) titio \\ | 
emerg ) y defense plants 
) } adoinre \ ense In tax | engver cal 
Peres ! ‘ ir out of t 
e! oneed ic nspor to ! \ cf 
} Kil ) : } eres \ ‘ td) 
org 
. 
i } ( ‘ | ( t 
() “IT ‘ ‘ ot 
\ 
Mr. Hi \ eX] 
\ Is« c ivs before W | \\ 
ent tre ol It ( ob rh Clue 
( t Ory der ‘ }) ) 
tem t fs) f } d the ve e ' 
ire b ore sp} 
\\ ‘ thre ‘ o yf é ‘ 
ition t prod the max eded 
( f] ‘ ( ‘ ’ | | t et Baie » 1? | 
t = 7 per t Mii 3 ova \ | cleve op the - 
ove l proposal. He will be fo 
Mr. Leon Henderson, who fro rich experience in We 
ome interesting Ono facts not heretofo 
re 
\ (ene it ‘ 
Vin Bulovy \ | pre =— statement 
Ciiamman. Now, as [I understand it. vou want Mi 
thie Mr. Henders before the con tter 
Burnensurc. Jf that is agreeable, sit 
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ve CHAIRMAN. All right. Mr. Bulova. 
Vir. Buuova. Il am Arde Bulova, chairman of the b ird of Bulova 


ch Co. As with Mn frend Louis R ithe DUTY, VY COMPANY Has a 
nterest in 1 S nbiatter, I appeal before vou. howe ver, not a 
al of my ow) conipany but 1 behalf of t National Conn 


J r Emerge! \ | ACISe Taxation, 


Our recommendation of a defense emerge y ex e tax 
iT Ss recolhil ition, It has come a Line re t ot very dee] 
leration as TO Whether any idditional « ." { \ a { 
ma i so i ‘ i We nave met « Vari T ! ( - 
ed thes ttel it length Our co is the re { 
vctical expel it our entire g » ( () 
Sioh Wa lial US 

i ‘ spell It « 

latio | rdinal pi ple uy I 

re tha n and we n Wi 
Ve © iil i ay 
\ ill of 5 
e seel l I il ea ‘ 
( | ray tec il | iv I trie 
ope which wer wnt il that ZZ\ 1) \ ad] ive set 
er that it ! uv | TaD | WW | { ) { | 
es 
o carry oul e defense progra ou \ 1?) 
yr to Cost more esti if | ‘ ! 
Tt labo ( t tls hat have alre \ Lie l ice 
efore, the 7] mn-dollar bude red 
| iif ht ol re\ ! t Vo uy 
i om it be enough 
reuse f \ ( kel é 
| é ix 1s Cine bacl 
( I t \ } | ila ( ( 
\ ep ol | l ix wii i } } \ 
t be py b) » Ta it ! ita ’ 
i tem of « na le se Y pri he 
{ t r ra Lii cr. oO} ( 
il ft \ 13 ¢ Ol \ h t 
hutacture \ fiates L Tit ‘ Ll ‘ 
each t1 Lio If anvone d 
ea lOOoK at the Cahadtia Cperi e, or, Tol ‘ 
ence W [ } ‘ { Wh Lil Lhe Cit Xe 


Ee its ' = 3 ! 
( ire recommenced \ ! Pr ist i ( 
e manud ers price, the ta | 
ilnie! | elit Here OV I pope | ‘ i 
t mahulact Miee si 1 ne } i } 
ror the L\ Phi WOT Lit l COstl a | | 
’ 
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ible th res iry to ollect 25 cents at the n 
¢ oth ‘r words, the consumer must pay 4) 
mal price in order to enable the Treasury to collect 25 
nanufacturers’ level The increases vary with different 
, but the example which I have wiven Is conservative 

r words, if vou take refrigerators eros 
‘turers’ sales, the consumers would pay $270 1 

Treasury could collect $150 millon 


i . 
inother thine wrone with the manufacturers’ tax- 


eit is concealed f | blic, some people may 

sugar-coated app ‘ ( he emergence) We don't 
We beleve | toug mervene calls fon 
We beheve the 


y } ermenrs titN 


mntry would 


concealed and py 
would he 

j }? I 

te! ( ( 


} 


r at the retatli le Ve would ave 
1 hidden tax It would be a clear demo 
i nflation was beine met head on. 


stor ng contidence Nn the future of the d 
and the economy 1n ve! eral. 
emergency: ly inv condition less 
eency | would Oppose i? \ kederal ( 


tppenred betore 


CILElLdh a 


budeet 


World VW 


rts ly that 
t comes to exe] AxXeS, either t 


tisan emergency, al we believe it 5. 
listic pay-as-you-go budget policy by taxation as 


obt in the necess iy produ iol fo} defense by bh 


present Time 
hich we propo 
my mecome LO 
t won't even st 


stop the inflatior he lv wav vou ¢a 


Ol 
defense emergen \ 


the verv center of the stream of spend ng 


Ph 
ro where the money Is The 
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nev involving all Americar i niv be met | 


t of all America) We belie mat all Ame 
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{ pretel i f ssiue pla \ tated | ey 0 ( 
hat we cannot i real emergency with one und tied behiy 
iChK 
e aerense emery Vy @XclIse tas it a iniior reta e, ¢ 
base, W I] produce the needed revenue, a) ‘ ‘ ire 
the first ] onths of the emergency, we ca t know 
ich our expenditures will be. or just ow great ust b 
x bill. If the ite iniform., the task of i ‘ 
ti. un iM Yeqd ne vrure ft Ss vVear, a eeCU t 
eal wna ‘ reiunistahces pel l t f 
rvyear, and fil v repealed entirely 
1X is avanhtace oO} ela uv { ( 
‘ wel ‘ Omes to red e ¢ ep l 
l ia Ste) ) if oO} ‘ 
ve should ke mind that w ire l y I ith ¢ 


to the Del i T ie emMervel VY O \ | ‘ 
, { . es | 
2 Wily a e tux ore ( i ( ita 


if Manufacturer Vinic] 5, atter a the orig itor of tl mit 
rer’s tax idea. i eh very frank about It adn f | rt 
nu h bette! pore pect Of mak he eX eS a l phiadne 1 ) | 
il tax program if thev are impose it the n ifacturing | 
d of at the retail level. It admits there would he tinue 
tO Ve Ve tax at the term I erg \ 
eamal ra l CISt i ‘ I i becau 
t perma! bie é IP Pose | 
elev hat efense emergency ex \ 
| itio irate {tel othe law w ! ela [ | wi 
reexamina O e tax order to continue it. We belies 
iW ould a rry a strong tatement of ongre ( ' ( 
val of Federal excise taxes except as an emergency measu 
lense of the 
d, discrimination: The manufacturer xcises recommend 
C“USUrV are eles ve, ana elect ve just L dressed-up vora 
| rimbinatory Che Tre isury has recommended ule taxes O 
cent ind » yh ent on some items, and none on others | if 
defense emergency excise tax should be mposed at a until 
On Friday a week ago Mr. Wilson said: 
believe in erifices f they are only f the other fe 


tall ly that ~ the philosophy which underlies our whe le a} 


ls emergency. If the rate of the excise tax s uniform and 


l mn 
cross the board—we would have none of the problems t} 
trom selectivity and discrimination. All industry would 
like , 
e basic reason for the Treasury recommendatior S cont t 
ls, why should the Treasury recommend a 25-percent tax 
r durable that tre In active competit on wit! onsumel 
wl ch the Tr sury proposes no tax é Mian. of the | tux 
htain mate i just as ritical a thos n the taxed en 
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ot b ling materials, farm implements, and hardware are not 
ereci as consumpt on expenditures, of course, but as investment « 
il items Sut they are in the stream of spending, and cont 

‘ goods do for materials and services. The defense cont 
have taken drastic action to reduce the volume of construction. ( 
eri ive been tightened by the lederal Reserve Board. Il 
ili ee, O ly oO percent ot erta n bu ld ngs can be finaneed by 


Phe National Production Luthority has severely li ited the ty) 
Value of const! ction which may be started. Yet the busine Ss JO 
ow report that the rate of construction has diminished but a 


[ fail to see how the Treas iry DOVS——givel the standards they se 
ive used for their suggestion of current excise increases—could 
ked this area. 
But back to table 1-A, which shows a poss ble potent al fe 
x of about S90 billion 
Lhis S90 billion ts derived from the 1949 governmental reports 
loz. the estimates indicate personal income of S245 billion for 
r 1951, which means that we can assume the 890 billion fier 
9 will be at least one-sixth higher or about $104 billion. 
mary of the President’s 1952 budget, prepared by the staff of th 
(Committee on Internal Revenue Taxation. ) 
Phe con modities and services n the 27 taxed categories, in wl 
ommittee is mterested, accounted in 1949 for $21.4 o 
pion expenditures. Assuming the same one-sixt 
crow for 1952. this would be $25 billion. 
re, when the Ways and Means Committee begins to co 
c il field for increased excise revenue. other than a 
i Oo, al ad gasoline, It ca r cle il witha volume of expenditure of 
> Ilion on a uniform base 
) itional committee, having in mind the fortuitous “sele« 
lr @Xisting excises, the accepted need for revenue and inflatio 
is proposed a uniform retail excise on a broad base. I 
S130 bilhon is a “broad base.” The defense em rgency ex 
0 {be in lieu of the existing excises 


\I SIMPSON, You Say that would be in lieu of exist no e@XCise 
ine tobacco al dl liq ior 4 


\I [lenperson. No, excluding. I think, our first witne 
Ruthenburg, made it clear at the outset that when we are talking 
xX ‘ we ire not talking abou those three specially treated cates 


quor, tobacco, and gasoline. 

Your committee has given excise taxes the most intensive stud 

corded in legislative history. It will take into account reve1 

a much more precise appraisal than now seems available. The 
mittee will balance coverage against effective rates, | have vi 
O suggest, 1n the table below, a crude “ready reckoner.” hy 
ommiuttee s help, I sincerely hope that tables 3 and 4, which b 


rether the original data from table 2, will be of some serv 


Lime does not permit any observations I might make from the 
these tables have afforded me. 

| table is a very simple “ready reckoner” where, under t 
of the committee's selection of coverage or inclusion, the comm 


fo tO e first column and apply this rate and see what it would 
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| e table referred t » follows:) 


ee times greater, 
B | the composit ol! 
emergency. [i 


rainst roug 


i < 
Leaving fe 


t , 


look to the 
eed for heavy ete! ‘1 a 
Chief Charles : hopes that the 

will be sufficier 2 years to provide 1 


ments of the economy. ove) and abe | 
for revenue will still continue at a | 
t 850 billion for defense expenditures alone. 


meantime, proaue tion of autos and prin 


} ' _ 


ds will he Cut DACK, yp rh; Sf mich 
| War II. and the defense 


roduction was cut in half 
ire 60 percent of the durable tax base. 
ng ahead. the cut-backs will have two resi 
t, revenue will drop. 
ond, since the volume of ersonal Income will ve mcreas 


will turn as they did in World War II mainly to the so-ca 


ip, 


I 
wi led 
ods, and to services. But these are only taxed in small part. 
here were a uniform rate on a broad base, the Government’ 
e would not diminish. Instead, Ww hen I ondurable expenditure 
d to say $115 billion, as they might easily do with a 30 percen 
cut-back, revenue would yn rease, and the inflation ary potel 
ld be braked. 
possibility is no idle speculation. We know personal income 
nerease, and the National Production Authority has an- 
ed the coming cut-backs. Given a 30 percent cut back, and 
billion level of cor sumption expenditures, the tax base of co! 
durables would be no more than $15 billion. What rate 
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to automobile 
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percent on those 
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“tated, 1 modest taxX oOo! These Tenis 
hoice avallable to buver 
ich a tax, at ret 


excises sugyvestt 


ing unit brackets pay | 
is shown by a table in the recent rep 
Political Hazards of an Inflationary Defens 
of the (C‘ongressional Joint (‘ommiuttee on the 
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Exursir C Detroit: Average amount spent for clothing, by all families 


more persons, by net-income classes, 1948 
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Income grouping of actual and prospecti buy 
(percentage distribution) 
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Income grouping of actual and prosper / 


percentage distribution) Continue 
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Personal consumption expenditures, by type 


1942-—49—Continued 


of dollars} 
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fur } 


Personal ct Sup ption é rpend 


pc Continued 
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Mr. Ruruenrvra. I think both statements are true. We ar 
pearing here in the interest of a broad taxatio program. It 
true that the members « f this committee h me ! fected b 
taxes, 

Mr. Coorer. All of you are directly 
existing excise taxes ¢ ; 

Mr. Rurnenpura. Yes, sir. 
Mr. Coorer. And you have i 
repeal of those taxes? 

Mr. Rurnenpure. Yes, sir: but 

terest of these members with re 

Mr. Coorrer. But you do recomme: 
the tution of a general sales 

Mr. Rurnensure. Yes, sir. 

Mir. Coorrer. That is the basis upon 
upport and urge the adoption of a gener 
Mir. Rurnenrurea. Yes, sir. 

Mr. ( per. Now F 


We 


‘ ( cote 
Rurnenpsure. That, of course, would depe 
ion as to the final amount of revenue 
Mr. Her derson has submitted wives the ret) 
‘oorer. I understand, but vou sav here definitely that it 
ted at a reasonably low rate. So I want to find out fi 
1 


ites you had in mind. 


* Roruensure. Those rate 


\ mpile. thar ire pal 


\ } n the selec 

Mr. ¢ er. I believe you st ited vou wo 
of certain necessities of life. 

Mr. Ruruenevurea. Yes, sir. 

Mr. Coorrr. You recommend food, med 
Mr. Ruruenrnure. Yes, sir. 

Mr. ¢ PER. Would vou also } 

Mr. RurTHenpvure. Probably not. 

Mr. Coorer. You would not include 

Mr. Rurienreure. Probably not. 

Mr. ( rer. You would not exempt eve 


t 


reNBURG. I should think that that type « 
scretion of the lawmakers, sir. 
r. I am trying to find out what vou 
he committee and the Congress has t] 


he past. I am trying to find out what vou thin] 


Mr. Rurnensure. We think the exemption shou 

ve nulated,. to food, medicn e, and rent. 

Mr. Coorrer. Just those three ? 

Mr. Rurmensera. Yes, sir. 

Mr. Coorer. You would not exempt the essent 
ly requiring tools to perform their work ? 

Mr. Ruruenspure. I think not. I think that 

lly the cost of carrying forward this emerg 


pe some part of the burden 
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. COOPER. You would tax all of the tools that i. farmer has to use 
uit vation of h s crops é 
RurTHENBURG. Yes, sIr. 


Coorrer. You would tax his plow, his hoe, rake, and everything 


RurTuHeENBURG. Yes, sir. 
Coorer. You would not have any exemptiol except food, 
e, and rent ¢ 


Reruenspure, Yes, sir. 


Coorer. Now. mv recollection is that in times past when we have 
d this subject we have found that if you exempt the essentia 
oned DY \ .W th possibly the additi of thing, that 
- ] s 7 ] ] 
require a rather high rate to produce anything like the type of 


e we are called upon here to produce. Have y ilvzed that 4 
RuUTHENBUR Mav I suggest that Mr. Henderson e allowed 


( uv i ppen nh fable a ¢ / 
rer. | we ther have ve vit Yo ‘ 
ott ( ! et ind you appear her to advise ont $, SO 
pre Le thie Dele { f Your aavice 
hk II p nf | | to sti 


( PEI Yu ) \ ra elt of V t 
mal kno ‘ 
RR IENBUI \\ vi f ‘ ‘ Vir. for 
rpose tT ey 1 Px, uF 1’ 
Coorrr. Yi \ i him to tell iv? 
RUTHENBUI resp ( 
( RMAN. M J / 
lexkins. Mr. H x we | x text 
[Te NDERSON I \ X i 1X f se 
] NI ~ | ‘ i ‘ ( ( ( y 


t iM 1 reg - qaihne tax t ! he except e three 
if Ou me! ( ( 

ry 

ti I RSON | ese f ree cert oT eT one \ 
ry ‘ 
INS | ( wo | x r i ii} Ts | 
the } 

HleNDERSON. N ( \ ! ‘ ¥ ‘ f 
. ) { | () Nt ( y 
\ eo Cl itevol | ( ted ( 





1826 REVENUE REVISION OF 1951 


as the spel ding that I have indicated for other durable woods, vo 
a large volume of that spending in the higher-income brackets. 

Mr. Jenkins. In other words, you are voing to have an over-al 
on all spending except these three items and then you are going to 
back up and separate the luxuries and tax them again at the h 
rate ¢ 

Mr. Henperson. No, you start with the whole volume of pe: 
consumptiot expenditures which in 1949 amounted to about 180 b 
dollars. You take out of that the excepted items, rent, food. 
drugs, and you havea total that is left which, added to what is ah 
taxed, would bring you in 1952 to a total of 130 bilhon dollars v 

available to be considered. 

My table 2 shows the amounts which are taxed a d which ar 
Mr Bulovy is discrimination table sets down 1h} parallel columns t 
which are taxed and which are untaxed. 

My suggestion 1S that that table shows there is scarcely any 
ference, that is, if you are applying now a standard of luxury 
which It nk is the word you met biomes 


, it would take a very sk 
ne the difference between the untaxed and the taxe 

Mr. Jenkins. I understood Mr. Ruthenburg to say this would 
vou 614 billion dollars. 

Mr HeNDERS N. Hi Siu\ that on this 130 billior dollars her 
field for examination, and I have indicated the items that we 
hould be subject to review if you ire looking at the whole area. 

l 


t 
"O billio } llars 





eve ocaeterl 


amo to l- tt ao 
\[r. .JeENKINS. It seems to me we will have to gO |] retty extel 
to these tables of vours in order to get this full picture. 
Mer. Henperson. I would say t! s the first time ertainly t] 
hlicl formato! mal | do not believe the Tre wury } 
yO of the categories of spending of American fa 
ey | The etat | work on this, in my judg 
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Jenkins. You provide for a general tax wh 
ition. Itisat dollars. Then do you 
on which you | it 
\ir. Henperson. No 
Mr. Jenkins. In that way no doubt it would fall more 
in who cannot select what he would like, but must be controlled 
essitvy. If ann dual has money and can buy 
ttch and so Te 1. he ought to pay more thal 
etween $50 and 3] ; f he can afford such a | 
Henperson. Let 1 ive this in mind: He1 
Jenkins. But 1 e going to have 


H NDERSON. If \\ ll eo through the 


senator () NI il ! y’ committee, Vou W 
rt more substant 3 Tal is this committee 


} ] l 
e® OVeETIOOKRE } thing, 1t seems to 1 


»considel lis VOUT low income brackets. t] 
of Mi Snyder 


account. Do vo 
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HAIRMAN. Mr. Forand. 
ORAND. Mr. Chairman, I would like to ask 
ons. 
€ 1! youl statement, Mr. Ruther burg. to wh ( hy 
Ve ly. that on page 5D at the bottom vou Say “the propose 
mergency excise tax.” That, in reality, is a retail sa 
you are advocating, pure and simple 
Mr. Rurnensoure. That 
\Ir. Foranp. Why do you 
Mr. Rurnenrnure. We are 
ind ¢t two terms are mort 
Mir. Foranp. But an ex 
here, according to 
tax applicable to everyt Nn 


| } 


iy 
lORAND. 
RUTHENBURG. 


ND Does that refer 


ia. They n 


cBURG. 
xp. Have vou ev 
ITENBURG, Y% 
ORAND. In wl 
RUTHENBUR« 


] 
nome ¢ 


s figure has be 
for tools in 1949. 
t to farm im 
ded tax of 








RuTueNrurc. Some of them 
Well, he only pays that tax once ¢ 
Pat el 
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mark-up. Our 21 categories raise about $3.5 billion and they war 
raise $1.1 billion more, which is $4.6 billion. 

Mr. Simpson. The figure | have brings it to a total of $5.3 bil 
that they hope to raise in excise taxes other than liquor and toba 
lf we accept the $5.3 billion figure, then as I follow your pla 
would require a rate, based on $130 billion, new sources of taXatior 
between 4 and 5 percent. 

Mr. Henperson. That is right. Where we have our difference, 
Simpson, is this, that some of the revenue is derived from the bu 
taxes. Even assuming it is $5 billion, vou are correct. It would 
5 percent if you took the whole $130 billion, or if you made ex 
tions from that you could go right down and see how far you wa 
nage ; 

Mr. Stmpson. But to comply with the Treasury’s requirement 
they were cited to us, a 5 percent sales tax would accomplish 
') 


A 


irpost 

Mr. Henperson. That is right; and raise more. <A 5-percent ta 

the total of perso! al consumption expenditures and these other it 

! have referred to would yield more, would yield $6.5 billion o1 

whole S130 billion. ; 

Mr. Simpson. And in accordance with your suggestion, we wo 

repeal all the existing excise tax laws with the exception of liquot 

tobacco ¢ 

Mr. Henperson. On these commodities; yes, sir; but you pick t 

up on the retail level. 

Mr. Stmpson. Which would mean, if I follow the argument. t 
rr thin Ss, the people who have been priced out or wil 


of certain produc ts would have a better chance of hb 
hem because the tax would be a creat cleal less on 
vrerators, auton obilk 4 


on. Yes, sir. And I hope my friend, Mr. Cooper. 


flu terpoiate a remark. He said you in vet alo 


ton obile bh it vou cannot we 
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be under the Treasury’s proposal, keeping in mind that some 
ople will be priced out of the market and will not be able to buy? 
Will the tax on the low-income group at this 5 percent rate be greater 
what they will pay under the Treasury’s proposal 
Mr. Henperson. In my opinion, making due allowance, as I said, 
ng possibly priced out of the market, this proposal would be 
s of an impact on the low-income groups because there will be 
of those buyers who will have to buy; that is, they will conside1 
will have to make that choice, and therefore they will pav th 
ndous tax that is proposed. , 
\ir. SUMPSON. If the mor ey is not raised in this budget t \ be 
iden taxes? 


Mr. Henperson. That right If von tak é y perce rate 
the suggestion of the mark-up of 6624 percent, Mr. Snyder’s 
timor il ) you have -percent Tax tThel V | be if 
we th ras n i; the re ul level is iv ome i] { 
ere in the range of LU percent Ol ricte er t no doubt 
the impact will be 
\ir. Simpson. Who gets the money when vo ve the pvramiding. 
tra charge w! ch the Treas in dor not vet ¢ Who gets t¢ 
Mr. Henperson. Well, it is the cost of doing ness. the cost of 


;to the retailer ai i the distributo 

Mr. Stimpson. Not the manufacturer / 

Mr. Henperson. The manufacturer does not get it. no 

Mr. Simpson. That means then, of course, that the retailer and the 
butor would have their income reduced if we were to have a 
tax and not a manufacturers’ tax on those item 

[r. Henperson. They would have their total volume of sales re 
» yes, Ul it is correct 


Mr. Stwpson. 7] r dollar income would be r t what 
i they do to! e that up? 
Ir. Henperson. They would sell more units. \ [ sus t would 
bette) for t { ( ntryv, 
\ Srvupson. But if tl units are limited | the (rovernment 
Ir. Hlenperson. The lv units that are ted by the Gover 
ire a very sma itegory of the total. \s I showed. out of 
ne hike S210 lon expenditure ~ ONIV We) billion of those 
durables. ‘| \ | be cut back 30 percent ind Oo v 60 per- 
e taxed. vo en ft = tive othe items That w I] ot be cut | CK, 
SIMPSON, Y have givel us much mtorr iLloO Wil DeALS 


e study. 
\ , et NDERSON, Let 1hie make th S point. rssecretary Snyder's testl- 


- consumer durables are 


here shows that about 60 percel 

Now that represents, at the pre sent time, around S28 bil- 
which means that it is only one-sixth of all the spending which 
mers do. If you cut that back by 50 percent, you see, the total 
s spent, you get down to around $18 billion, and if you are only 
i OU percent ot it, youl tax base cannot be more th in S15 billion. 
rh race. 


] ire on a disappeal ng base even though ye i have youl hi 
Srupson. I notice you want to do all we can to increase pro 

I have bee! noticing this over-all I itional income ficure 

n they do a good deal of boasting about as it goes up and up. 


ntly now they ire going to stop if from foi }). | t! it 
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nflation is, 
| crense rh the prod ction of 
Mr. Henprrson. Yes, but we have had a very definite increas 
the physical amount of goods. 
Vir. Simpson. Has the increase been a healthy increase 
0000 000 000, ] think, is the fieure the use. 
Mr. Henprerson. That is the 


Mr. Stamy 
Savs ft it the personal mcome nheure is avout $245,000 000,000 


Mr. Simeson. Now I am interested in | 


i 


COLNE! oor 


rross national product 


= i 


’s figure in that very excellent pamphlet prepared fo 


see that gure go up mol th after month 
Mr H RSON, I{ L clon 
Go Phat is, if vi 
Vi pel onal i? 
md ret irns to busines 
MPSON. Is the current tuat 


weds) 


O.000 COO O00 to S245 000 COO 000) 


foencourage that to og 
keep that down ? 
ENDERSON, Wi ure try 


e statements of ¢ 


come basi 
Mi MPSON. Do vou mean by th if } n tl 
muniti sand cuns/ 


Mr. HENDERSON. No, outside 


e product 


Hits bee} 
mount of cr( 


1] pro (| 


healthy thu 
ohomy grows, personal 1 
Mr. Simpson. But 
thout a corresponding 1 
Mr. Hlenperson. I agree w 
we NOW 
Mr. Simpson. Thank vou ver 
Che CHairman. Mr. Keogh ¢ 
Mr. Keogu. Mr. Henderson. " 
iaVs ral ring World Wat 
f selective excise taxes ? 
Mr. Henperson. | certainly did. As 1 referred in my test 
last year and then again this vear, the Treasury was in with ; 
for increased revenue from eX es At that time | wis 


CIVIL pp ‘ “e ha leon] control authority or ho me 


they nave no ay needed every hit oT | \ » could 


, broader ; 
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Mr. Kean. I notice on there you have suggested as servik 
possibility of taxing streetcar fares, for instance, which ai 
taxed. 

Mr. Henperson. | point out it is not taxed. I started out 
what made this up, and the committee Says these exemptior 
those services which are traditionally not taxed. It does not 
gest vo have to tax the whole $130 billion. 

Mr. Ki AN. You say here subject to tax 1s $150 billion and « 
that approximately $42 billion that is not taxed. Therefore, 
were going to include them, we would have to include Most ¢ 
large tems that you have suggested. 

I e one that you suggest 1s owner-occup ed nonfarm 
rental value. Is it your theory that if | own my home I sho 


, / 


taxed o percent on the value of the home ¢ 
Mr. Henperson. No. If you will notice, 1 took this as the ar 
I built a table. which is table I, in which we dropped out 
g, you see. If you will look at 1 and 1—A, you will s 
cordance with what the committee's proposal was we drop) 


1 


d, about S44 bilhon: we dropped out drugs, which is Sl | 


e housing item is $16,698,000,000, which is dropped out. 

Mr. Kean, I see you cid not leave out that money | pul in the 

How bout higher education ? 

\ir Hy NDERSON, If yo iwill bear w th me, I said ] started out I 
out what was the untaxed area. Then niy thought was that wh 
committee sat down we would hope that we had provided ther 


a detailed analysis never before available of all the items. Isa 


dy reckoner” you could determine what your coverage wa 
itake that coverage and vou know what revenue vou have ti 


ro Oovel to the pel entage. 
iN. Yes: I think that true: it isa very val 
f Le) hings that I just cannot co 
Yatax on. i that figure you | ive SY billion of it as) 
You have expense of it insurance is ua substantial 


. Henperson. I would suggest if you start at the other « 
ad that you have an area very substantial, and it differ 
ble respect from those items which are already taxed 

gotten in the habit of thn e—and the Treasu 
it—that this whole mpletely nonprod 

have to do is impose punitive rates on what you a 

have, pull ‘feathers out of the goose you have already « 

Mr. I notice vou have haireuts and shoe shine 

irlor LCCeSSOTITeCS , 


Mir 


Ss and 


. Henpverson. I wanted to show how much is spent for 
th nes, We have a situation where many of the durable OO 
taxed but the repair is not taxe d. We havea situation where a 
articles are taxed, or a lot of them, half of them, and the beauty 
t! at uses them IS hot taxed. \s | Say, if | were building il} 

as of potential sources of revenue, 1 would look at that 1 
d rimination that Mr. Bulova has. 

Mr. Kean. Have we been given that table? 

Mr. Henperson. Yes, sir. 

Mr. Kean. Do you think this kind of tax would be administ1 


pos ible and practicable ? 
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Mr. Henverson. Absolutely. It is certainly true that States are 


g plus the fact that the OPS is requiring far more from every 
er im the country than this would involve. The retailers are 
omed to taxes because of the many State taxes. 
State situation. Of course. the 


; 


\I KEAN. You mentioned the 
all been hetors uS many times ask neg us not to Imp nve 


Government 


) r 


few fields that they are still in and the Federa 


tT iken away allt erevenue. 
\I LleENDI RSON, | t nk Mr. Bulova } iS expressed the view tf if 
VW ir’é | nl { t \ 1 We ire ( lf ‘ nel } 
1 
it lo b ttel 


Ix AN. | 1 e « ( ( e sf oht 
ki loft Xx | we oug! Lo ive i. % cle na 
hisait W ¢ \ c | oO! t >] is | ‘ ( 
kno id 
nu emere 
\ ul 
Henperson, | ( } , 
CHAIRMAN. M H le ( DI ( . 
the a pay Can ) mel V tax that 
{ to vy to pav ti oO the tvpe « 
x vou recol l tax, ¢ ( ( ( te o 
i base i ¢ the a to] i Oo} eyN ( ( ire ba | 
to pay. I) \ k \ ( tax f t dD t tio! 
to pay tha { x vou me! / 
Henperson. VW \ \ now il 
| have ! e | ; @ \ 
| | x 
Chere no ae tf ortne ll \ \ 
ve nco \ kK ippropriat xemption being 
Pron ercent of the ex if ow- 
families, I 10 per Phe CLO protesting 
of Lal eS { dex 
CH MAN. Vi ( ¢ Y 
Henperson. VW the nec rv ele fT ref 
ble. I ) ’ e that t table ] i 
own befor 
(CHAIRMAN. | not nece rv to have that t ( I vO 
entage « expenditures of the low-income family is 
" 7 
HENDERSON. Exhibit C show the $1.0 to $2,000 
} ket. it ROY 
{ | rs ‘ 4 at f } 


tl ra loret | t | leet , 1 4 
' ws Ames 
f living. 
( iImMan, VW | \ mind now a e} f 
not wl lreasury recommet! but the effect of t] 





niiv o ) ire } » | | mitment oned 


Mi Hi st I all »> brackets below SOOO, t| 
spend for clothing. 
O00 to S2.000, the average 


m=] (MM) 


() 
HLleNpERSON. Not 


CrrarmMan. B 





picked Cine 
i 


in this eme! 


(re ] \ 


vou to raise 


any categol 
very. very 
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Now, in the Seventy second Congress this committee reported out 
March 7, 1932, in the worst days of the depression when the credit 
the Government was being strained, a general sales tax. It was \ 
lifficult to float bonds because the banks and individuals were not 


ill 
to buy Government bonds, and this committee considered a gene 


sales tax. 
As I remember, a subcommittee was sent to Canad: 
They came ba k and recommended. 


ito investigate 


. iles tax system up there. 
result of their investigation in Canada, a general manufacturer’s 
tax. 

We reported out the manufacturer’s sales tax 19 years ago, in 1 
It was overwhelmingly defeated in the House. since then. evel 
ir emergency, World War II. this committee has not repo! 


ier general sales tax. 


ne ww 


on. the sentiment - overwheln nely agcaimst a lf 


I! meet the sa fate on the floor of the Hou 


that this bill met. That is my opinion. 
ro oh) World Wat I] without this committee re} 
el iles tax. Now, certainly this emergency is not 
was then, | just wonder what vou think will become of it 
Mr. Henperson, Mr. Chairman, given the emergen y, I would 
if the tax were on a broader base of items, and it were at a lower 1 
ther those low-income brackets where they pay 416 percent of t 


ome for excise taxes, this committee’s proposal would bear les 


bi , oO them. 


| Ss committee 1s proposing in effect to cet rid of the manufa 


~5 percent on durables now. That is 


rh we know cost } 
the percentage of excise tax in the low income brac 


ake, or your committee staff can take, these proposal 
rage what the burden is at $2,000 now. A man Is pay 
ke S45 in excise taxes in this narrow range of comn 
iving. That would be reduced and there would be 
added. It is verv easy to take on those income tax 
hey spend for food and what they spend 


i know what tl 
ind what they spend for rent, and things like that. I ga 


on, and | have made some study of it. that this propos il 

uld not raise the present very heavy burden of excist 

e families, but had a vood possibility of reducing it. 
confronted with the problem, as I indicated, where we 1 

11 billion of $12 billion in excise taxes. I have tried to 
innot do it by putting it on the so-called consumer dur 


Vou ¢ 
ium cleaners and things like that, because they are g 


all the va 
to ro down, 
suger sting’ that there is a broader base here that the con 


consider, that there are many appropriate items when it 
to appropriate items. 

he Coamman. You are not talking about appropriate items. 

talking about items in general outside of three types of g 


Your only proposal for exemptions is food, medicine, and ret 


understand that you are proposing now a graduated tax? 


Mr. Henperson. No. 
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The CHatrMan. What flat rate do you suggest on the type of tax 
recommend on everything except the three categories? We 

posed only ® percent in 1932. What rate do you propose ¢ 

Mr. Henperson. Mr. Chairman, I hope you will not take this amiss. 
all that not so many weeks ago this committee refused to be stam- 

{ 


ed into passing taxes immediately because the « xecutive departme 
not indicated What the necessities fo) spending were 

Mr. Cooper. You have that wrong. 

The CHarrMANn. You have that wrong. The Secretary of the Trea 
recommended a tax bill in two installments. Our idea was to 
aer one bill and to take more time in considering th it. 

| do not see what that has to do with the question. 


Mr. Henperson. I am talking about what the current reports w 


| e] 
papers as a re It of some of the mecret iry \ t here, | 
iS a questiol to how mn h the Gever ment is volng to 
| oOmmittee l LWwas vo Yon Vv th l delibet if 
rid ! ie Vv. W en the ce rritte | ows if 
irom exe eS, 1f ¢ ! look at thi propo il here lt sho = 1 
took all of it, wl ch Iam sure you would not. t ere are aro 
lhon dollars. If you had 5 billion dollars to raiss ( 
) pereent rate I am not s egvesting a rate I an rt o 
hen you come to that point you n take 130 } on dol ( 
ippropriate exemptions down to a certain amount and then 1 
tomatically fixes the rate. That would be the rats 
VY you \ ould 1 ead tot ke the rat { a 
thes 7 - | - m™ ; had 
CHATRMAN. | l to 
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paying a 25-percent increase in the c e item in order for 
‘Treasury to get 10 percent i 
Mr. Henperson. That 1s correct. 
Mr. Curris. Now, | am going to ask you some questions. I cd 
lav the hearings: so I will be plea ed if you will suppl 
COrad Ot iu ! ) 


yaa omputats 


were taxed 


No: | do not t 
What about 
it} 


ind others 


— 1) 
* ~~ 
if a Tam 
h exe Sse’ t 
wit thold ng wa 


} ve vided to the tax bi 


i? 
Vou | 


Mi 


. HHENDERSON. 
it fron 


into that. 


Ol 


ld like to make some observation 


ul i 
] 
i IS how 


the low-income family’s excise tax bil 
ist have some of t!] e t ixed items / 
Mr. Curtis. I think it is fair to point out that tho 
nade periodically and the family under difficult « 
wostpone tor a long time, and does postpone them. 
Mr. Ht NDERSON. These are fioures every vear. 


low-income families every vear they 


Mit 


What 


that n the 

4 and 5 percent of their income for the preset 
r. Curtis. But some of those low 

any 


Mr. Henperson. That is correct 





VISION O 


\i ( URTIS. Others are pay ng quite ra 


\ir. Henperson. ‘That is correct. 


\ir. Curtis. Some low-income fam) 


COnVel IE Ce> 


they live \\ out 
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tl-year-1952 projection of estimated tag yield from a 
lected goods and services and from pre sent rates on 
pr jucts, gasoline and oil, transportation of prop 


sc 


l on sti 


issuming a 25 percent cul back in prin pal durabl 


dollars] 
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t of the query requires analysis of the effect of su 
class and size \t the outset, however, it 
of children and with low 
~OOO exemption 


OuUsS LTncCotne 
number 
\ mwwance for thre 
A family cor tin ' two parents and four children 
1 $5,600 dedur nd r present ial income fi 


family with a large 
ho mecome tax 


e tax payinent w 


have to exceed 84.000 before 


level of income wl 


ous | 


number of dependent 


pt from tax ] 


lies does n 


Ximat : 
th two children 
enditures would not 
exceeded $10,000 


16, 

S3.000 wou 

I faxes 
| set of figures in clothing 

ture data published by the BLS. The data d 

spects: First, the income classes for 1944 


1941 income cl 
the income « 


r 
f 
il 


based on 


ynereas Sses were 
es: and second, lasses are nm 
classes being shown for 1944. 

1944 expenditure as the base and projecti 
1950 on the basis o e change 
hildren—a boy and 
$4,000 would have spent o 
The average tax payment : 

es. At the other extre a fam 
under 16, and a " under 2 


f consumer pri 
girl between the ages of 
the average 

t 5 percent 


f $11 for such fami 
boys and two 


clothing 
that the 








with 


an income 


NI 


of 


E REVISION 


between $3 


OF 


and 


1951 


000 S4.000 w id ] S] 1) 
f about $500 for children’s clothing and con equently would | | 1 
$25 on the average as taxes on purchases of children’s clothing. Or wl 


$4,000 and the hypothetical families had fou 


were in excess of l n ir ¢ ( 
would the average tax payment have been slightly in excess of $2 t 
the average expen ure per person and m piving it 1 en l 
d undoubted! fends to overstate the amount spent nee 
f using the same clothing for the younger childr« In é l 
h five childrer ild tend oO spend Si‘ etnil ess tha I { $ 
i family with one child 
ae in years sequent to the general 1944 r 
1 i¢ sci l n center! Tr} ‘ 
I f ! venes In 1947 my ( 
Washir x 4 Richmond, Va ind Mar N. H 
Detroi Der nd Houston are not | ! 
served by d e recent than 1941 and 1944 w t vid 
nt I tl ¢ f any « inges in the \ \ ( 
e pu . f dren’s clothi I he : 
‘ I dren's clotl I pu hased \ i 
f £ l V he l lO y 
ed as showil1 reasonable approximations I i ‘ 
} . = ( y + , ‘ 
l by sucl ul es if l y 
I a re 


yyw) 4 


‘ 
( ; ~ 
I ! R f 
, 
{) } } é endit ] 
; " 
( n Ne } ( ] ” 
{ ; j 
posi ) 3 
; f Ma 
j ; i ; 7 
- ’ 
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Estimates of annual 
her 1950, by annual 


y 


spothetical amily composit 


nditures if tared at > perce 


VRMAN. Mr. Kean. 


iN. On the same idea as Mr. Curtis was talku g abor t Vv 


hie hy ] ria several years ago and which 
ut not passed by the Senate. That was i 
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and private clu hould not be used for the jm 
ment tax If they continue to operate and be ex 
nmercial business in the amusement field must read 
ate club this be the trend, there will soon ly 


rom the amusement type enterprises 


from taxation make a very cloomy picture to say 


san open invitation to socialism, com iInism, or tot 
and see what has happened in England during the las 
idence as to what « happen to our Unite t 


‘ if rire t 


eve rvd \ 


| ted 
where r trouble Ss, and 
wio ss 
laimed » in national emergen 


LO TAKE 


| ernn 
. which at stake witl lits freedoms 
Mr. Tyre Taylor, general counsel, Souther 
(‘oun l. Washington. D c. 
» your name and address to the reporter fo. t] 


id the capacity in which you appear ¢ 


STATEMENT OF TYRE TAYLOR, GENERAL COUNSEL, SOUTH 
STATES INDUSTRIAL COUNCIL, WASHINGTON, D. C 


Payton. Mr. Chairman and ge ne F the comn 
l‘vre Taylor. ] “anh 1 ‘ : > ICTS Washinegto 
the Dupont Cirele Buil 

muan. I might state that I have known Mr. Tayl 

His father ind I were schoolmates. He comes | 

familv in North Carolina. His grandfather at ¢ 

C] of the House of R presentatives. 
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favicon. Thank you, Mr. Chairman. 

reatly appreciate this O} portunity to be heard by this com 
The Southern States Industrial Council, gentlemen, is an 
ration of some 3.000 manufacturing and trai portation concerns 
n 16 Southern States, from Maryland to Texa 
eadquarte! of the council are in the Stahlman Build no, 1? 
e, Lenn. 

eeting of the board of directors of the cow held in Ne 


on January 24, 25, the following positions were taken with 
Keck ll Taxa { und fi ll 
he elim il oO! ill Olive ( { il | { o | fore 
or ad r xes are levied 
pa »} v of fi f ' 
I 
r ece m \ ie ol ipporting } 
i Federal ret les tax; 
the taxing of p ently ex COOYE!] r ! t 
iVvihg bu rie 
ur pern [ should like to discuss briefly ea e of 
( rie Hite 
Ose 1 ere emoel ot t Cori tt \ ) ild re 
elim { nonessetit | ( Ling | q 0 5. Oo] 
\ it S essential na wl ( l l « t! | O! dift 
uman say everything terallyv eve { ne nro 
114-billion budget is essent t it isa “good” budget and 
one, and he dares Congress to cut it 
leral budge mmensel omp!] fed congert of tl- 
| proposals w h the average citizen can never hope to eva 
derstand B ere Thie n Conert ~ 1 I dai \ 
creat « f who have made an exhaustive study of 
em ati | rs | lly (| iit la My I) - 
l cone] th respect to it 
f these, as I imagine most of you will agree, is Senator Byrd, 
a And | ! s the ung lified assertion, after the me 
1 and met l tudy, that Mr. Truman’s proposed budget 
ifely red tron I ] ne | r | lf of the 
t of nv ! vou | f er ull ? tax 
? \ ) rT ¢ i] \ ; »\ j | ‘ ] 
( tl} (i } ( ma ow t ‘ 
nt ! of D Nag 
' W I eve he p d : 
nt tl f I ived 
rnestly ge Congr to sup] = tor Byrds} ind 
ew taxes be levied unt every none ( 1 and safely 
ible tem } hyo ol tec fre? } t ( - (re 
( ryle | ‘ ] wren t ? ? \ ) “ } t 
I 
€¢ home no resry Ve Omi nit TO ai ouragc put 
lo | I ) | rie Csi! app 1} | 
little if anv disagreement to t] ssitv for finar o 
t real program 1] ( 
we clone 1 t wreek ne our ¢ val 
financing flationary and already n terms of 11 40 
r powell I Ameri l dollay s wort! less i! 4) ‘ 
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wary ol. L9D1, issue of the Monthly Rey ey 
| Reserve Bank of Atlanta: 


In Octob he 1025-39 wholesal ollar was wort oniv 4 
ron ! prospect, while Pick’s World ¢ 
New Yor ‘ | ies of Februa 7 Li. 19] 


aL 
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The yield would, of course, depend on the rate, and what exem] 
if any, were made. One estimate I have seen is that a 5 percent ¢ 
sales tax on top of existing excises would vield about $8,000, 
annually with no exemptions, or $5,700,000,000 with food, cl: 


and medicine exempt. 
The Council’s recommendation as to the taxation of coope 


refers to— 


ly tax-exempt cooperatives which compete with taxpaying bus 
In other words, no serious problem is presented by the coop 
ec of A few farmers who | and together to market thi 
v seed and fertilizer. 
‘1913, when Congress first passed the exemption for ‘ 
horticultural organizat * t] ry 
itives were of th 
er, the picture | is § li ved and the 
res show that there are some 50,000 cooperatives in 


hat they do an annual volume of business of at leas 


hat they are GTrowIng 1n business volume ind Ih 
umber of members of f ers’ co-ops, for exal 
from 650,000 in 1915 to 6,384,000 in 1949. 
rts also reveal that the present-day cooperatives 
ety of activities, mn luding marketing, purchas he, 
ufactm i. and processing, And they directly compete with t 
thousat ls of taxpay! o businesses. 
Phe exempt co-op’s advantage, taxwise, over the ordinary 
n be very simply illustrated: 
the case of fertilizer manufacturer X, a corpo1 
1950 its net income before taxes w { 
voted to distribute $30,000 in divid 


ation would owe the Crovernment s40 0 
thr tax to the corporation on the $5 000 paid out in div 


aving the taxes al d the SOO.000 rn dividend . the cor 


would have left for reserves or whatever othe 


Hh rit de ide to use the n oneyv Tor, >. 


ider fertilizer manufacturer Y, whic! 
Assume it has the same net prott, or” 


ill it. of S100.000, and that it makes the same di 
$30,000, 11 patrol age dividends, It would owe the Gov 
id nstead of | ring $30,000 left for reserve . OXpPu 

2, or What not, it would have $70,000. 
this the ful 
co-op. In a period such as the present, vast sums of 
| through taxation. It is obvious that if co-op 


extent of the advant ve enjoved by | 


is re leved of his share, the burden on corporat! ) \ 
r. Inust be heavier than it otherwise need be. 
| ion, oe ntlemen. I should ] ke to emphasize two f 
ie first is that inflation is now our most serious domestic ] 
And you cannot control inflation merely by transferring pu 
power from already overburdened taxpayers who find diffi 
mak Y el ds meet toa wasteful rovernment which appears ce tt 
to spend as much as it can. 
By way of illustration, I am informed that the wage rate 
lished for construction workers on the new H-bomb plant in 


~ 
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na have completely upset the prevailing wage structure for that 
area. 
ond, and finally, w« d, and 1 loubt correctly, that we 
t control the duration of the present nat il emergency. We 
ve to live wit oO) ‘Ss, 1U ' irs, or ] 1 a generation, or 
rer. 
reason, the total tax burden be one that the people 
ear. not just t vea mr next, but for the 1} lef » future. 
wink vou. Mr. ¢ in. Phat conclud 
CHAIRMAN, bari 
HARRISON. 
itement. 


bottom ot 


4) ress 
ial spending, 


constituent 


arti 
ay ry @2 


t Ih \\ t 


j 


? 
i 
Cla 


i¢ 


s also true, is it 
] 
i 


row morning was willing 
fo. nothing. we would Still 
man’s proposal ¢ 

rake tw 


oO commel 
ra evood job. 


d you had not beet 


inds from coming up to you. 
‘the best job of any people I know 
t that way, unnecessary spending 
the State of Virginia. 
you, Mr. Chairman, and gentlemen, 
pread feeling among the business people of the 
whom I am in pretty continuous contact we 
itor Bvyrd’s figures are sound and right, and 
9 | llion to $10 billion out of this thing here 
sential Federal Government activit 
onfidence in his findings and in his con 
he has advocated this or not, but T think 


} 
if vou take some action and vou have 





REVENT 


1 


rt on this budget 


hat you have before you now. 
My. Harrison. My personal experience has been that wheneve 
1 proposal to cut any activity 


mpossible 


of the Government, that peo} 
istomed to recelVving services from. that ; followed 
mail saving, “I am for econon irse, and I tl 
ht to be reduced, but do lis, cul somebody ¢ 
Now, is it not true that there is} ich a substant 
tion can be made in the budget without 


services t] 
drovernment 


rendering the people ¢ 
Mr. ‘Tayruor. That is true. sir. but 
nt is rendering ma Vv services, 
. nevertheless, thev fall in the luxury eategorv uw 
nder which we are now living. , 
have the country confronted with a tax burde 
. come, we have to do 


» desirable and justifiable 


1? 


proud of 
ie time ag in an effort 
it I represel ' 
moult ° 
() the contrary, we told t e Members of Congre s that we f 
postal ser ce should pay ts owh Way. 
Mr. Harrison. To follow that up for a moment, the only 


ist in the last Congress that got me in real trouble was that 


I got over a thousan rs from my distr 


position, 


} 


ey are interested 


mportant, and I think you people in you 
the people back home that if 


; 
1} 
( onomy, that we have to reduce the services the Gove 

1] ng to the people. 
Mr. Tayvor. Of course, Mr. Harrison, what 


you si 
true. On the other hand, there is another 


vast category 
Senator Byrd has dwelt on at great length, and that 
rh et yom spending. We feel that much of that can 

We agree with his conclusions on that. 
Harrison. Mr. Taylor, to go to another thing for a 
nterested in youl comment o1 the 1? ah lity of the \ 
tand spending at the rate whicl s proposed. Y« 

u-go as far as pos ble. 


ren hed 1} point mm our natio 


e vo further in deficit fina 
Mr. TAYLOR. l quite acree ana that is all the more ure 
eliminat ng all the things that can possibly be eliminated or yp 
Mr. Harrtson. We are happy to note in your statement 


oO vi cl you mak between the market ne 


eK cooperat 
» SO-( illed purchasn vO cooperat Vi ] 

! d this distinetior 

that the cooperal ve 

savy anvVthing about 

or mutual savil 


les of that Ik na ¢ 
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\J . TaAYLor. Iam ure that was the senss of o r board. At thre 
e, we felt that the cooperative loophole was the me 


ole 


Mr. Harrison. Of course the Treasury est mates if we close them 


‘ 


( i\ Yield abo 7 >? yn. 

\l laytor. I saw t} it, sir, We have n timate of our own hb 
e® ao not know, bul others, as you know. | ive testihed tha 
seq all thes f a Vou would vet Uuptos ) ‘ 


Harrison. Ther ome differs 


res | I Caring | iersta ‘ t . l 

e of me kK Federal exis iit | i vere rer 
ll hot if ( er ho 
t think 1 I is been Lbserted in the ( | fF 

ide a part ol ( ecord is vel We |] ih Ve 

Mr. Tayzor. I read it the New York Times and oint daily 

CXCCULIVE vo | t \\ Lrle vourea Lhe ys 
l CHAIRMAN. He testined lv au o& tine irse of these 
\ . with respect to Senator Byrd ind lh S @stil ite t] if iVvings 

SS billion ind & Dillion nt e expe! rity OT the Grover 

Oo be eff | ive oreat respect and ce ( ‘ Sel 

3 is dg ent | tppel to be L then be ( ( Tee ¢ 
ol Ni io ( i I pel t rt 

( nt re Mr. | ior, that ! ( a, ¢ 

het the ( Clati or nonessent tl, IN Inore \ Live jul 

OT the Com [tee oO} Appropriations ind our com) ttee. 

[ *Committee o \ppropi ttions reports bills Or tare’ is 
ind the Conger s approves those appropriations, aj | they 
bilities of t] (rovernment, t en it ce eC" ce oO GuLYy and 
ty to se © extent to protect the credit of the Gove) 

— \OTalsea e revenue thre ion taxatye ‘ 

\ Payton. We ap} ite that 
{ RMAN l Ol of ou Pprobvlet L cle { 
tI ~ [ Byrd rest | ‘ oO 
' 4 hy Nhe red t iT i LD to il ex l I 
1] oat c I do not nave ot an lea 

( l an via VOU ag) { cqluLy, vir | Semel 
\ Wi » proceed « 

\ re | rPAVOIG | 
e that is your thought. 

) j R. Onn a t] if pressed - ( ] Out Se) ito! 
‘ entleme ry 3 ’ ebody pre 
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The Cuarrman. That is true, but has he answered them in a 
hat convinces the Congress his position is sound ¢ That is the tr: 
He has answered them to the satisfaction, of course, of a great 
It all depends on whether or not his answers are to the 


peopre, 
faction of Congress, as to what will be done with his recommen 


I 


far as this committee is concerned. 
convinced that the Members of the Congress are co 
utscan be made. Lam reliably informed, however, that wh 
e makes a cut in appropriations and the bill goes over 
whi h Senator Byrd is a distin wuished Member. 


re, ¢ 
IS Increased 


¢ Member, very often the appropriation 


. Taytor. Not only that, Mr. Chairman, but the Congre 
hot infrequently increased the budget recommended I 


President. 
Mir. HArrison. 
Mr. ‘TAayvor. 
Ireque tly. 
Now, you have put your finger, as usual, Mr. Chairman, 1 
x of the matter. I do not know whether the ¢ ongress 
of the urgency of this situation that was outlined by S 


It has done itevery vear, has it not ¢ 


| do not know about every year, but it has 


not, but unless the (‘ongress is convinced and does do 


ibout it, we just honestly do not know where we are head 
If the er 


We see the condition that the British are in now. 
he Government is not protected, if we have uncontrolled inf] 
a War anyway; we will be he 


ire not going to be able to tight 


The Coatman. If you consider the necessai 


we 
\ ippropriations 
il] realize must be made, interest on the publie debt, the appr 
for the Veterans’ Administration, for tax refunds, and 
is some think. 

ight be an $8,000,000,000 or S10,000,000,000 cut in ex 


(>) 
t think it probable that 


] hope it can be done. I do no 

he objective in this Congress. 
President. instead of daring 
ed that he would be elad to see it done if it could 


stently at cl safely, that would aa ike our burden 
no further questions, we thank vou, Mr. Tay! 


the (‘mo orTess TO ¢ ut thy 


] 
ies 


ere are 

pearance and the information you have given to the cor 

Taytor. Thank you again, Mr. Chairman, for your « 
HARMAN. We will recess at this time until 2 

at | p. m., the committee rec ssecl, to re 


ou 
*y , 
O CIOCK, 


COnY 


i. Upon 


tie me day.) 
AFTERNOON SESSION 


e C TIAIRMAN, The committee will be in order. 
wad G. Blair, president, the Philharmonic-Svymphony So 


= 
Mr. Blair present? You may ove 


i} ty in V iich you appear to the s 
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STATEMENT OF FLOYD G. BLAIR, PRESIDENT AND TREASURER, 
'HE PHILHARMONIC-SYMPHONY SOCIETY OF NEW YORK, NEW 
YORK CITY 


Philharmonic-Symph 
my private ipacity Tam vi 
il s of New Y< 


IRMAN. \] 
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vou centlen el oft the committee h ive re 
lling the expenditure of money by the 


} 
> Provide 
! 
} 


t the responsib 
Crovernment, it 
the needed funds, and in so doing to safegua 
iat we in this country have fought for and cher 


, 


generation, 


can W 
on afte 
i. former official of the Treasury in the distant days of | 
Coolidge and Secretary Mellon, I know there is no gre 
hat tackles its job with a | 


1 
ri } 
1th lé 


lg sense of devot 

s committee under the leadersh ~ of its rever 
chairman. Knowing this, frankly not in spite « 
nstances ’ 


took 


stuteme! ! ! 
the symphony orchestras 
I do ‘t propose to repeat 
mn one or two fundamenta 


I have file 


e committee a 


estra wl ch Il trust is before each one of you. 


itement i ; i to 


4. OO 


now 
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mm all over the country, Canada, Florida, California, M 
They show far better than any words of min 


it classical mu and symphony orchestras mean t 


this country. 
t letter comes from California—North Hollywood: 


I can remember, no Sunday was complete without th 
broadcast If ol s were ay 
am enclosing as mur 
he continuance of your series. If I were wealthy I 
and others like you, for without music I would surely d 


aie 


ly more such progran 
nuch fuller our lives would be. I 
tl I 


ry touching letter from a gentleman in Erie, Pa., 


recent arrival from Euro 


pe: 

I listen with pleasure to your fine programs. § 
for 4 weeks, I couldn’t become a member of your 
give you more than th 


p, deep respect l have for ye 


dee] y 


St. Meinrad, Ind., I 


upstate New York: 


you this $1 I 
envelope 


otherwise which I 
} 
I 


I have placed t 


it* 


ww a retired teacher 


Park Avenue, New York Ci 


oni Ss necessar’ 


- plea for funds this afternoor 
student with standard 
I can give. Howe 


Philharmonic bro 


expenses, I 
‘ver, over the years 


rs old and a violinist the Jewish ( 
» } 


broadcasts every Sur day when I get home from rehear 
harmonic-Symphony is not only a national institution, 
d It would be a great 

r 


loss to America were it 
the ill-fated Detroit Symphony 
society and send me all the parap 


to disband 
sending is in memory o 


a radio member of the 


lommy Rose, age 11, who lives in Minneapolis, Mini 
ur broadcast through WCCO. When I can I 
I am listening to your 


program as I am 
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From Bay City, Mich. : 


e accept my enclosed contribution of $1 to aid ir your final ampaign. 
sending all I can afford as I am saving what money I ean to fi! h co 


University of Michiga 


Telford, Pa.: 


ve long cherished your afternoon concerts ar pe that y may con 
the benefit of om ildren, who have few opportu ‘ to sex nd hear 
performed We only wish we could co ite this ne 
( hicago, | 
iv. 1 ? I very ttie bh t N Y ! 
i vil I lor years nd we qj t 
\ he ‘ ‘ e ene] er ‘ } " 
My husband is ! nd we have a pre I ( 
Lite y places tf ene a | 
seives a fe g ( es ir chieTr vice, t 
| ue to eI! these wonderf } rk “ 
Rome, N. Y 
7 f Wis } 
' ! ' ‘ ~ ih [ 
he ¢ ving ‘ \V ve ri 
\ | entown Pa 
e | a per iny tl f - . 
Minh Tf ‘ \ c= f ny sery beve ] } ad ‘ cl k 
far wit ‘ nd two kids father exorb t 
ike t I It b b 
ip few more | sy \ 
. a . 
Norfolk, Va. 
\ tT) ke t ‘ , ’ A 
of Ame é \ | t 
-_ k | S04 nil h 
ve | Al ‘ ne w t f nts 
1 1¢ 
\\ ishing 1) ( ? cht here 
sed rea | y I t, | I ‘ I t I 
t V pass whe I hear g l 
f t] m ( I ¢ letters that we recelved l ro ( 
Ohio, in re e toa broadcast of my « \ { 
t piec t ec! 1 ettel iving 
L like I S ‘ 
— | fr 
nami cre 4 They Sne arew ple ( r | 
entlemen, I int to read ye i letter cam which 
every cdeel \ It came trom I) Mana 
| I g this ‘ men vy of l SO! |’ k ho 
broadcasts lp ssible to liste Tl k } he } y 
ib he lif ( boy, ar I ( t 
he died enly of bulbar polio a ‘ f W d 


tever possil to the Nati Foundatior 


} r) ' 
-» YOu Nay tne answer to the que | on. “W mt a 1} 


e people of th ountry ¢ 


you_must again answer the question, “What should vou do 


Do vou want us to continue to funet yn) # Are we the rt 
hh] #3 (4 


He, nonprofit organization that should be encouraged. par- 
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dark days which once more are bi 
nto so many American homes? Must th 
Vy of ours, sometimes ¢; mM | l ; ney, giving 
through ul just taxat 
cl opel ites at 
ty ¢ 


the problems with you 

ng is put right and that justice 

dott ~ vear the Ph marmonic Symphor V Societ 
ive completed 109 ye ic Se 


midi MANY TT thelat el 


ro s« hie duled performal 


coln and later of President 


us will be profoundly 
‘the matter 1 youl hands. 


? } 
others like 


ul ventlemen have any questions wl 
le] iM de] mswer tlre 
gvohe nto 


deta Is Wiiiel 
What the fact 
what the problem 1S. 
much imterested n your statement 
ereatest musical instit 
organization that ne 
appeal Lo people Wi 
is one of them. As 1 
careful consideration to 
ippre ite very Tate 
ause I know Salt La 
efforts that ive bes 


Deca 


wted tO revret 
int go back over the past, that at the time thy 
the Col ress our amendment could 1 


ad aul gy omy stutement., not 


Lot have been Lik 
Ink spite of What has 
hore important than evel 
Znutilol =Li h is ours be pel 
not hampered by unjust taxation, that 


the finest tradition ot courage and will to do 


\« 


now ni d correct the 


rdiniinistrath 


niquitous mistake that was 
mn of Secretary Morgenthau in taxing 
ira pressed groups. 

uld add some other thn 8. Th 


the ood State of o 


chairman, the North Carolina orchestra receives a 

tate, Lhe ph lharm hic or iY stra recelves a sub (i 

of Philadelphia. It doesn’t seem that the Federal G 
ould on the one hand tax the supporters of e orga 
mve to tur ner tuXil 

to keep ali .. \\ ith us, i } out whi 

r ticket prices an ore. If 


n for our ow} purposes. We st 


e very organizattiol 








1 deficit 
present figures, Sid. 
Federal admissio! 
t starts out its 
and W 
aw. We 
r) 
s staceli 


opportu 


STATEMEN’ ki I 4 aK, INNSYLVANIA 


STATE CH SER OF COMMERCE, P ADELPHIA, PA 


ttee on Way 
fion to Fede | qaihg 
ly hope that you will be a 


mit. not wasteful, b 


ble to 


essential, | | 
vould handicap production by 
i to finance a g 


(rOOUS 


caps Imposed upon luction woul 


es and more inflation. 
cause of inflation, wit! 
ras, IS an eX 


| ( ( 
| i} 
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program 1n this critical period should be directed toward the « 
pouring into the swollen spending stream. Of the various taxes 
ight be employed to siphon off excess purchasing power i 
‘| rea ur to help balan e the budget. we believe the most effect 
table would be a uniform retail sales tax, with a food exe) 


"e there fore endorse the proposal of the Council of State Cha 
ommerce to supplement the selective excises with a reta 
x, to be known as a national defense tax. 
‘he present system of excises on selective commodities and s 
been productive of substantial revem rhiiel re ti 


| { : 


Treasury to exceed SS billion In the 
ohol and toba ‘co have been w th us since 1 

st and Second World Wars and the 

excises were added. (our citizens have | 

xcises and are willing to accept them during the prese 
Vv in spite of the hopes that they had before the Korean 
ny of them could be swept way 
- excises upon particular commodities and services do not 
ive unlimited revenue po sibilities. The Treasury pr 
ld some $3 billion to their collections, but this still 
p between anticipated expenditures and revenues 
sury, moreover, that only a minor f1 


licated by the Trea 
mer expe nditures are being reached by the « XC1ses, Dat 


which revealed that of total consumer spending of 
in 1949, only $40.6 billion, or 22.7 percent, was sub 
If substantial new revenues are to be ra 


excises. 
it will appare: 


tionary taxes on consumer spendit gf. 

to develop a broader tax base. 

resent excises are often described as “selective” sin 
singled out for taxatio 


nmodities ai dl services are 
are selected for taxat 


lear why particular objects 
similar nature are exempt. No clear line can be di 
hetween so-called luxuries and so-called necessit 
depends upon the point of view. Nor it is altoget! 
different tax rates are imposed upon various commod 
taxed at higher rates than others. Diff ult de islons 1 
n selecting taxable objects and the appropriate tax rat 
ng revenue needs, administration and complhance 
nsiderations of equity, and effects on consumer spt 
Many industries and many taxpavers are boun 
anse of the discriminations which arise. 


nsumel taxation in the 


1 
| 


il development of co 
lo 5 oe ] ‘ 1 tl Price 
sa ceneral fendcency to extend the excises up 

mmoditie and services to the limits of prac icahbil 

rs and other emergencies create creat new revenue cd 


ment the eEXCISé with A ceneral tax which tends 


revea 


Te 


The tix may he i 
Sec from 
“l to vield moderate reve) 


many necessities, are tax 
are levied at exceedingly | 


ntry many of the excises 
ms duties furnish substantial consumer revenues.‘ 

therefore been extended further, in terms of relat 
ritain than in this cow try. 
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Canada the well-known tax upon sales of manufacturers supple 
the selective eX eS, General turn-over tuxXes, wh ( h fall upon 
ot raw materials, with some exceptions, to final 

to consumers, lely employed by national govern 
Europe. Needless to sav, the g { ver a 


reneral fron producer to co 


Tom produ ers 


d tra 


' 1 bey 
taxes, W CI | ries nh oe 
1 wreat ann or pvramiding una site c ive equatities 
: : 
competing coal . e of Wh . on l e of their great 
/ 1 
i market I " ell té ( tay ~ es 
Ie { Cl ent ! ( D \ 
\ +} ) or ofa ’ ] ? , ; x fo} 
emendou emerge! hnancing are nov that a 
es tax We D rable rite 
] ( ivy pe 
I 
crept Lily Omctle ne i t ( | \ ( ( 1 
: ? 
\ ( sent ( | Conk | 
tel tk fa ret } x i pret 
{ el a r ( r i ‘ ii r to 
a) | i\ | ( } (i | I ) Live 
OT 1 retail sa | ¥and ca OO! y present Lot } oO } oO} 
l tel he t ] { i » Joint Co} 


of tax we favor. (ort ate 
rT) Intern | he e] e laxatio ) a t hig lrea ry have col 


le material as a result of their studi 
’ ] 


n formulating a Feder: , 
ix at the reta | level would d sturbd price ceilings ie Ss thal tax 
i? fa tur ‘ ol ile | e] not only ( l ‘ [ ld 
; l, ess i¢ er eXt | | } ( rye i 
| le a | { ‘ t lov r rate to ( in ¢ 
n view of the far broader basis of taxat The addit 
would ts of the retail sales tax 
pronts a i eXDe!l I ne nh ma | ! QO i 
vy fron i c (ir i il tax a 
to which price e related 
) posed upon manufa oI d 
ly ] } \ ( } | ) 
Lo | hit I \ 
ne thea att ! I 1 moti 
et ¢ in add to the x imposed and putting it into thei 
The Gover t would receive no benefit except indirectly 
thie nceome tax Why ould ipvramildading tax of th ! | 
osed ¢ 
revenue bas oT 1 reta l sales 1 a Ge ld 7 | hould In our 
nelude cel \ ‘ vl h would la iy ly t tree Trom a 
I inufactul Yr Ol wholesa Oo Bea | na irbel 10 
TN) lieve cir erenners re} I LOPS ind ‘ ‘ dd spensers 
ould the extent that it I | equitable, be 
ng with t! e Sf ne tang ble perse | property Trai Do! 
col unicatiol rvice are already | ¢ taxed by the Fed 
‘ rnn { i ad « er Service co ld id i] weou ly be taxed 
e additional revenue and to avoid ! nation wainst 
r purchases of tangible personal property I do not, | 
ein mind the taxation of such services as those of a1 hitects 
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firms and would thus add to business costs, nor the services « 
medical profession or of morticians. I recognize that it is a1 
of judgment where the line should be drawn. 

To minimize the taxation of the lower incomes and to increas 
equity of the retail sales tax. the sales of foods to be consume 
the pre es should be exempt. Ohio and some of the other S 

uch an exemption. Those consuming foods in the v 

il eating places would be taxed, but individuals and fan 

| be free from sales tax on their meals when they 
ery exemption adds to the comp { 


i compliance and Opell the dl Or 


iblv tend to multiply. Exemptions rw the reve 
heavier taxation the nonexempt items. They s 
‘restricted to the most essential line of cons imiption, 
posed here that rentals for liv ng quarters or pay 
ase of homes be taxed. \ large part of the typica | 
ould therefore not be subject to taxat 
evreat bulk of the Nation’s spending power is, in the ager 
d mong those with moderate incomes. The Treasur 
ed that in the calendar vear 1951, over S98 billion of the 
ial and family adjusted gross income of S17 billion, « 
less than $5,000. <A 
llion will be received by those with incomes between $5,00' 
LU UU To balance the Ire leral budget. there Is no alternative 
to taux the lower Mcomes more heavily. To hold in check the 
fl tionary pressures, it will also be necessary to increas 
ire on consumer spending. ‘To fight inflation, then, 
} 


ir 


will be earned by those receivu 


more 


ne money of those with moderate incomes, 


ieavilv the sources of consumer ‘nding, ine 


one of the harsh requirements of the present emerge 
ve do not tax all income groups more he ly and bala 


we shall all have to make greater sacrifices to the inroa 
} 


ass, not even the poorest, is exempt from the in 


No « 
of inflation into individual and family budgets 


ri } 
flit on. moreover, : . abet e Ke The ava anche 


he mountainside. he farther inflation coes, the | 


already ment 
t differences. fl: hit ul hurts everybody, 
one; it also cause rooup and up. Ff 
excessive purchasing power in circulation as more 
pumped out into the economy. But taxation merely trar 
; er from the taxpaver to the Government. part 
ise of a retail salestax. This transfer, by curtailing con 
alizes the spending of the funds by the Gover 
mary, 
rv tax. whether it be imposed upon personal « 
“some other object, requires sacrifices on the p 
i sales tax : added to retail prices, this 
er than a price increase. Those who object t 
idds to the cost of living and must be offset 
‘ ! so are really objecting to being taxed. 


lse should pas the taxes they ure 








to pay. 


red of them. 
should De 
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he Communists and the fight against inflation. Tax increases 
” especially burdensome for the firms of smaller and mediw 
which are so Important in our economy. Corporate taxes are a 
very high and may exact as much as 62 percent of a corporat 
Income, even though we are not engaged in total war. A great 
stockholders of corporations are persons of modest means, and 
like other investors, are entitled to a fair return on their invest 
In this connection it should be remembered that any dividends re 
by the stockholders will be hit again by the high rates of the pe: 
come taxes, This double taxation Is one of the oreatest ine 
our tax structure. 
have been advised that my statement should be confined 
on of means of raising additional revenues and that th 
dloes not desire at this time to hear testimo1 y concer! 
the present laws, lf permited, I should have beer 
lf of the committee of the Pennsylvania State Char 
. to direct the committee’s attention to some of the ineq 
er ntly enacted exces profits tax. 

I am grateful for the privilege to submit my views and thos: 
Pe vivania State Chamber of Commerce to the Committee on \\ 
anda Mi ins. We shall be glad to cooperate in every way poss I 
help you formulate a sound, equitable, and adequate tax progra 
balance an essential budget. 

Mr. Coorer (presiding). Does that complete your statement 

Mr. Warner. That completes my statement. 

Mr. Coorer. Questions? Mr. Kean, of New Jersey, will in 

Mr. Kean. Mr. Warner, I notice that when discussing the ca; 

tax you stated: 


} 


iple, we believe that capita 
ipital iins are taxed 


, they shoul by cle ductible agall st ordinary 
We have often thought of that. The probler 
both wavs. If you are going to ke p your present 
» would allow the 


maximum rate of 25 percent, then we 
t of 25 percent, 
I can understand the justice of what you are 
experi nce proves t] it a large holder of securitie 
portfolio considerable securities on which he had 


; 


al | cons deral i@ securities on which he had losses. If he was 
ful thre quarters of them would have profits and one qu irter of 1 
He could continue to use those losses that he was mak 
he was taking a loss, and the result is that it takes off a trem: 
:mount of the income tax which | e ordinarily should pay. I agre 
it does look unfair, but I think from a practical point of view 
to have something like that, otherwise people who should pay 
income tax wont pas 1t. 
Mr. Warner. We have heard it stated that if you elimi: 
Xatior of capital g Lins ; Osses Vy‘ iwould bi ik eve 1 Not 
wains and losses 1 1Vs If never could understar cl why t 
t | have heard it stated at times. Therefore I was conti: 
» statistics on the subject. It seems that tl] 
o nent at least by the various proponents of « 
s oT taxation. 
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KRAN. Of course In most othe: 
ive any capital-gains tax, 

Mr. Warner. That is true. 

Mr. Coorer. We thank you for your appearan 

riven the committee. 
Mr. Warner. Thank you, Mr. Chairman. 
Mr. Cooper. The next witness is Mr. Paul H. Bolton. Is Mr. Bo] 
Please give you nal 
ir for the reco 


L tli i] 


e and address and cit n wh 


STATEMENT OF PAUL H. BOLTON, EXECUTIVE VICE PRESIDENT OF 
THE NATIONAL ASSOCIATION OF WHOLESALERS, 


INC., WASH- 
INGTON, D. C. 


National Asso n of Wholesal lud ' , 
sociations 1n the wholesale field including American Coal Sales 
\ tions, National-American Wholesale Lumber Association. Na 
Association of Tobacco Distributors. Wallpap lesal 
ition, National Wholesale Dy vost ' itis , the 
\ le Dry Goods Institute. Each of these ind 1 groups it 


| 
_ 
f 


| y 1) 
ts membe1 hiy ti representative cross sy ) ‘ . 
é h catego ling many thousand of } t 
s—large, smal | middle-sized. Since the vast mber 
s do actually employ less than <0) perso! Ss. It can truthtfully 
‘ olesale membders, ndividually and colle vely. hay deep 
the n tte oT taXatio1 Phe whol ile ( 
o speed il flow trom tTacto1 tot ! 
SISh billie ‘ of eoods of everv | pe a | 
ly lo itt Is@s MAKE t] se prod t ! 
q ckly to 1p ol nsumers thi on n e tha 
outlets Wi ( ers t] s play in extremely in ’ 
ting the civilian onomy LY fin sustal o the p ent 
»f liy 1D ll I ted State 
otie citize th holesale leaders are ke 
of fighting flation throue ll wise 
ribe to the philosophy that defense costs shou] et ona 
we-go basis as far as pos ible. 
bvious that some forms of ] reased taxatio \ } } ers 
complish this and it is the theme of m1 at te 
rge a careful analysis by your committee before settine the 
high that our national economy runs anv risk of beine iy 
e heartily with the basic formula advanced by previ 
ons appearing before the House Ways and Means Cor 
dmonished { it the proper way to | lance the } ore 
remove excess weight fron 1 the expenditure seale before 1 cr 
det son the taxatior side.” 7 
mind : tro oly recommend a clos ut r 
e fee] vou will be const1 ed to follow 
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ill propos ils for large spending which are } 
to the urgent lefenses and fundamental needs 

Ss pel mi owt es i} neertameyv. 
underscore the many sugg 


he ot cooperat ves, W 
oO! log for coop 


organized to absorb 1 
na profits through their use « 


ivor, 
we feel sure tha \ ‘ ! 
already shouldered by certain Industries as contrast 
example, l have just read an amazi vo tabulation 
sent total of tax appl ed to tobacco products I> 
| ce | paicl to the tobacco Crowe 
v the representatives of t] 
ory already bea 
ll be so considered wher 


of Wholesale salre iV on record 

an endorsem of the principle of pay-a 
lve proposed that tax contribution from 
e throug vil to the corporatio! 

} pos ne too heavy a oul 


! shment i 
into the patter of your W se decision 
the subject of these hearings. We appla 
through every proposal, to weigh each pot 


to fone tly raise t | e necessary add Lio ial revel 


lyre 
Train from bleed he the ecOnOmLY white SO far 
the survival of our treasured American 


} 


» total of the t ix burden n list be scaled down to its bare 
emergency and defense requirements. Then the forn 
he pay as-we-go goal without hazarding the motiv 
nece ary to ree h that g s. In substance, the answer to t| 
problet ! 
We strongly uw 


of the problem touched on in this brief statement, with a defi 


‘ 


re and bespeak your sincere attention to the 

agaist adding dl sproport Oohate tax burdens in fie 
business and products where the load is already exhausting. I 
we conmmenad the bold add Pion of businesses heretofore OvVvel 


of cautior 


so that they mav be deput zed in this hour of emergency to ) 
dollars to work and thus to bear their proper share in the ti 
prise. 


ete your statement 


tol Tt lerican private ente 


\I ( rR . that conip 





STATEMENT OF ARCH M. CANTRALL, CLARKSBURG, W. VA., REP 
ESENTING WEST VIRGINIA STATE CHAMBER OF COMMERCE 


imibe l 


‘ a 
ime our oWw I \ 


proposals of t 

Mr. Clarence D. Laylin. 
f ore importances 
that bacl 


\f 


here today, I be 
coround mad eX} 
Impact of taxation on t 


th whom I come necontact, 


Federal system of taxation 
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to me, therefore, that it is a matter of first lmport 
rather than cliscourage, the making of accurate re 
5. l’‘o this end, I feel that 


the most essential facto 
by the taxpayer that he is not being asked to pay more t 
ire of the proper cost of Government. 

larmed to realize the number of persons who expri 

i! doubt whether tax enforcement is as prompt and ef 
t the racketeer as it is on the ordinary small taxpayer. P 
f prosecutions being started to collect great sums, but they 
‘what the Government actually collects. That tends to e) ' 

dividual to try to get by with something himself, in or 
equality. 


ive noticed one other aspect of this point: I have in 1 
r who took pride in making accurate retut 
la little on the Government’s side. 
1 


} 


ls. In cause oO] 
I nen One ye ir 
y a young agent, full of zeal and energy. T! 
athe doctor’s automobile expe nse because he had ( 
according to the book. The deficiency was 1 
that taxpayer still thinks he was unfairly treated, 
el he now ever re rive Sany doubt in favo} of the (y 
feeling of fairness in the system was undermined. 
must be satisfied that the tax laws are fairl) 
that our frends in the Bun 
ived to greater ¢ 


Lol 


eau are trying, 

fforts along ¢] 

means to do a better job. That is 
will approve. 

xpayer must be sat fied that | o@ asked to } 

h. In West Virginia we are greatly concerned about tl 

st Virginia’s share of the p1 


] ’ ] ] 
} oposed Federal bud 
I 
Fel ; ’ 
| State and local budg 


11S ne, and tiey 
appropl i 


’ 


Ulie 


i@ Is ho 


1} 
vet, al d 


total over S9O0.000.() 


. Uwh 
the Svo4 VUUVLUU on Gepe ? 


posit in all of West V 
le o—. LOdt 


reihnlas 


lf all pend ne Federal, State, ai d local spena 


. the total t 


rer} = 
(rr propo 


axes levied on the people of West \ 
o ir will be ual to approximately on 
i tate’ mil , plants, homes, 


Lit’> 
Intang ble prope rty of every k na. On that ba 
minin rv dollar of gross 


nim of 40 cents out of eve i 
West Virginia’s people in the coming year, the le, 
VU per capita and thi hare of the ave we West \ 
g& 31,600, 

enor 
State and local authorities to reduce 
he Congress recluce the I leral 


r in this time of 1 


spending 
itional crisis that the | 
iw in their own belts, rather than merely call | 
contribute more hea ly. 
Che Federal Government is calling upon th 
Sons, husband 
ixes 


adr: 


tl » people to make 
. is, and fathers are being called int 
are imposed. C 


are expected. It ail 1) : 
rhiment hould et 9 ror lexample of econon \ 
{ ple must he cony ] 


r( ( 

1 +) 
ead tl 

, 

| 


ls of many kinds ar 
s the simplest kind of f 


{ the Government 
~ } co } yoata ‘ i] ] " " pII< hea « 
requiring the people to do. There must be : 
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curtailment of spending. From all that we can learn, at lea 
billions should be cut trom the lederal budget. 


r that has been done is the time to consider the infliction of m 


ivel 


The total tax burden 1 already oO heavy that any rurthelr i 
should be approached with the greatest of caution, 
| have stated, the basic proposition Is that no taxpayer be re 
to pay more tha lair share, | Lis 1m} es that the burae 
d so that every bears a fair share, and so that no one 
This app to ind . types of 
‘ i! il 
orut " j ‘ 
cage in | ompet \ e tax 
ent-financed enterprises, cooperatives, and oth enjoy 
x advantags \ ould be eliminate \ l 
e purposes ol 1 organizations, 
ject such organizati to the t il tax 
should be the t step toward 1 GO e reve | 
rt LOY | ot i 
when any 1 I LX i to be } ( l 
ons Sho ld « 
| vidual tax ( ready se Oo fn ful I i 
ached { the greatest of ca Oo] ind only ’ le] 
resort 
( rporate tax 0 | not be reuse l. ‘| e corporat 
; protits nave 4 NCrenst ha t r payment accetel 


ess-profits tax has been added. 
ull- and mi zed corporations of West Virg 
ely hampered by these high taxes in accumu o thi 
for the ex hh ¢ hntiat if We are to W 


I corpol iti ould have a chance 


aies tax Ss the most equital e solute Ol e revel 
It is the mos eq table bes ise if appl es to everyone Who 
The rate 1s the same for all. he retail saies taX is a direct 


rd control of nflation. It rn ke things tf more without 
¢ the pronht of the seller. 
inufacturer’s excise tax is a hidden tax, which the consum 
see. It inevitably « \uses pyramiding and 1 ilts 
el es inflatic 
l It l ( XY W i] \ ] \ ! cl 
ler ure king ex e-tax retul had State Li¢ X 
saies tax retul could | easiiy checked agua s ] 
and should not present a heavy adn trative probl 


if course, fa ir with the W ect V o . ,) me} 
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\ isure for Lo months on 
regular part of the State’s fisea 
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tax collected Trom purchase 
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nts. © 


ce 


Casual sales. - 
es to manufact dso forth. Sery 
otherwtse t eal School book 
Government, and so forth. Motor 


tail sales of foods, ov) « 


rel 
not apply to sates 


tSmOrTiNe, 


Ol does 


food exemption was first enacted 
of food. In 1945 the exemption 

Now. apparently, Chie ) 

xi ‘ 
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AW eps 


of each purchase. 
to repeal the food « 
Prior to the food exen 
the rate of 2.07 percent of covered sa 
the collectio dropped to LSS percent 0 
oles ni 


} tirelyv. 

the 2 percent tax actually | 

les. After enactment 
: 


’ Potion ¢ 


Tio}! 


LO laxity ana loo} 


] 
he ate 


rood exemption, 
Phis drop is said to 


the exemption. 
il of the food exempt 
of S2.200.000, which 
0 in fiseal 1950 from tl 
is collected in cash, with 
tatute expressly require that the tax be 
nad prohibits t mere 


te item, 
be 


Separate 
V way. It cannot 
“| this tax w 


] 


re" ept 
rly wel 
orine State 


follow Be 


Neti | 


s: All services. 


hiption off the premises, 
Sales to and by pul 


cigarettes, 


Casu | S iles. 


vious organizations. 


] 
serective e@Xclses, such as, 


is prepaid by the seller through the pure hase o 
are given to the purchaser when the tax is collect: 
is method involves discounts and Is expensive in a 
Notwithstanding the relatively limited coverage of this 
reat vely high cost of administration, tt produces about ball! 
or nearly one-half of the entire State-collected 1 
rally accepted by tiv 


rally, 
seems to have been gene 
i! 1 Ohio. T understand that 


mn 
oO law 


tion to West Virginia 
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ave some form of a sales tax. | ese tuXxe r’é ad to work 
ell a d to produce large reve} les at adn strat COstT vel 
Lround 2 percent. I believe our West Virg i cost of ad 

runs about 1 percent of collections. 

\ Federal retail sa tax would be applied formlyv over t 
ind there would be no need to disting etwer hterstate 
istate commerce, which is the n or admin [ { r end 

State sales-tax field 
ix should be ( ti\ ipplied to ill reta r f commoditi 
t Ph rt eXeniptilol the ft e] | Div exem) 


i“ ( ot Tood To! ( Dpto} fT 1 e prel ( Or tie selle 
Protessiol il er ) 
( il sales 
s for resale 
Sales to the Feck l Grove rhe 
Sy Ces ind I ! ( overs the | ( x xX 
exemptio r fined these SiX, 1 ems of defi 
cd of rly I nm Vv 1 bye ivoid i | portant ‘ 
easy for the se er to ce de wh« er or rie i Lit axal 
West Virginia and Ohio a mt t collect the tax 
the sale is for resale s req 1 O take ert te Trom the 
=o 
West Virginia te exempts so-called wholesale sales to 
7 ais ; , ot te ‘ Phe m el 
0 tro ome, and { Xe) }) ) oT eved » | 
1X eVAaSsiO If I suggested abe ic purposes of a 
x the ex onl Pcl if | l Lit tive base of 
i by | ler and a lower rate will produce the sai 
| be desirabl » extend t Federal tax Cl . 
ed by beaut ps, bal ! Op Lunaries, y cleaners, re 
Op ind so for ssonie of these Ser) { ire | i y re t 
| others ( lental to Li¢ or commod ‘ 
ix should not he confined to retarl tore } tT siv a nel it 
lesmen, and all other vendors. with only the x exemptio1 
ve. the « eT | I ! tk ile if for I ! tT re f 


r p> ‘ ] ] 4 ] 4 } 
people of 27 states are already accustomed to reta snles taxes 
ve that a nat onal defense sales tax. o the | as hove out] ned 


ve accepted by the people as necessary to pay the cost of na 


1 
} 


defe se, Such a tax. would produces subst intial s ims because 


extremely broad base to whic t would ipply \ reasonable 
te is that such a tax would produce a billion dollars for eac] 
of tax. 
x would be paid dav by dav by consumers as they mal] 
lhe very fa t tl it t appl ed ull forn ly to all would *} i 


to its acceptance. Everyone would be able to understand th 

exemptions, al | publie opinion would aid in enforceme) 
tax would spread the burden over the whok population li 
! ill thos Ost neomes are Ot SUD] t¢ v nor : 
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Based on the foregoing, I ask your favorable consideration of 
recommendations: 

First. Substantially increased efforts to collect the taxes du 
existing laws from racketeers and others. 

Second. Subject to the regular income taxes all organizatio1 
as Government-financed enterprises, cooperatives and others, « 
ing with those which are now taxed. It is estimated that in t 
10 years the sales of cooperatives have increased from 2 bill! 
10 billions a year. ‘That is a lot of business to be tax-free. 

Third. Only to the extent necessary to raise funds to meet a 
cut to the bone, a general sales tax as outlined above. 

Fourth. Only when the above have been found insuflicient 
essential needs, a defense tax at a low uniform rate, based w 
net taxable income of the individual after subtracting his not 
and surtax. 

Fifth. The following should not be considered in any situat 
of all-out war: 

\. Any increase in corporate tax rates, already so high as 
courage waste and extrav agance, 

B. Any change in income splitting for married people. 
family unit is the most important factor in a healthy nation. 

C. Any increases in estate and gift taxes, already so high as t 
age the stability of small- and medium-sized businesses. 

1). (ny change in capital gains taxation. We must not. ham) 
free flow of capital into the productive facilities upon whi 
country’s future must depend. 

These recommendations are sincerely believed to be the be St. 
circumstances, to raise the essential funds with the least damag: 
economy. 

Mr. Curtis. I have one question concerning your so-cal] 
equality proposition, taxing certain business concerns not now 
As a lawyer do you feel that we can tax a municipality oO! 
subdivision ? 

Mr. Cantrauy, To the extent that they compete with corp 
and businessmen who do pay the taxes. 

Mr. Curtis. I understand that is what your recommendati: 

I mean the legal aspects of it. For instance, we tax a privately 
water system. If it was a corporation, it would pay a corporat 
In your opinion could we tax a municipal water system and 
the corporation tax ¢ 

Mr. Canrrauy. If you don’t it is a subsidy by all the rest 
people ol the country. 

Mr. Curris. I am not arguing with you about your content 
to equality of it. Iam hs a you whether legally we could 

Mr. Cantratn. Frankly, sir, I don’t know. I have neve 
that question. 

Mr. Curtis. You are a member of the American Bar Ass 
committee on taxation. 

Mr. Canrrauy. Of the section on tax: on ves, SIP. 

Mr. Curtis. I think a service could be rendered by hav 
group look into that. 

Mr. CantraAuu. I will suggest it to the chairman and will 


glad to do so. 
Mr. Curtis. That is all, Mr. Chairman. 
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rhe Cuamman. We thank you for your statement, Mr. Cantrall, 
your appearance and the information given the committee. 

\ir. Patrick Hayes, president, National Association of Concert Man- 

rs. Washington, D. C. 


STATEMENT OF PATRICK HAYES, PRESIDENT, NATIONAL ASSO- 
CIATION OF CONCERT MANAGERS, WASHINGTON, D. C. 


Haves. My name atrick Hayes. 
NW.. Washington, i $3 am manag 
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heater. 
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alone, in time of peace, « or war. The grim 
seful endeavor, and perhaps worry. need that break in 
that good music and good theater provide. Some things are 
liscouraged in times like these, because of economic necessity. 


| 
travel and conil 


meray emphas 
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Mu eal | theater are not luxu es, If they are, then eclucat 
l luxury ~ and it, too, shor ld be taxed. The appre lation oft 
; | - | theater Is | 


il ae? 


“al development in the edu at 
theater has 
. Lhow profits Nn 
Broadw iv hit is offset 
ich may represent t 


of music and neve! 
Wwe | ovhnel fields ot eC! 
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] 
ye 
i ever 


ake 


pone) 
for a mome 


malthy 


he peop! 

iX on admissions to 
ilevent. Tax relief will 
tend und part! pate more ¢ 
“would mean a profit cush 
‘rious deterrent. ‘I 
in the first place. 


al interest repre 


is st ge 
iffan 
on of a 10 percent 
mited fields of mus 


con 
mportance, Llowever, 01 
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\TEMENT OF FRED J. BOWMAN, PRESIDENT, ATHLETIC GOODS 
MANUFACTURERS ASSOCIATION, CHICAGO, ILI 
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[I am president of Wilson Sporting Goods Co. and also pri 
of the Athletic Goods Manufacturers Association, the membe1 
which is composed of manufacturers of athletic equipment, 

all, football. basketball, and other athletic equipment 
Is in their athletic and physical training programs, 
vouth of the country. 
committee faced with a twofold problem : Fir t. of 
the tax measures of this country and, second, of raising 
revenue to support this country in its present armament 


The proposal we wish to make to the committee will strean 


ucture for the Gover ment, as well as for pi ivats 
e for the Government approximately one-half 
e, even though we are asking relief from 
ago you were | 
or 
‘equipment nov 
Internal Revenue Code 
hools, but is purchased 
ire political subdiy 
considering all data : Facts, ir committee app 
* the 10 percent t n articles predominantly 
ports, and other arth le : predomil antl y used by child) 
0 was passed by the House of R present itives In Jl 
tails of these articles are further listed on page 10 of t} 
‘s report No. 2319 of June 23, 1950, to accompany H. R 
reads as follows: at 
The present 


sportin 


present members of your committee 
1O58S when the tax ‘ removed Most 
7 


ir ago when H. R. 8920 was passed, 


tax on specific ite ec 








schools 
on of the ex e tax on ath 
3442 of the Inter | Revenue ¢ ode provides . 
r regulations prescr} the ¢ 
vy. no tax unde! 
. ° . (3 or the exclusive 


’ 


let = equ | Hie 


r si all be 


es, or any 


facturer. 
s exemption does not apply to pt 
organizations as the YMCA, thi 
ith Organization, or to the vout! 
and use l; 
ported 1 
exemptiol rol 
t of the Cor 
¢ World Wat 
was and is 
as wert 
umips 


are 


; al 
for luxul 
. then we 
f expending ) ls for luxurle 
+ official United States Departme! 
manufacture! > report of pr licti 
1947 vear—Report Mé TOF-1 Marcel 
rers ' ompared with } in 1939. 
ompiled. The first full postwat 
rea hed the peak. Production 1n 1 
L947, and 1949 about LO percent below 
ibo t equal to 1949, but 


a) r\bout 5 percel 
{ ] } l lal 
iateriais, as We i increased ta 


lollar volume of 1951 produ 
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S38.548,000. These census figures do not list the value of for 
helmets and shoulder pads, estimated at $3.200.000, Tiving us a 
product on of $41,748,000. The excise tax at the present tax 
would be 84.174.800. 

However. public schools are purchasing at least 60 percent of 
articles free of excise tax, and on the basis of the reman 
percent be ng taxable. the present revenue at the 10 pereent 
would amount to approximately 51,670,000, 

mated revenue of $1,670,000 is offset by expense to! 
I al sporti & voods dealers 1th pro essing these fax-eNXel 
Each of the manufacturers has had to increase h 
Vat least two persons to handle these exemption certil 
imum wage of $30 per week is paid, this amounts to > 
vear for 2 persons, and for approximately 400 manufa 
of S64 reporting in the 1947 census report, this cost to manuf 
S 1.248.000, There ar ! excess of 4.000 al stribi Lol 
of athletic eoods sé lling schools. Their cost is estimaté 
one clerk ot $30 per week, or $1,620 per year, amounting to S64 
We, therefore, incur a total expense to our industry of 37,728, 
lerical help. With the m inpower shortage cle veloping | 
. ad nistration of these exemption cert ficates lmMposes al 
1} burden and expense upon our small industry. 
Most of these manufacturers and dealers are corporatior 
their oper iting expense W ith this added expense of S7.7: 2 


chareinge 
for handling exemption certificates, the taxable income 1s_ red 
S7.728.000 The present corporation income-tax rate Is 25 px 
normal tax and 22 percent surtax. Estimating the manufactur 
rate at 47 percent, the income tax on $1.248,000 would be S58 
Some manufacturers may be subject to excess profits tax, but 1 


made as to amount. Estimating the dealer tax rate 


. the income tax on $6,480,000 would be $1.620.000. M 
would be in the surtax group, but to remain conservat 
ill of them at the normal rate of 25 perce in Com! 
ited manufacturers’ and dealers’ income-tax figures « 
Tr. we havea total of approx mately S2.200.000 less tax ben ( 
to this added expense. By relieving our industry of the « 
he articles requested, the net gain to the Government 
ne appre ximately $469,000, fl cl this does not take into conside1 
he money spent by the Government in collecting this tax 


diting the exemption certificates and excise fax returns. 
We respect fully request revision in the basis of the excise t 


athleti equipment now taxed under section 3406 (a) (1) Re 
Act of 1941. such as Vi as approved by the House of Representat 
I] R soe7t). eune 150. T his revi ion removed the follown r fl 


\ 
rom the | ase of the sport a goods oe Baseballs and other b 
equipment, basketballs, boxing cloves and other boxing equi] 
cl ket h rts nl d bats. fencing equipment, footballs itl | other f 
eq pment, gym! asium equipmel t and apparatus, hockey equ 
madoot } asehalls and other indoor baseball equipment, lac rosst 

mass balls, push balls, skates, snow toboggans and sled 
oftballs and other softball equipment, track hurdles, \ 
nt. vollevballs and other vollevball equipmel ft. wate 


nt, W restli a head harness. Because : 





EVENUE REVISION OF 1951 ISS85 


(hese articles ire used largely as a part of school phys cal train 


d athletic programs. Sales for use il } ublie schools are exempt 
excise tax beca ise they are subdivi ons of the State government. 
However, private ind parochial schools cannot purchase this equip 
free of excise tax. 
Che majority of the remai Ine articl ot ed 11 chools will 
sed by the vouth of this countrv. Tov or . dren-sized articles 
Dt nder the presel law Base ri} } { . Q hac 
2 ure exempt, but balls, gloves L So Tol ed with those 
taxable, regardless of size. It neve 1c hey the intent of 
ess TO Tax TOVS, And Vou! om thes ra ‘ leg tf vent en 
‘ nm. BR. 89! to remove the tax o1 tiels ed predon 
y alr 
(; f ef oul r will re t r eq the Gro\ 


yy artictk we manufacture } eolf elub rolf balls colf 
p nhs equipme t, badminton eq } , “qu h ¢ ment, and 
Phe dollar value of the bly more tha 
f athletic eq pl f ed by has 
i ct plete ! ‘ ent. Mr. ¢ urma c you for 
eur ot rie y 


( BR i 
v that has a | & plant in my ome city of Iront Ohio that 
several hun rel people ha Ss engag ! hess of 
Iring s] r POO! | Ol reputation in 
) of ohest ir , this state 
bout them, br f ey rul food, Cle : it, natu 
nes they re ma ¢ sporting good { ry + » thre 
( ho know ab the) 
Now, Mr. Bow ould like 1 Ik g about youn 
n vou tateme I had 1 ed to a good many 
R ring to item Ne of the last page of \ prepared statement, 
ite that we ( ad ora vO request and st save money 
(rovernment 
Mr. Bowman. That based on estimated figures: ves. sir. 
Mr. Jenkins. Now, coming back to the t] rd paragraph on that last 


e, vou make this statement: “Granting our request. will result in 


d revenue to the Government.” I do not want y u to go back 
ew all of your statement; but will vou tell us as distinctly as 
n about six or seven sentences. why vou } ike that claim? 

Bow MAN. Thi experience we have had the case that these 
n certificates come to us and to our customers. the dealers and 
rs: and t if require consicde rable extra ley »| elp We 
thing } + ms { 
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Under the present law, the schools can go back for a pet 
t vears, and we have had some claims filed for taxes that are 4 
old. That means that we have to go back into our records 4 
and determine when we sold the merchandise to the dealer and 
mine when we paid the tax to the Government before we can 1 
deduction. 

We have arrived at an estimated figure of the cost of the « 
} elp involved in processing the exemption certificates on the 
the manufacturers, the distributors, and the dealers, and we sho 
figure. That expense is added to our operating expense, which 1 
our taxable income. Then we have estimated income taxes { 
manufacturers at the corporate rate, the normal tax plus the 
miving us the rate of 17 percent, Then. estimating the tax red 
on the part of the dealers, who are smaller operators, at only ’ 
cent tax, we arrive at an additional reduction in income tax 
200.009 

As to those sales that are made tax free for the schools, we « 
that approximately 60 percent of those items are sold free « 
excise tax, which means that the remaining 40 percent are wl 
ised practically by the children of the country. These are sma 
baseball gloves, baseball bats, and a few things of that type 
timate that the excise tax on those remaining articles wou 
710,000. Taking that figure of $1.740.000 from the fig 


e< 
Ss] 
$2,200,000, we come to an approximate figure of $469,000 In add 
revenue that the Government will get by removing the excise 1 
those particular items and saving our industry all of the bu 


proce sing those exemptiot cert fi ‘ates, 
Mr. Jenkins. In other words, you sell these sporting goo 


course, in small orders all over the country # 


Mr. Bowman. Yes, sir: that is right. It mav be one basel 
baseball bat. one basketball, and so on, that a dealer sells. 

Mr. Jenkins. And you may have thousands of sales for a ve1 
return financially ¢ 

Mr. Bowman. That is right. 

Mr. Jenkins. Now, on top of that, vou sell to schools. The 
up your time, and you sell them all kinds of orders, but they 
tax free? 

Mr. Bowman. That is right. 

Mr. Jenkins. So when you are through with it, it would be 
for the Government and better for you and better for everybod 
cerned if the tax were not there ? 

Mr. Bowman. That is right, sir. 

Mr. Jenkins. Now, there is another thing I would like to 
You have been here before; have you not ? 

Mr. Bowman. Yes, sir: I was here last year. 

Mr. Jenkins. At that time vou brought out the fact that 
he pal 

hool ire not allowed the same privileges as the public sel 

Mr. Bowman. That is correct. 

Mr. Jenkins. Then there are certain other organizatio1 
“lime, ke the YM¢ .A’s and othe Ss. W hoare excluded. and SOT 

lubs that ire not excluded and mist pay the tax, 

Mr. Bowman. That is right. 


e 
’ 
i 


t] eS hools and some ot the organizations for instance, f 
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_ JENKINS. , ll be that one boy \ 


o much and another boy will have a glove ji 


ve 


clove that costs him less or more accordingly 
BowMaN. ‘That 
NKINS. That « 
f unsatisfactol 
gloves; yet 
bov 1s we 
: 


BowMAN. 
JENKIN 


vw 
JENKINS. 
BowMAN. 
JENKINS. In 
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$1.740.000 less revenue. But it 
llv loses SZ.ZO0 000 be ause OT the 


. / 
porting-LZoods b ISLNeSs 


from youl! 
cr 4 \pel 


>the Crovernment 


rovement 


»would be S46 


cnn 


Of course, on top of that, sir, | 
of the expense of the Bureau 
ive no wav of determinin 


ould sav that it take . 


ve over LOO 1) 


» | 


ruire 
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STATEMENT OF E. R. VanDERVOORT, PRESIDENT. VanDERVOORT 
HARDWARE CO., REPRESENTING 


THE NATIONAL SPORTING 
GOODS ASSOCIATION 
Cnamman. W \ lve e cf 
1 thy | \ Vi iyou pyre 
Mr. VanDe M me is E. R. VanD My addre 
| a. és \ | i! l \I NI t { 
e \ 1) t Hardwa ( | i 1 
Spo! { ssc tio ( 
fadeatel fributor ft { 
CHAIRMAN. .A\ m ‘ 
Ir. VanDervor \ i S T 
CHAIRMAN. A 
\ v Dervi ! | ven \ i 7 
{ ore [Té t 
Xt rath 
»] f R \ct bie | 
( I "i 
LEM stat 
l i i] it ole t { 
HY Re} ntative 
(; ; 
} D : 
if x 
a .’ \ \ 
ry Hl. \ 7 
{ 
Ii her 
i ra I 
Mi 
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iiie h more than our net 


profit on the sale, and 
ss each claim as it is filed. 


ot the exemption procedure develop 
i I lucdes ten produces 


lL by sever 
' 


WLItlo?l 
eACII 
} | 
leventh of 
school t] 


‘act irel 


ent o 
| <el] subject 
i burden I 
certifi 


ade of dealers 


or 


r varies from $1,000 to $5,000. de pend 
Wi 


1 vou consider that t] 
pment 


ore, we 
regard to 


Pp of, 
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quite important, we feel, to those who are down there in the 
i meeting the ultimate consumer of these things. 
dir problems are just multiplied all the way along the 
it when you get down to the thing, and, after all, yo 
het loss, i ‘t that too bad to « | all of these t} 
lof thi ? islon nad trouble ; | ] 
\I _ JENKINS. T ! all. \Ir. ( 
Mr. Curtis. Mr. Chairman. 
Phe CHamman,. Mr. Curtis. 
Mr. Curtis. Mr. VanDervoort, 
4 if ] , 
‘ nat vou wo ld be here 
Mr. VanDervoorr. Yes: I know him well. 
Vir. Curvis. Lam familiar with the problem about w! 
he nto Mr. Lawlor’s store ind have thecked 
\ t th 


it Vo ive l 7 


2 f buy ithletic FoOoU free of tax, 
| ite method: is that. ernit 


Mr. VanDervoorr. That is right. 
Mr. Curtis. Chey are permitted to make in yication for 


j 


| etaX previously paid: not that right ¢ 
\I Van Dervoorr. Yes: and we have to make {, LOO. 
Mr. Curtis. In other words, if some school has purchast 
of athletic equipment, say, 3 years ago and they wi 
d say, “We paid the tax on that, and we want a refund.” 
Mr. VanDervoorr. You have to go ai 
Curris. Well, first you have to explan 
ind then you have to se d them ace 
NDervoorr. That is right. 
rvis. Then when they file that 
p vour record of the sale. 
ces that you sold them 1 
urers ¢ 
\ AN DeRVOORT. Most of the 
I would say that the majority of our cert 
terial from two or three manufacturers on o 
vris. And you refund the school tl 
\N DeERVOORT. We have to. 
RTs. Ther you make i! 


Dervoorr. ‘Ts 


»each and every one of 


i separate one to enc! ) tine 


it the school gets back. 
vere to see the high priced clerical help digg 
Y and > vears old to get b 
to clo it why. Lam telling vou 
hen the manufacturer has to go to h 


\ Dervoortr. That is 
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Mr. VanDervoorr. Well, Congressman Curtis, I think that 
very fine question and a very fair question. 1 want to reiterate 
that our group is quite unselfish in this proposition. We knov 
you men have problems In raising taxes, 

If you find it imperative to get more money out of this littl 


of mer har clise we have here and, of course, l can think of i 


things l nto millions and millions that have not been tax 
but I won't talk about that—but if you find it necessary to take 
from | . why don’t you tax everybody alike. Don’t exempt ar 
Require every ody to pas the tax. ‘Then, if you did that. if 
probably accomplish several things 


First of all, let us say that it is legally possible to do this. Now, 

yer and I can’t rule on that. But let’s say it 1 
vou to d chow thev tax the 

to cume id , thing else. If it 

lit might be we wouldn't object t 


maary exped ent to gettll o the iob done. 


, 


rse, we would rather see you eliminated altogether an 
» it doesn't amount to much. 
URTIS Based on Mr. Bowman’s fivures, if the taX was 
out exemption unde! ie eC se up, the Government 
t $4,174,800 
Mr. Van Dervoorr. Tl 
Mr. Curmwi 
that nere 


Crovernment as the net result / 
Mr. Van Dervoorr. That ts right. 
Mr. Curris. While you feel that this tax should come off e1 


that the Government would thereby gain a half millon dol 
innot be done, then it w ll eliminate all of this certificate b 
d bookkeeping and refunds if we treated all of your custome 
Mr. VanDervoorr. Of course, our first premise is that if 
t have to charge these youngsters a tax on the glov 

d so forth, and so on, it would be a da dy thing be 

he these kids up and make them physically fit 

uny out of the Army when they take the physica 
o they will grow up to learn how to play the game 

to be better men ai d women. 


ke to make it a easy as possible, A ft r all, It is 


need the money, gentlemen, if you need th: 
VUU That ] hy there, why, requir 
| that 1 » be all right with us beeat 
contusion: it will eliminate the dise 
will do something that you gentlemen are here 
¢ you do will build up some revenue for the U 
Wi I) ve ah elnervel \ bef re us. 
he first wav bv elimin 


the taxe but don’t cor 
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vded awfully hard It we uld be very popular with them It 


be very popular with the parochial school nd 
MCA’s and all of these people that feel th; they » bel 
nated against ind it is probable that thev have a ba 
there. I think they have a legitimate k r Ol ie thing. 
Cortis. That all, Mr. Chairma 
CuamMan. We thank you for your informat 


mittee \ ect sat tl t 1) ‘ ‘ Ww 

\j Van Dervoo! I} k you very n Mer. Chairmar ind 
eT of the CO l Lee 

\\ reupon, at i > Dp. m.,. recess was ft ( tine ( mittee to re 
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THURSDAY, MARCH 8, 1951 


Hovse or Represen ES. 
ComMMIrrer ON Way xp MEANS, 


ehton, ch f the com: » y 
Carman. The committee will please be 
wring this morning ison the taxation of tobacco, Representa 
Chatham. if the no objection, would like to1 e just a brief 


r en} about the deleeat om! here 
Mr. Chatham ¢ 


STATEMENT OF HON. THURMOND CHATHAM, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NORTH CAROLINA 


Cuaruam. Mr. Chairman and gentlemen of the committee, ] 


mply like to vy that we | ive here this nv ra most repre 
croup of North Carolina citizens Mo of tl 1 mone 
ling farmers, and in their own communities they are chairmet 
commissioners, chairmen of school boards, ‘ who run 
rches in their community. I couldn't p bly ever hope to 
ogether a more representative group. I m delig ted that 
ive a chance to testify before you gent!enx ] ive told ther 
urse, that they will vet a very fine and sympattiet Luci le 


ommiuttee. 

k you very mucl 
CratmMan. Thank vou. Mr. Chatham. 

\ Coorer. Mr. Chairman, I am just wondering if any other 

\| ers of Congress would like to have their presence noted W) 
ot give the names of other Members of Congress who are here, 
Mr. Chatham. 

Mr. Coatrnam. Hon. Carl Durham, Hon. Herbert Bonner, and Hor 
MeMillan. 

Mr. Coorer. Any other Members of Congress who come in who 
their names to be noted may hand them in to the clerk. 
C'nHatrMAN. The Members of the House cenerally have bee 

that those who wish to testifv on any of the subjects bei 
red by this committee will be allowed to ippear ol 1 day set 
this purpose. Some of the Members from North Carolina 
nterested 1 the tax On tobacco expre sed their purpose or 
come whenever that date is determined to testify on this 


it we have Wi? le I ¢ onsid ration today 
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The Chair knows that on the calendar today there are rep 
tive ere from Virginia, Florida, New York, and Louisiana, 


as North Carolina. Those States are represented. 
witness on the calendar this morning is Mr. a © | 


The first 
ner, Greenville, N.C. Is Mr. Lanier present? Please 
e and address and the capacity in 


which you appear 


STATEMENT OF J. C. LANIER, FARMER, GREENVILLE, N 
\i I an ana en rs f this ¢« mn 
a. @.. aA ier. and ] me min Pitt C \ Ni 
My county is the largest tobacco-producing county in t 
ed 1? my county nm it 


Mo 37.600 icres planted Nn 
approximately 50 mill 


. lion pounds of leaf tobacco. A 
ll of this tobaeceo, Mr. Char 

My principal business is the growing of this tob 
Pitt County are dependent upon the s 
ex tence. 


rman, is used in the produ 
‘ 7 
ile of tobacco 
We produce some corn, mostly for 
a | ttle cotton. and a tew potatoes, but tobacco IS « 
‘o for our living. It is the 
section of North Caroli 
estick maker are all depend 
-cured tobaeco—for our living. In b 
growers, of whom I am one, we desire today to 
reasonable, the arbitrary, the criminatory 
he Secretary of the Treasury on our farm commodit 
u that such an inerease, coupled now with the o1 
» already bears 


( 
? 
li? (i! 


an unheard-of tax on anv other 


it il to | 
llion people who make their living through the growth 
Om this counmry. We feel that 


stified from any standpoint 


Hit. 


il 
is unfair, unreasonable, and deeply prejudi 


etax is ral k wc] 


“ak the sentiments of this group here today w! 


here is in favor of \ ne whatever taxes may 
arm our country t » the teeth and in order to } 
It ismy belief persol ally that additional tax« 

to balance the budget and to cuarantee security 

hour of erisis. I would like to say personal 

, ‘irst World War. I served in France 


hting outfit, and I vield to no one in my patriot 


country to the utmost from the forces that 


The tobacco growers are together in support 


Congress to prov de maximum defense and te 
4 Federal debt. Bi t we believe that these taxes o ‘ 
i! equitable basis and spread across the board so th 
rry his just share of this tax load. 


not understand whv in every er since 1918 t 


to bear a fantastic tax load. We resent the : 
to put upon tobacco crowers’ commodity t| 

s fantastic load on top of all other taxes that th 

o pay along with all other people, such as inco 
r products, all other kinds of taxes. He | 
mn to this load which is ben 


1” put on his prope 
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men, here is 1 pound of tobacco—of flue-cured leaf tobacco— 
nd produc ed by a farmer in | 


hacco for the past *) ars hii been 50 cents. 


itt County. The average selling 
this pound of te 


the gross price that the man got who ] iced this pound of 


(i tobacco. 


' 
prodauct, 


ying it to my 


‘pounds ot to 


this tobaces 





1YOUO 


’ 1e 1 wheat. 
ix, of course. He 1 
But f t| < houl 


hit be enacted by Cor oress 


} 


L necessity he ‘ictest sense ol 
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’ you cut this production down you will lose in you 
e lose In Income, and you lose in income taxes from the 
who produce it. , 
We ask—and when I say “we” I mean the people who grow t 
nall foo | conscience, these p ople who are willing to bear the 
portionate part of the tax load, to pay any part of taxes which 
table in the defense of this coun try, that you not follow the r 
dation of the Secretary of the Treasur y—th: it you not press do 
he brow of the tobacco "romine rs thi is crown of thorns 
ify our prosperity, the measure of prosperity we 
¢, upon this cross of inequitable taxation. 
statement, Mr. Chairman. 
iN. In addition to the list of States represe! 
I am informed that Representative MeMil 
‘arolina, is also represented here today. 
Mr. Harrison. At this point in the record I would like to 1 
Honorable Monroe Redden, of North Carolina, is hers 
tion to this tax. 
rMan. We mentioned earlier that North Caroli 
among those who were in « pposition to the 
ier States. 
st one or two questions, Mr. Lanier. 
oned that th use of tobacco ts not a necessity, | 


1 don’t know anything about the joy or the } 


from the use of tobacco by experience, but 1s it not 
comes a h ibit with many people ¢ They see the old | 
centage oft them. pare! tS. associates, and kinsme , 
don't they just naturally take it up and folle 
r parent and those with whom they are a 
mes ahabit? After it becomes a habit how 
i necessity ‘ 
rhere are only a few things 
d when I said necessity. I meant that 
tobacco. It is an open choice. They ec: 
but to a large number of people, especially 
kets, Mr. Chairman—someone will give the s 
oT cigarettes are consumed by people who are 
eke ts, who can't “oO to Florida. who can’t take 
have to cet thei r pleasures and enjoyn ent like th 
;a bottle of beer. There are certain things that a ‘poor ! 
! Joy, and tobacco is one of them. It is a solace. It is the finn 
I have ever known to settle your nerves It is just somet] 
gives pleasure, and I have never been ab le to find that it wa 
in the le 
I don't | 
The CHatrMan. There are a great many people who t! 
when cigarettes are smoked to excess it is harmful, and I have 
a great many people from my own personal knowledge and « 
tion who have that idea. Chey try all ost ck spel itely to qu 
but they are unable to break off or even curtail their cons 
‘s. In my opinion, just from my own observatt 
I upon whom the habit is so firmly fixed that the 
up coffee, that they would even reduce their food and 
in almost every other way if it was necessary econo! 


ist degree. I smoke continuously, and while it may | 


snow 1. 
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financially before they would give up tobacco. because the habit 
uch a complete nold upon them. Have you had any experien 

it kind ¢ 
Mr. Lanter. It happens, Mr. Chairman, that in 1933 I served for a 
tobacco expert W th the AAA ar d we did know from actual 
here at that time they were issuing food and px le would take 
dd that was given to them and go « 


j 
iown to the si nd 


cco. 

CHAIRMAN. I don’t know how far removed from necessity to- 
nacase of that kind, , 

( s another que tion about which I wis! oO K ro} oO 

t is this: I there iy probability—I wont iv D sib tv. 


obability—that, if th pl ce vets higher, the proc ir. the one 
ufactures cigarettes, will pay a less price t e tobacco grower 
eby the grower will be indirectly paying the tax! ‘I f 

yuestion I would like for vou to develop, whether o1 t ther 


robability of this tax falling back and redu r price of 
paid to the Ttarmer. 
Lanier. Mr. Chairman, in that case the 


ways: I rst, wii the demand for toba oO 
] ‘ 4 } 
mpetitive market, thie price would tel d to go down, the price 
ad, per unit. Phe f the tobacco was prod ed I} ~ that 


excess production, the Government would cut down under the 
ystem the 1 imber of acres that we could crow. Where a tenant 
rows 4 acres, we are now planting only 76 percent of our allott 
We were cut dov ( percent. Last year we were st prod 


it about ¢7¢ per tof capacitv. If the production got ove 


pearance, we who have to be cut back a it it te t Wo l 


t acres, he woul i vet 314 acres, whi h wo qa cut 


to that extent, and therefore he would be less ab'e to buy the 
it he needs, and e would be less able to pi : tl g 
family wanted to have. 
lhe CHarrMAN. I understand that vou are here testifvine in behalf 
f bacco vrowel! ind the tobacco Ol mel 
\ LANIER. That ; 
Mr. Jenkins. Mr. Chairman, I just wish to say, Mr. Lanier. that I 
ird you test fy here several times. ind t 3s not flattery, for 
en I say present a d and as clear d 10 i> 
who comes before our committee, I would \ f | 
t of the United States I would ask vou to be Si y of 
ms b : 
Lanter. Thank you, sir. 


GRANGER. Mr. Lar er, you say you are a farmer ¢ 
LANIER. Yes, sir. 
Ir. GRANGER. Do you actually go out and farm the fields and pro 
bacco ? , 
Mr. Lanter. Do I actually go out and plow it? 
GRANGER. Yes. 
Lanter. No, sir: not now. 
GRANGER. What iN ad of tarmer are vou / 
Lanier. I operate three farms, and the peopl eon! 
e operate under what is known as the te Lit vstem ot Tar 


} 


e 59 people living on the three farms that I operate. The 





1904 it EVISLON 


pout aiob 


How do you think the tax on tobacco would atk 


} 


k that it v | affect me by lesse@! 
Is On this L\ tobacco wrapped tl 
these taxes to Where it meets 
tead of vrowing | cres I will be cut dow) 
mad 5, and wit! tl 
nd is worth just 


nthe farms w 


ers have 
~ whether they ‘cl icreage control 
re We vot Cn) ite ! ‘control every 
ose voting } P otis, ft 
e Secretary of 
tion of tobace » United States, 
By types, ves, s 


And that | 


at an unfair price 1 


right on the 


me something about that, 
Vol mean by fliu cured / 


1} 
| WotLiC lik 
} ] 


neEccee 
ch mostly is grow 
Minnesota, and a f 
1} product 0 \l] ot those types ol Lapbnud 
parity except the flue-cured type. One 
parity line and the next month if the | 
It is right on the line of parity today. 
| understand that. I think tobacco ha 
the price-support program. 
It nevel has cost the Government | pel ! y,s l 
iat is what I understand. Do you ever | 
sometimes, 
R. Do vou know how mu h of the radio, il] the 
ed by tobacco interests 
Yes. sir: I notice that there is a lot of advert 
eo companies for the sale of clearettes. 
er. That must cost i tremendous amount of mone 
I would say so, yes, si 
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this increase at the average price and around parity, but if we 
this crop 15 or 144% percent and we do not get an increase in 1 
sumption of cigarettes, the price is inevitably going down. W 
happens, Mr. Simpson, under the support price, the Governme 
get a tremendous amount of this tobacco under its supporting p1 
ll cost the Government a lot of money. We never 
oO program since 1935 ever cost the Treasury a penn) 
ind implementation of this tobacco program wl! 
we have a degree of prosperity among tobacco 
e feel that we are going along well, and that is what 
Mr. Simpson. I assume this ts the pulp e ot 
rear that the rncrease in the tax of 
worl ld re it ll the decreased ct Oo 
Mr. Lanier. Yes, sir. 
Mr. Simpson. And in ulti 
Mr. LANter. 
Mr. Simpson. 


Would \ l icipate that 


retace t! 


e 


| 
l 


using S16.: llion. "e hi t wil it be per 
ate)! KrLOW that. { has been Let irom very 
relatively easy source of income to the Government 


rease tf 5 tax 1 cigarettes, If the sales were to re 


are and we add »cents a package to them, the farmer would 


} ‘ 7) 
oe now, the Government wouid col 


same amount he is gettin 
mh llion more, 
Mr. Lanter. $500 million. 
Mr. Simpson. Bu bj 
tot 
She would quit smoking cigarettes, 
I am sure you are right about that, but I wv 
‘ ‘ how n any Wo ld stop smoki Yr cigarett 
Mr. LANI h. We don’t ki ow, A On the othe h ind 
tax at what it is now, the increase which has b 


ti iihe on 


be stopped and that the Fed ral Governme! 
m, S100 million mort 
» if they don’t put the price too high. 
ww. But prol ably the increase wouldn’t be 
is we would get by the 5-cent tax. 

Mr. Lanter. It probably wouldn't be. I am no prophet, M: 
[ believe firmly that when you put cigarettes up to 25 
vith this 3 cents ad lition il t iX, because mol ey how 

high, the rent is hi@h, clothes 
oh, withhold ng taxes ire high, this mone place t] 
‘ut, and when they do the Government loses all of that 
ue to the pack, and the farmer loses the sale of that toba: 

Simrson. I think personally you are exactly right. | 

vou said toward the end of your Statement about what | 

e saturation point has been practically reached and 

d if we add a 3-cent tax on the « Imarettes, The people 
quarter and won't spend it for a package of cigarett 
0 keep in mind, too, that some of the states are 1 


increases 1n State taxes. 


next vear, from. t 


e, the food items are 


Ail 


Vv (¢ dering 





Mr. Lanter. Yes, sir. 
\I SLMPSON,. In thos ireas there will be more of the same. 
ourse, as our distingul hed chairman mentioned, people have the 
of wanting tobacco. People even now are rolling their own o1 
are smoking pipes bec ause they can t afford cigarettes. Isn't Ita 
it the Federal Government's revenue will vary with the crop 
e the tax on smoking tobacco Is less than it Is on the cigarettes 


, 


ire Taxed so ube isonably hieh ¢ 

Lanier. Yes, sil Che tax on smoking tobace think is some 
ound 30 cents a pound. Iam sure it that area. L would 
t Is eX tly OU, bul tis either 30 or 40. “ ther people 

ve you tha Ol tion. But whenever the hange the t 

es down to al le amount on smoking 

SIMPSON. S. eoes down to where they 


ra to pay the \ 


[LAANIER. 

SIMPSON i that ai the Governme! 

LANrER. It would st lal * creas tax. 

, pound. If they tech ove m ng tobacco, on every 
=VW tched the Grove i would iOose 1.220. or i that area, 
SIMPSON, teelf wo rid e of the pressures which 
tend to bri a lower price e farmer for his t 
LANIER. 

SIMPSON 


vould ther ne co 
] ] 
still further 


or just go a 


‘rto have a sup] 

iIpprove this a 

pport price on t 
i Tew more quest Ol 


ve in the bu o tol f the toba 


in the last » ¢ Let me put it this way Has the Gover 


been buying a higher grade of tobacco in 1950 than it did 
r 1940 ¢ 


‘| he (zovernment only takes those ( - tobacco 


ich do not bring the support price. During this vear. 
ly in the flue- l area, the proportion of vood tobacco that 


] | 


der Government controls was considerably higher 3 
Srweson. Why 

Lanier. Beeat 

Oo Was enough le 

Simpson. Do the 

Lanter. In tl 


yt) 





I) proport 


doesn't alwavs 


e Crovernment. w h 
IK ntucky, 


ina ft 
{ 


, 
fomake 


Who 
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S1MPSON 

ger comp 

Lanier. At a cert 
on people | 


x. hh 
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Mr. Cuaruam. At this time may I introduce into the record « 
resolutions that have Just been given to me by certain organizati: 
North Carolina in Opposition to this tax proposal. 

The CHAmMAN. Without objection they will be inserted 
record. 


The resolut 1OnsS referred to follow 4 


RESOLUTION ADOPTED BY THE COUNTY FARM BUREAUS OF YADKIN, SuRRY, | 
STOKES, RocKINGHAM, GUILFORD, CASWELL, AND DAVIDSON COUNTIES A 
rON-SALEM, N. C., MARCH 2, 195] 


Whereas flue-cured tobacco is now paying more than its fair shar 
State, and Federal taxes: and 
Whereas tlhue-cured tobacco is the basic farm commod ty f the Old 


North Carolina and furnishes approximately 75 percent of the farm 


this area of the State: and 
Whereas there $s a proposal before the Ways and Means Comn 
National Congress to add an additional 3 cents per package on cig 


Whereas we sincerely believe that this additional cost in the pric 
ettes will gre itly reduce consumption of tobacco, thereby reduc ng oul 
llotment and in turn our farm income: Be it hereby 
Resolved, That we urge the Ways and Means Committee to give this 


— i 


in unfavorable report and that we appoint a delegation to go to Washi 
March S—?) and request Hon. Thurmond Chatham, Congressman from t! 
Congressional District of North Carolina, to present the opposition of ou 
he Ways and Means Committee of the National Congress 





ForsYTH County FARM BurREAU FEDERATION 


Rural Hall, N. C., Marel 


HH R. A. DouGHTON, 
cj man, Waus and Meana Committee, Was gton, D. ¢ 
DEAR SIR At a regular meeting of Bethania Township, Farm Bur 
fliliated with the Forsyth County Farm Bureau Federatiot 
ig on March 6, 1951, representing 151 members of this local, unanimou 
he following resolution: 
We s farmers, are of the opinion that any increase in taxes on 
this time will bring any more gross revenue to our Government t1 
W elieve that tobacco is carrying its share of the tax load 
y educes the consumption of tobacco w hurt our farme 
vy rece y from 60 to 70 percent of their total income from toba 
rherefore we urgently request you, Mr. Chairman, and our Se! 
RKepresentutives in Congress to oppose any increase in taxes on cig 
Res ed further, That a copy of this resolution be sent to Hon. ¢ 
Senator, and Hon. Thurman Chatham, Representative from North 


Jor SANDERS 
Chairman, Bethania Township Furm Bureau Fed 
JOHN PETRE! 
Secretary, Bethania Township Farm Bureau fe 


RESOLUTION ADOPTED AND PASSED RY THE REIDSVILLE CHAMBER ( 
Marcn 1, 1951 


The board of directors of the Reidsville Chamber of Commerce sat 
ve session on the Ist day of March 1951 and unanimously adopted 
the following resolution: 
Whereas after diligent study of the proposals contained in the Presic: 


message to increase the excise tax on cigarettes from the present rat 

per pack to $0.10 per pack will work a tremendous hardship on grows 

b co, manufacturers of cigarettes, and on consumers of cigarettes, and 
Whereas while the Reidsville, N. C., Chamber of Commerce concur 


pects with the efforts of authorities to raise much needed revenues 
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oppose any increase in the present excise tax on cigarettes and ask the 
Ways and Means Committee to refrain from further taxation on cigarettes. The 
osed increase of $0.08 per pack amounts to 19 percent of the manufacturers 
price and this increase must of necessity be passed along to the 
N therefore, be it 
ved, That the Reidsville Chamber of Commerce express its posit 
regoing matter and vigorously oppose any change in the 


cigarettes; be it further 


consumers 


lved, That a copy of this resolution be delivered, read, and re 
utes at a hearing before the Ways and Means Committee to be held 
ngton, D. C., on March 8, 1951 Further, the copy ol this resolutic 
ed to the North Carolina Farm Bureau Federation, and the North ¢ 
nge, and a copy fur shed to the North Carolina Members of the I 
Congress 
REIDSVILLE CHAMBER OF COM) 
W. H. HeNprix, Jr., Pre 
(. R. Strouse, Manage 
W. R. HENDERSON, 


President, Junior Cham be f ¢ 


STATEMENT OF R. FLAKE SHAW, EXECUTIVE PRESIDENT, NORTH 
CAROLINA FARM BUREAU FEDERATION 


Vir. Suaw. Mr. Chairman and gentlemen of the committee, m1 
R. Flake Shaw. 1 live in Gilford County. L live on the farn 

| am better known as the paid water boy of the farm bureau. | 
ringer im Che terest of the tobacco growers of North ¢ 

th burley und flue eured. and for the benefit of t] 


fe ton ike one opservatiol ibout the an 


crow, It So happels t| if our distingu shed f} ena, Myr. La 


intyv is one of the heaviel producing count es We have lit 
sands of toba o growers, as the chairmal! KHOW 
i don't nave eveh one acre of tobacco. 
{ HLAIRMAN. | eV } otit have a third of macre 
\ Snaw. Abs nd a large percentage of the fl 
Crow! by Ve ! il] farmers The ivernge Tol } 
neren ttle less t] an 56 acres pel fam \ 1} 
\ t the physical impe lity of 
ving a vel c ome 
‘ vp or the last 10 vears to appear 1 \ 
clifferent ‘ ter oT thre Coneress il | thie seniut 
ltunre ‘ iV or anotly but. Mr. Chairman a 
I cl t Ie ‘ ( ive ever been her ino isl il 
i! a more careful let O 
mitt this questio There is ar pl le of 
eal oO growers, small ! be 
h) ta ore i rv il is count} ind have stab] ed 
ule, not. o1 omestically but in foreign countries as we 
pa large percent of our good people in the Souther 
ot? Vott Cal expand ind vo into oth tvpes of vo 
f tha ti We feel, en we tl! terms of 
the ftarmel ng with the Government ‘ 


ra bit Liis deal We ire a te ! 





REVENT 


nk differently that ve have 


ilreadyv reached the 


e Think » | ; ir share of the tax o1 
to ask tl ne. ur appraisal 


ry) 
Prot 


] 
ov 


farm bureau, who has a written state) 
we have a large number of producers 
who paid the 
ence tothe co) 


lil 
i? 


t 
nv 


. L would 


] 
es tobacs 


delregatio 


I would | 


IX How. 
( said who pre 
It is needless for 
They re well cor “ 
necessary 
Hicks, wi 
» tobacco com 
, people we | 
“One burley 
have 
( vroln 


tT } » } ? 
nt to wm Troe 


. 1 think, fron 
Any quest 


farmel 


Midi 
STATEMENT OF CARL T. HICKS, CHAIRMAN, TOBACCO COMMI' 
NORTH CAROLINA FARM BUREAU FEDERATION, WALSTONB' 
N. C 


Mi 
HH 
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of our tax income depends upon maintaining and increasing the 
of the farmer and producer of tobacco? Is that a fair statement 

Mr. Hicks. Yes, sir; I would say so. 

Mr. Simpson. Thank you, sir. 

The Cuarmman. If there are no further questions, we thar 
Mr. Hicks, for your appearance and the information given t 
mittee. 

Mr. Hicks. Thank you. 

The Cuarman. T. W. Allen. farmer, Creedmore, North ¢ 
Please state your name and address for the benefit of the reco: 
the capacity in which you appear. 


STATEMENT OF T. W. ALLEN, FARMER, CREEDMORE, N. | 


Mr. Atuen. My name is T. W. Allen. I live ona farm, 5 n 


the filli g& station. There is 1 obody else out there but me and 


ants 

I will say, Mr. Chairman and members of the committee, I 
Caldwell, the master of the North Carolina State Grange, as! 
to tell you that he intended to be present but owing to a deat! 
wife's family he could hot be here. So I am officially represel { 
orange il t hae ibsence of Mr. ¢ aldwell. 

North Carolina State Grange. I am chairman of the tobace 
tee of the State orange. I am offi ially representing the 

n the absence of Mr. Caldwell. 

We appre late this opportunity to present the view of the N 
Carolina State Grrange to the members of this great committer 
North Carolina State Grange fully recognizes the problems ce 
ing the members of this committee, and I can say that truthfu 
Iam a member of the finance committee of the general assem! 
North Carolina, and which is likewise confront 


in session in 
revenue problems. 
Delegates at our most recent State crange convention re 
} eased Government expel ditures for immediate ne 
table They then adopted a statement, as follows: 


t desirabl 


the hecessiury increased cost, we feel it highly 
onomy be curried out wherever possible and that every effort 
current ¢ \penditures We are opposed to deficit financing 

ti of great crisis, and we believe firmly in the pring 

1 budget if at all possible 

i orth 4 rrolina Si ite Grral ve uses three basic principle 
hh ng its atti le on tax measures, and they are as follows 
should be based on ability to pay and benefit derived, and sli 
The tax S\ stem sli 


equally on persons in like circumstance. 
pose the least necessary restriction upon the expansion and 
tion and employment and the launching of new enterprise. 

Dax hould be adequate to meet the cost of Governme! 
ncrease in excise tax on cigarettes V idlates these b 
following respects : 

relationsh p between the ability to pay taxes 
mposed in tl manner. It taxes ric] 


ive an adverse effect upon the standard « 


it? 


il] 
he low-income group. ‘The tax is regressive 
used this principle of taxation to reduce cons 
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of tobacco during the period when they had an acute dollar shortage. 
Phi people in England do not produce the tobacco which they consume, 

fhe production of tobacco is the major source of farm income for 
farmers of North Carolina and several other States in the country. 


tobacco industry o1ves employment to thousa! ds of worke1 nal 
Oo 1S a major item ¢ iurried by stores and other retail « itlets all 


\merica. 
lobacco taxes are already extremely high when viewed nh com 
on with taxes on other commodities. More than a billion dollars 
xes were collected by the United States on tobacco produ ts la 
The Federal tax ollected on tobacco greatly ext eeds LTOSS pas 
to the growers for their own product. The members of ow 
zation feel that further increases in excise tax on tobacco 
irranted under presel { conditions. Special wartime excise taX 
shed in the past have never been reduced or repealed. ‘They 
become a part of the permanent tax structure. While the need 


evenue 1S great. It Is oul hope that Congress will adhere to the 
principles of taxation in distributing the burden of taxat 
s the proposal is regressive in nature and will fall more heavily 
n the low-income group and may have an adverse effect upon the 
rket and price for tobacco products and upon the farmers of the 
ed States, and since tobacco taxes are unusually high when con 
with similar taxes, we sincerely hope that your committee will 
mpose an additional excise tax upon cigarettes at this time. 
Che CHamRMAN. Any questions! If not, we thank you, Mr. Allen, 
ur appearance al 1 the information you have given tl 


Vt COT 


Mir. Annex. Thank you 


| CHAIRMAN. Fred S Royster, farmer, Henderson County. N. ¢ 

Royster, will you please give your name and address and 
ty in which you appear to the stenographer for the benefit of 
ora. 


"Ar 


STATEMENT OF FRED S. ROYSTER, FARMER, HENDERSON, N. C 
Roysrer. Mr. ¢ rman and members of the committee. I 

s. Royster, president, Bright Belt Warehouse Association, | 
Bright Belt Warehouse As 


SOCLTATIOI I) clude l | mie! 
practi ily all auetion tobacco warehous« n the flue-cu 
producing res omprising the States ol North Caro 

s Carol nin. Vire * CGreorg ia, ma Florida All flue ead tf 
marketed at auction, and these aucti irehhouses \ 
re the only marketing agency 
S ictle Val recely ( mpensation oO | 
basis of the Dp hich the erowers receive Tor their tol 
\ tally nterest¢ wv matters which Ih) oht t] euten ¢ ©] 
me of lia red obaeco produ ed o1 pl ( it ved sul 
Vel | ( orre tly tated L < I ( 
il 
‘ garett Federal, S | 
} { l I ( } vy I 
| \ ey 
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STATEMENT OF A. C. EDWARDS, FARMER, HOOKERTON, N 


Mr. Epwarps. A. C. Edwards, of Hookerton, Green County, \ 
I am a tobacco grower. My only occupation is farming, wit 
exception that I have served my county in the General Assem| 
North Carolina as a representative for the last six terms. I a: 
serving on the finance committee of the General Assembly of N 
Carolina and, Mr. Congressman, I realize your problems. Wy: 
the same problems in North Carolina. I sympathize with yo 
ceedingly. We have always followed the policy in North ( 
of trying to be as equitable and fair as we could to all taxpays 
im sure, gentlemen, that you have the same feeling in your 
We do feel, as tobacco orowers, that an additional tax on e¢ a 

not fair. is not equitable to the tobacco crower, to the consi 
even to the manufacturers, I would say. We believe in trying 
equitable taxes on as near as possible at all times, and an addit 
cigarette tax in my opinion, gentlemen, would be taxing the p 
well as taxing the rich, in the same proportion and not in pro} 
to their income. On this alone I would consider this an ineq 
tax, Mr. Congressman. 

We also feel as tobacco growers that this would probably « 
decrease 1n the amount of tobacco which we could produce, i 
the present time we are producing acreage about as small as « 
produced for the average farm family to make not a decent livi: 
in existing living. 

It has been said in many places around that the tobacco 
was the farmer that was really getting rich. If you will sto) 
inaly Ze W hat it costs to produce an acre of tobacco, the average 
today, producing approximately 3 to 4 acres of tobacco, that t 
wna his family are living ohn a gross rhnceome, my friends, of le 
$2,000. L would say $2,000 gross. At least 50 to 60 percent 
would certainly run into expense, so that family is left w 
proxim ite ly S900 to $1,000 net income to live on. 

We do feel definitely that an increased tax would mean cd 
consumption. We do feel that it would mean a decreased anv 
revenue coming 1n to the Treasury of our country. 

We hope, Mr. Chairman and vel tlemen of the committee, t] 
will see fit to hold the tax where it is at the present time. I pers 
as the farmer. feel that the tax is too high, but I would not ask 
reduction of the cigarette tax at this time, knowing the posit 
which vou are sitting, knowing the position in which our e 
today, that we do need money and must have it, but I would 
insist, gentlemen of the committee. that you at least try to fil 


taxes and put them on in an equitable manner to all citizens a 


; 


as VOU poss bly can. 

I thank vou, Mr. Chairman, for the opportunity of mak 
statement. I also would like to state that Tam immediate pa 
dent of the North Carolina Farm Bureau. I served inh that 
yA years il ri ownh expense, not ever recelviIng a lime colipel 
‘Xpense money, or anything else, for anything I have ever 
the farmers in North Carolina. Real zing that we need to prot 
look after he farmer who 1s li ng down o1 the soil, I being 
lizing this, gave of my t 
o like to state that IT wat 


\ o there Lit mV il 
} ] 
il nrere T “IK 
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iS1Ze that every one of these men back here, farmers from North 
( na, are here at their own expense, Mr. Chairman, because they 
tally interested in this issue. 
Nhe CHAIRMAN. Mr. Edwards, being a tobacco farmer with a lot 
xperience ln the tobacco business and knowing the effects of the 
tax on the farmer, the industry, and the consumer, youl 
is if probable that the increased tax on cigarettes requested 
e Secretary of the lreasury would result in a decrease in t 


ption of tobacco. and that this would result in a loss of revenue 
lof a gail in revenue, and that it would be a decided injustice 
irdship o1 the tobacco grower who must earn s livelihood 
roduction of toba »f 


Kkpwarps. I definitely think so, Mr. Chairman. 
CHaiRMAN. How many months of the vear does the toba 


have to work 1n order to produce and sell his « rop ¢ 


Epwarps. ‘Th tart the production of the crop of tobacco 
n October, preparing the seed beds, from where they go to p! 
es | 0 ne the te CCcO | wt. to try r to kee} 
lis off I | near as ( pos Dy i? fostel oO 
p to ul l M lor il lu \ Wi irvest tl il rol 
\\ ive to prepare it for market and we finish marketing that crop 
between Octob ind November, at the ime time that ve 
ready started the new crop year. It is a 1l2-month job. 


e CHAIRMAN. You ive not completed one crop until vou beg 
next. 


\ Epwarps. That right. 
CHAIRMAN. P of e time you have to work 
C'a t! I ret by with 8 hours work aadaay 4 
\ Kpwarps. We don't know what these hours are. During 
period and tl irvest ne period, is vou said, Mr ( hairmal 
work into the ott We work late at 1 oht and someti 
t curing that crop of tobacco, getting up early in the morning, 
do vet I ! e to ite] i {tie sleep e@: riv in the mo ng 
lav. in order to get t t dried cured tobacco out of the baa 
that wv mis } me more inthe ba - 
CHAIRMAN. That goes along with the joy dthe plea 
nentioned ! | Vv i tong O cCOnS UUme! 
e1Vv and? re that the produ or 
Epwarps. I am glad you brought it C \ ( 
gets n mle fron t Not ben to oO consul 
f, | will ive to vo from the experience of looking at « e! byt 
tute from se ny ol . smoke almost beheve tm not i xX ry 
re, but J believe tobacco can be considered a nec ‘ hn the 
f the rwerage (Lime i tf Ley 
CHAIRMAN. |] t I © 3) ) ses 


Simpson. And onthe finance comm ttee. the taxation committee / 
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Mi s that one of the proposals 
otten thi 1 
Mr. Epwarps t has ) ne up publicly before 
8 we the last six terms 
a member of thi General Assembly 
Mr. Simpson. Lassume it would be rather unpopu 


My Ie \ RDS, I Worl ld Magcine it wor | | be, Mir. os : mol 


Cssioh Or aly SeSSLON cl Wil 


Mr. Simpson. Certainly by that action you justify vour app 
here today. so earnestly opposil @ this nere » undoubtedly f 
same reason that you would oppose it dow n North Carolina 

Mr. kepw \RDs, We do feel t] it if sand would be i! hnequitta 
We feel that the tax on cigarettes is certainly enoug! Whe 
today ibout vl, times as much as the farmer receives for th 
uct, we don’t feel that we could justify a tax in North Carol 

do we feel that you cal justify an increased nthe | 
ites 
Mi SIMPSON Your stute r\ tS owl i 
revenue of the farmer. 
Mr. Epwarps. That is corr 
Mr. Simpson. Thank you, sir. 
Mr. Currts Do vou happe to Know, 

States do have a cigvarette tax ¢ 

Mr. Epwarps. Approximately 40 States. 
Mr. Curris. Does your State produce the ty 
eclgars ind p pe smokn orf 
Epwarps. No. We prod 
ured and some burley 
tes and smoking tobacco 

Mr. Curtis. It is vour feeling that somewhere ; 
iX Is ra sed h g| enough tis going to start by 

Mr. Epwarps. You can raise any t 

| { ll kill the gvoose that lavs 
bably happen in this case. 
Mr. Curris. Any particular tobacco product 
' 
tthe market and its sates aeci e D! is 

Mr. Enwarps. Mr. Curtis, I belie 
ther items 1n America, thi 
taxed too h gh. it tends to carry t out of the market 

Mr. Curtis. I think that is all 

Mr. Jenkins. I want to ask a question or twe 
State is one of those four or five that do not have a 7 

Mr. Epwarps. That is right. 

Mr. Jenkins. I presume you are more or less familias 
we passed here a year or two ago which provides that shipn 
cigarettes from a State in which there is no tax into a State 1 


ved’ WIth ¢ 


n tax . levied isa Vv olation of the law unless the shipper 


notice to the taxing authority in the State into which the rare 
shipped. 

You are familiar with that legislation ? 

Mr. Epwarps. I know somethi 
heard about it before. 

Mr. JENKINS. I will Say I am proud to have been the author 


leg lation because that brings out into the open ibout S300 


r about 


‘ 


~ 


vear of bootlegged cigarettes that got away through that boot 





Epwarpbs. ‘That vou, Mr. Chairmat 
( HAIRMAN. : i¢ cured tobacco growers ar 
isacreage } ire concerned 1 the sup] 
ho grow the | irleyvy tobacco, | ie 
and which I try to represent, inc] 

» fil 


ILDWARDs. 


produce 


( HAIRMAN \ 
, ref tiv a pl You do How. K 


t 


‘ 
| 
i) if 


ll | grow itl Limes thre tobacco tl 


Epw ARDS, . oft those little coves 


most of the have burley toba oO Lrow 
‘r of the veal 
CHarrMan. Thev o it in the valleys, t 


and they grow mall types of ground 


he allotment program a 


el quest Oo! } ! 
ve a referend every 3 vears as testified he 


bacco grower cor nt part cipate In that al 
he can grow iil the tobacco he raises 


en he markets the tobacco. 
Epwarps. That orrect. s 
HAIRMAN. How mu 
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Mr. Epwarps. That tax is 40 percent of the gross price the prece 
year. 

The CHarrman. I knew it was some rate such as that. That t 
practically prohibitive, is that it? 

Mr. Epwarps. I wouldn't say that. Many of them have groy 
and paid that tax, but I don’t see how they can make any prot 
dome it. 

The CHarrMan. It is not done very widely, is it ¢ 

Mr. Epwarps. Not largely. 

Phe CHamrman. As faras my knowledge goes, that is. 

Mr. Epwarps. That is correct. 

The CHamman. Any further questions? We thank you 


Edwards. 
Mr. Epwarps. Thank you, Mr. Chairman, and members 


co mittee. 
Che Cuarrman. Mr. Clark Harrison, Monroe, La., who left N 
rm 1 temporarily to go to Louisiana. Mr. Harrison’ P 
thddie and address rnd the Capit t\ nm Wi ch vou 


] 
nographer, 


STATEMENT OF CLAUDE HARRISON, OUACHITA CIGAR & TOBACC 
CO., MONROE, LA., PRESIDENT OF THE NATIONAL ASSOCIATION 
OF TOBACCO DISTRIBUTORS 


Mr Harris N. Mr. Chairman ana members of the cominitt 
appear as pres dent of the National Association of Tobacco D 
itors. I am also pre dent of the Ouachita Cigar & Tobacco ¢ 
Monroe, La. 

e from a State where pel capita we smoke more han 

i] d more ith rent brat dls of cheap type roll yvour-ow 

her State in the 48, because our State collects the highest 

the Nation. In addition to the present Federal tax of 7 

cKagve, 

loval and patriotic American citizen, of course, rea 

i u ls istamming a large national defense program to pl 

precious American way of life, requires the expenditure of 
mous ms of money, In addition, each of us appreciate 5 1 

that taxes in divers forms must be levied by our Government to 
«<1 revenue. However, in speaking for the Nation’s 


housand whol sale tobacco distributors and their millior 


} 
| 


e need 


juarter retailer-customers, we wish to point out to this committ 
nevitable pitfall and it equit es in the pro] osed increase of F 
excise tax rates on cigarettes and cigars, 
carcely necessary to point out that cigarettes and cig 
idy dangerously saddled with exorbitant Federal, State, « 
mun Ipal, and other local taxes. 

What is puzzling to us 1s that there seems to be an insatiable 
Dy some to repeatedly pick on cigarettes as the scapegoat to b 
brunt of more and more taxation. We sometimes wonder wl 
some officials constantly single out for discriminatory treatn 
prod ect that: (1) Provides so much pleasure to millions ot } 

this country and all over the world: (2) vields close to go 

ally mn taxes; (5) Is growing in public acceptance and 
ld be helped and safeguarded instead of placing roadbloc!] 


in 
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: (4) helps so many people to earn a livelihood, so many farmers 
erate with a reasonable measure of success, and so many small 
ants to conduct modest businesses; (5) is responsible for invest 
ts in taxes alone tillions and millions of dollars; (6) provides 


nderful a “hit” 3 i vives so much deserved pleasure to thre 
rmed services; ilready groans under a tax syste! 


must be pure 


Pers 


ised for cash and manutactuw 


? | " srt | 


VY flas 
t ercenht, I 
aden ot obta 


MDM M) Dis 


vould me 


(Me 


ol } 1] ieee) 
pure already hard }) 


to subsist 


hy ive spent 


is COnYTress 


way of | 
irarette tax become 
hundreds of 1 
are 


| ? 
(re erallhy SpeakKihe, 


SPC ie? net effect would De t} iT 


y be tossing i he hands of the large chains 
rises the businesses of these small merchants 


lly obvious that this would further comp! eate 
ging problem of preserving the small merchant 
ire fully COLIIZ t as already that 
e will be necessary to operate ol Government 
thead. But | fairness and equity we as 
isn ft 9] dy doing more than tS hare. 


ndustry 
vy been the second largest revenue produc: 
to paving its fair share of taxes, but it is distressed 
on that more ni ad more taxes should he mposed On 
rely because it has been an expanding industry. F 
lways felt that it nherent in our American w: 
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ive the crowt!} tr ove hOOK T 


( . 





ve, ure modest CitiZenus ° 
n the main, small merchants; 
salers most of whom are small business men. 
We believe if small-business men are to survive, that they 
ted to bear the financial burden involved in an ineq 
onal tax. 
pect to the proposed 
trom So.00 per the 
per package 
sofa dilemma. 
ust pay the Fede tax direct to the manufaet 
s invoice cost of the « wrurettes, if would require thint 
lditional capt il to en ible him to prune hase the same iF 
In accordance with trade policy, wholesalers 
» pay their invoices on a basis that virtually Is tantamo 
is necessary additional capital investment would, 
. disrupt the normal tinaneial condition of numerous firn 
\ e as matter of sound wholesale bus ‘ss procedurt 
rect relatiol ship between the amount capital Ina 
e volume ot snles, wh ( h recog! zed asi: ife operat ! 
For example: The 


t iy 


‘rave tol Lolesaler canitalised at ¢ 
iverage tobacco wholesale capil ized at: 
tries to maintain a sales volume of approximately 3500,000 and 


| hazardous were his sales to exceed that amount b\ 
Therefore, the requirement for greater capital, 


could have the effect of foreing the wholesaler to curta 
oT sules norde) to maintain the same dollar volume. 
wy of reduced Vields at a time when COSTS of opel 


to skvro ket. 


=ti 1] another SECTLOUS problem t | if would contre 


lesaler in the event of an increased Federal] cig 
refel fo the matte of credit eXTeHSLON., It Is the pol cy to tot 
olesalers to extend cred { to then retailer customers on sales « 


wetts 


for periods of 30 days and more. Since an additio 
nerease the amount of credit extended by the whol 


LeSiLle 
c quantity of merchandise, the wholesaler would he | 
eopardizing his business by increasing his credit risk, unless he 


> merchandise to his customers Ww ith a consequent dim 


us eXamine the amount of additional capital that a ty 
ile tobacco distributor would have to obtain were the mm 
nto effect. Such a wholesaler having a gross volume of > 
ually would probably average to percent of his total - 
cigarettes, o1 87500 pel week, This represents 


cases of cigarettes per vee 


approxinial 
The proposed excise tax would in 
the cost to the wholesaler by S17 per case. This would mean tl 
small wholesaler would have to invest over $1,300 additional « 
in order to maintain his present volume of cigarette snles. 
Since he must maintain credit for the retailer on an averag 
weeks’ duration, it means that the wholesaler would have to 
available S5.200 additional capital to maintain the additional! 
requirec DY the Increased taXation., In addition to this credit ¢ 
sion, the wholesaler normally has 1 week's supply of cigarett 
hand at all times. This capital investment would also have to 
creased DY S1.500 to maintain the additional cost of Federal 
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has shown that even slight price increases on cigars are sh 
repulsed by smokers. To advance further the cost of cigars 

consumer by increasing the tax rate would have dire consequ 
on the industry at all levels—the manufacturers, retailers, ar 
leaf tobacco, as well as the wholesal 


farmers who vrow cigatl 
wl 


In short, the cigar industry has reached a critical state, 
this committee will have to decide whether to increase the ta 
actually crucify it or reduce the tax and give the industry a 
for survival. 

We therefore urge that this committee carefully weigh the 
quences of the amy 06 wo increase Federal excise tobacco tax 
gars, in order to avoid irreparable haa 
to the businesses of the N 


both on cigarettes and « 


the tobacco industry wh disloe ition 


whole ilers und 


majority of whom typify iol business, the bulwark 


retailers of cigarettes and cigars, the prepond 
of the 


enterprise s\ stem. 

Mr. Boges. Mr. Chairman, Mr. Harrison is a distinguished 
of my State, a very public-spirited man. I think he has made 
resentation to the committee. I have no questions 


Siupvson. Mr. Harrison, what is your opinion about the 
of the tax Increase as sugyested upon the sales of cigarettes at 1 

Mr. Harrison. I didn't get that, Congressman. 

Mr. Simpson. What is your opinion of the effect of the tax in 
if it is agreed to as suggested, upon the sales of cigarettes at r 
Will thev increase as thev have been. or wil! thev remain the sar 
will s tles resistance result in | decrease in sales ; 

Mr. Harrison. I will answer that personally for my own bu 
and not for the association which I represent. Rasceapear ke 
thought, and if I were looking at it from a pecuniary stand yx 
would be frank with you. I wouldn’t have appeared here in bi 
of mi own business, because if if wouldn't hurt the sale of clg i! 
eventually to tax them higher—and I know it does—I would 
by the additional tax because my business could handle the ext: 
ness and make the extra profit without any effort on my part to | 
the tax part of it. I could finance it, I believe, and 1 would ce 
umstances that it would certainly retard the sam: 


ll? de} the cir’ 
it wo 


Mr. Simpson. You consider, speaking generally, that 
tard thi nerease in sales because the retailer perhaps would 
able to finance it and push the nr 

Mr. Harrison. I am sure of that because when our S8-cent tax 
into ae in our State I could produce invoices to show you whi 
bought freight carloads of these rollers to make cigarettes « 


cheap ‘aan 0. 
bow Srupson. That is, when the saturation point of wh 
eak is reached, the people vo to rolling their own or perhaps 

sine tol mcco, or they may stop using tobacco entirely. Do vi 
tribute things other than cigars and cigarettes ¢ 

Mr. Harrison. I do; yes, in a small way. 

Mr. Simpson. The retailer handles them, at any rate. He 
business there, probably. Would t hat not mal! 


have increased 
he year, would t 


this gross take—in his over-all business for t 
make up for what he loses in cigarettes ¢ 
Mr. Harrison. This business is like anything else; it is lost 
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\ir. Simpson. But if another substituted for it, as, for example, 
smoking—— 

\ir. HARRISON. Cheaper tobacecos—— 

Mr. Simpson. Pipe smoking or chewing or the roll-your-own. 

Mr. HARRISON. I would Say ves; they will smoke something. I 
vy of two or three brands that have come into being in our market 
r our higher taxes that none of you have ever heard of probably, 
ds hke—— 

\ir. SUMPSON. You think the retailer would lose because he wouldn’t 
the volume of sales. 

Mr. Harrison. That is right. It would certainly affect his volume. 
\ir. Simpson. One of your major interests is to protect the small- 
ess man who we all speak of as the bulwark of our economy 

ink you, sir. 
CuHarrkMan. If there are no further questions, we thank you, 
Harrison, fo1 your appearance und the information vive the 
ttee, 
Harrison. I thank you for your courtesy. 
e CIHIAIRMAN. erie ¢ Linnhia, Managing director, Ret il Tobacco 
rs of America, New York City. 
Please give your name ana address and the capacity 1n which you 


ir to the stenographer. 


STATEMENT OF ERIC CALAMIA, MANAGING DIRECTOR, RETAIL 
TOBACCO DEALERS OF AMERICA, NEW YORK CITY 


CaLaAmMia. Eri tlamia, managing director. Retail Tobacco 
rs of America, Inc., New York City. 

Chairman and members of the committee, I have two short 
randums, one on cigarettes and one on Cigars, Wik h I would 
deliver at this t 

CuairMAN. Proceed in your own way, Mr. Calam 

uch time will 11 
CaLAMIA. Not m than 10 or 12 minutes at t 
CHhairnMAN. All right Phe Chair will anno 


rthetwo¢ 


ist Witness beTore the recess. 
( ALAMIA, This a sociation, speaking for the leviol . tobacco 


of the country, begs to register here its protests aga 
o-cents pel package increase in the Federal excise 
S. and respectfully submits the follow ng facts at 
ve feel clearly demonstrate the devastati go effects 
overb irdensome cigarette taxes. 
uch as the Ih) I] Oli: of sliic kers In the country are 
e feel ent i, moreover impelled, lo speak also 
The fact is that every) package of “U cigarettes ~ 
a Federal tax of 7 cents. To this must be added 
taxes ranging Trom 1 cents per pac kage to d5 cents, a 


State tax | urdel s borne by the « onsumel 


t] States 
verage smoke purchases one pa k a day. hus, he 

il ual « oarett tax to the Federal Gove ment of 7 
ounting to $25.55, a large amount in itself. he isproportion 
omes even more apparent when we realize t the Gover 


‘ rom the manufacture! rso.o0 a thou ind 
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saddled with exceptionally high excise taxes cannot produce 
at a price which will encourage the youth of the Nation = smoke t 

We feel sure that the figures and facts prove that higher exci: 
rates in = long run will produce a decrease in revenue rather 
an increase, because of consumer resistance to higher cigar pric¢ 
the Treasury Department will be defeating its own purpose. 

Concurrent with this decrease in revenue to the Government 
be the hardships worked on all branches of our trade, from t! 
farmer to the retailer who will watch their business dwindle y: 
vear under the impact of a disproportionate tax load. 

The cigar industry is cognizant of its own responsibilities 
matter of encouraging consumer demand and building volu 
tremendous promotional and advertising effort has been under 


it years to encourage cigar smoking and to interest the y 


1? rece! 
the Nation to learn to enjoy a cigar. Every branch of the t 
Ing its share to stimulate the business. All promotional effort 


inavailing if the Government saddles our trade with add 


rar excise taxes. 
thank vou, gentlemen. 

The Cuatrrman. Does that conclude your statement 

Mr. Canamtra. Yes, sir 

Phe Cramman. The margin of profit that a retailer mak 
package of cigarettes is rather small, is it not 

Mr. Car AMIA,. It is less than the cost of han dling ind doing by 
It is less than the cost of running a retail cigar store. In othe) 

‘cost of doing busin less ap proximate S somew here by fween Vv 
‘ent. de pene dent _ the type of operation. Cigarettes pro 


mark up of about ( percent, which i s less than the cost of 


/ 


them. 

Mr. Simpson. I wanted to inquire about the figure that 9 
of the cigarettes sold are bought by the poor or middle Mcowme 
families. 

Mr. Canamia. Mr. Simpson, I would say probably that wa 

that ! looking over some statistics ssued by the (y 
to how malla percentage of the entire eal lnYg 
were in the h che brackets. A farmer witness her 
little cash some farmers receive from their cash crop. 
Mr. Simpson. The burden of your argument 
h a tax increase of three additional « 
sales of the retailer will drop off materially. 
Mr. Canamia. Mr. Simpson, may I say 
ur counter at a time that a price 
»at night verv much depressed. ” 
} along tl line: A man mav ask for 
and vou tell him the new price “Never mind, 
Orit may not be that extreme. He Hay have asked rol 
and thei say"! ever mind, I will take one 
We do feel definitely that 
he maustry ever Tace¢ 


t World War 


rorevelil 








R 


} 
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Mr SIMPSON. What will happen when those people can't buy Clg 
tes? Do you think they will go to rolling their own and to 


ing pipes ¢ 


Mr. Catamtia. I think a large part of them will take a crack at it. 
Whether they continue to use that or go back to cigarettes ultimately, 
k there will be 


ireful about it. 


definite tendeneyv to conserve, to be a little 
1 


to use less. Combined, the effect of many such 


duals, if it is gweneral al d common, 1s certainly voing to have a 
ad ettect ol total consumption. 
Stupson. To the extent that they are going to buy pipe tobacco 


. the Government will have a heavy loss in revenue, wont it 


the tax rate 


ttes ¢ 


\ CALAMIA. I am 
oe tobac 2 5 is 
using © pound 


vets 54 cents in 1 
Ol roll-voul OV, 


‘ 


I 


( 


‘ 


s much less on tobacco in forms other t il 


very positive that the present excise tax Ol! 


cents a pound. Figuring on a thousand ciga 


el pousand, 3 times 15 1s 54, so your Gover! 
it from 5 pounds of tobaco f consumed mn 
iwalnst 83.50 in tailor made « varettes. So 


( id is considerable 


\ir. Stimpson. And 
VWav. 


t 


ey nay never come back to « warettes tate 


Mr. Caramtia, Absolutely. 


those other fol 


Mr. Catamtia. It wou 


vou ask the prey 


iugment His sale 


“+ 
ir. Simpson. Yes: 


Vir. CALAMIA. | 
ive Spo! SOTeC 
eed. TO 
Des r 
f be ab t 
tort oda \ 
I if eT 


t 


( L if eadcel 
then it dos 
ier it hits 
SIMI N [ « 
yr the ¢ 1 
ould vou s ror 
l ess oT t ( 


ir. Simpson. The reve e that your retailer wo 


} 


L ore reo 
f 4 1): : 1] 1)? 
or topoacco Would not make ipt ( Ss, 
ld never compensate him Mr. sip Ol. | 
IS speaker il question of whether the reta 


bv sales of pipes Al d tobaccos. 


d have reserved that quest ion To) you, s 
wanted to reemphasize that we as an associa 
] 


a) 
u 


etail dealers through an educational pre 
promote sunary items that ! 11 | 
dors, and those th cy iM i ( ‘ 
Go ¢ to maintain | vO ’ profit 
ry it. Mr. Simpson, I have been in e ret 
l remember when we weren't e erned 
ettes Why? Beeause it didn’t amon 
volume. The 90 easily carried the 10. But 
of 40, 50 o1 more percent of vour tot 
or, I will iV. On al tel t it does! t ary 
i serious thing, and the smaller the 
cno whe é ' n work 1 , 
t or the lowe! on ma ldile-ines ( 
tt t there mig t bea lo- or vo percent le 
I rr. Oo} would tr be worst thay mit / 
ld be hard for me to make a statement oT 
pson, but 1 think the figures vou mention of 
ervative 
would complain about it 
e everyone Wwol ld cor plain Oo | 
gwarettes have had the tremendous g 
( it cigarette thre eC] ‘ ; 
tes to hght a cigar befor vor ( 
} } 





it away. and that isa wv But nobody th 
i half a cigarette. 


Ne W itnesses COmmLnY a 


shy yeOparaiZe 


€sslhel 
\1 MITA. alo, Mi 


ol er qdepartl 
the smatl stat 
ipon the cigarettes 


ind, Mr. Simpse 


the low retul 


; 


wwAMIA. Absolutely. It is a trafic producer. 
HAIRMAN. Thank vou. M1 
rormiatiol vou have 2 
aot ie 
ittee will take il 


MeM 
STATEMENT OF HON. JOHN L. McMILLAN, A REPRESENTATI\ 
CONGRESS FROM THE STATE OF SOUTH CAROLINA 
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STATEMENT OF EDWARD J. REGENSBURG, VICE PRESIDENT, E 
REGENSBURG & SONS, INC., NEW YORK, N. Y.; ALSO PRESIDENT 
OF THE CIGAR MANUFACTURERS ASSOCIATION OF AMERICA 
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Nothing has occurred since June 1950 which would indi 
greater capacity on our part to bear the already burdensome t: 
posed on our industry. 

Leaf tobacco and labor, which as you know constitute the tw« 
important cost elements in the manufacture of cigars, have gx 
since June, and every indication is that these costs will rise fi 
in the coming months. Virtually everything else we purcha 
gone up. Yet, we have been unable to raise our prices to offset 
increased costs because of an already manifest consumer res 
to present cigar prices. 

As has been pointed out in our written statement, the aver 
tail price of cigars is even lower today than it was a year ago 
matter of fact, the average price of cigars today is no higher t! 
was under the OPA maximum average price ceiling for the » 

It is amazing to us that the Secretary of the Treasury now 
out the cigar industry for an increase in excise tax. With minot 
tions, commodities scheduled fora reduction in the original rt 
bill of 1950 remain the same in the Secretary’s proposal. Snuff, 
and twist chewing tobacco were then included for a reductior 
mecretary of the Treasury does not now propose an increase 
tobacco products, and their economic status concededly is no 
than that of the ecligar industry. 

We are not only alarmed. but perplexed, and wonder whet! 
Secretary of the Treasury really recalled that your committe: 
that our industry’s sales, if I may use your own language, quot 


have 
And that you proposed a tax reduction so that, and I quo 


llen off rapidly in the last few years 


committee : 
rhe rate reduction provided for cigars in your committe’s bill w 
les relative to other tobacco products or at least aid the ciga 
ning its present relative positior 

We wish we were in a position, gentlemen, where we did 
to come to your committee and plead poverty, but the cigar 
cannot afford any increase in its tax burden. 

\s a dramatic indication of the industry's condition, may | 
out to you that for the first time in history, the Department 
culture has proclaimed marketing quotas on domestic cl@ar 
baccos because the Secretary found that the cigar industry 
able tt ibsorb the available supply of cigar leaf tobacco, 

Further to curtail our industry's potential sales volume 
tensify the adverse condition in which the cigar leaf toba 
presently fn ds himself. 

On the two oecasions when I appeared before vou plead 
reductiol n our tax load, I called to your attention that this 
has for many years been paying for a mathematical error 
back 1942 when Secretary Morgenthau requested addit 
time revenue. He stated that his proposal would vield to | 
ernment an additional $13 million annually in cigar excise-t 
nue. stead, Secretary Morgenthau’s tax schedule produces 
Crovernment al additional S25 million, and we have been 
that load ever since. Now the present Secretary of the 


mnaetl 7 
for an additional $25 million annually on top of a 


i< 
} 
ri. 


1 
enadyv too nil 
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il committee recogv! zed oul need und accord naly re ommended 
e House a one-third reduction in cigar excise taxes which the 
HH e approved. 

Now we are faced with a recommendation by the Secretary which 
| nullify your committe’s recognition of our problem and in 
of offering us relief, would impose upon us an additional tax 

whic le if levied, would SO reduce eigal sales that Our Ussocla 
feels no additional revenue would be provided for the Gove 
uit instead, would seve rely undermine our al! 


tf 


aly, gentlemen, t] 
on that cigar s s would continue without 


mnot emphas ce 


ollar volume in the event that taxes are upped ever 


ry | percent iner n the tax rate, the 


I { 
in million 
propo , , VW ‘h effectual 
ipital 
“Mi Tor ¢ 
e allow me 
lasit now 
iddition of four mo ackets, 
difheult. and mad, wi Istort compe 


 GrOUPS, § 
historically 
Introd etion otal 
vill e ue market 
competitively « 
u ul h established retail 
imb similar examples. 
same erroneous hinking that hurt our 1 
to the present yr sal. The Secret ry has est 
would prod » million more revenue from 
tfullvy point out that this is a mistake and 
of the Seeretary’s proposal would penal 
of M0 million or more, providing unit sal 
his 1s mption which is false, erroneo 
»out by any competent market research. 
ime | appeared before this committee | drew to your at- 
the ear d ISUry Is srnall business as compared with 
ndustries of our country. Yet it is a traditional industry in 
e generation | Col sistently followed another in the ume 
deavor. ‘T] pplies not only to the cigar leaf farmer and 
er of leaf tobac . Dut also to the wholesaler. ret uiler. mad the 
turer. I then stated, and I should like to repeat, that I be 
it it is the intent of our Government in a free enterprise sys 
t no industry. pec ally one so closely dentified with our 
fe, should F Te nduly under a burden of taxation that is 
ble and disproportionate. 
erefore respectfully urge that your committee reject 
the proposal of t e Secretary of the Treasury to increase 


xes. 
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Mr. Mason. Mr. Regensburg, you stated that you were 
amazed that the Secretary of the Treasury should recommend 
crease in the excise taxes on eigars, 

Some of the members of this committee, including my self, 
rather amazed at his recommendation of the over-all picture ort 
and the tremendous increase that he was asking for. 

The burden of your paper was that the tax on cigars had 
reached the point of diminishing returns and any increa 
on cigars would mean a lesser amount for the Treasury. 

Mr. Recenssure. That is right, sir. 

Mr. Mason. Well, that point of diminishing returns in my 
had been reached on many other things besides cigars, and | 
that the Treasury is going to get any more money by increa 
rates even on Income taxes and corporation taxes and other 
because they have about passed the point of diminishing ret 

That is all, Mr. Chairman. 

The Cratrman. Mr. Regensbure, it has just occurred to 
possibly you have the plow before the mule In regard LO adve 
I understood you to say that advertising must bear a relatio1 


yrroducts. 

It would seem that if you advertised sufficiently the product 
bear relationship to the advertising. Other tobacco concerns 
vertising. It would seem that without regard to profit It IS nece 
that you do the necessary advertising first with the expectati 

0 


the volume will follow the advertisin 

Mr. Recenssure. I think vou misunderstood what Tsaid, M 
ran. I did not Savy it Was a part of the protits, but that 
centage of money spent for advertising had to bear a fixed 
sh p tothe volume of sales so that if the sales volume were to d 
the amount of money available for advertising would bi 

After all, advertising is a salesman that you employ and 
must be kept within the confines of what you can appropriat: 
effort. ‘| hye refore, if your total volume of snles declines 
In our company, at least—we have to cut advertising along w 
other expense. 

The Cuarmrman. I am just seeking information. It would 


me that vour Increased business from advertising would 


pay for the additional expense of advertising. I do not sugg 
you should conduet your business, of course, but that tho 


occur to me. 

I should like to ask you this question : To what extent, 11 
the people, as a matter of choice, and w ithout regard to cost, 
from the consumption of cigars to the use of cigarettes / 


Mr. Reeenssure. I can only answer that by saying that 


there were 6 billion ( ivars sold fl dl 0 billion cigarettes, or 
Fifty years later, with more than 50 million people mor 
country, they sold 560 billion cigarettes, and less than 6 bill 0 
In other words, we had a total shift downward due to the 
of smoki rcigars and it tremendo is Increase of more than 
in the use of « gvarettes because women ce ming into the cigar 
helned that. 
The Cuamman. More people, regardless of the cost of th 
are smoking cigarettes ¢ 


Mr. Recenspvura. That is true. 
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e CuHarrnMAN. Mr. Granger. 
\ir. GRANGER. Mr. Re re nsburg, do you not have considerable com- 
on from imports / 

Mr. Recenssurc. Imported cigars into this country / 

\ir. Grancer. Yes. 

ir. Recenspure. It is not too marked. QOut of the total volume of 
sold last year, approximately 30,000,000 cigars were imported 

f 5.500,000,000. 


(RANGER. Then you do not col sider that to be one of your 
Ss handicaps ¢ 

Recenspura. It is not, sir. 
. GRANGER. Is the cigar industry in and of itself separate from 
inufacture of « marettes al d other types‘ 
. Recenspure. ‘The cigar industry is and sells under a different 
plan. Under the cigarette plan it is an open market proposit 

ire sold under fra se and it is an entirely different approach 
{ ough the product ~ sold through the same store. 

different type of consumer. 

ist yeal the producers of the kn | f 


oe oe 
. 
} 
ior 


lon 


I many imstances It reas es 
Mr. GraAncer. Is it true that 


a 
l: kK] 
co vou use, in Connecticut, Pennsylvania, and. I believe in FK 


vere in pretty serious d thiculties ? 
Mr. ReGensspura. Certau types were In ove! pply. That is what 
<d the Secretary to impose marketing quotas for the first time in 
gar history. 
Mr. Grancer. That type of tobacco has never had a support price? 
Mr. Recensrnure. Some of it is right at the support price now. 
\ir. GRANGER. Some of it is now é 

REGENSBURG. Some of it has not reac hed it, some of it has. Lhe 
ty price has been reached now on certain types of tobacco 
Mr. Grancer. ‘That is all, Mr. Chairman. 

e CuarrMan. We thank you for your appearance and tli 


vou have oiven the committee, 


Mr. Recensspure. Thank you, gentlemen. 

Mr. Srweson. Mr. Chairman, I find on my desk a brief submitted on 
f of the cigar industry by the Cigar Manufacturers Association 

\merica. 

fr. Regensburg has just spoken on behalf of that association, and I 


whether he desires to have this brief placed in the record. 
CHaAmMAN. Mr. Regensburg, would you like to have this brief 
iim the record ¢ 
Recenspure. Yes, Mr. Chairman. 
Che CuatrMan. Without objection, the brief will be placed in the 
d at this point. 
e statement referred to is as follows:) 


MITTED ON Ben F THE CrGar I STRY BY THE CIGAR MANt 
FACTURERS ASSOCIATION OF AMERICA, INC, 


at ‘ () fact rs le ted in the S 
go ce I s = I ph ive exces = t 
el ‘ he t | r v y . 21 
sized } ye ff D | o gars J ig | “ 
prese us mn is 
~ \ I One t ‘ ‘ 
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VI 

The 2-cent groupings in the brackets proposed by the Secretary of the 7 
bear no relationship whatsoever to the competitive price groupings whi 
and have for some time prevailed in the cigar industry resulting in uneg 
burdens. For example, under the Secretary of the Treasury’s proposed 
system, the 2 for 25 cents cigar would bear a materially higher tax tl 
cent cigar, notwithstanding that these price categories are normally con 
in the industry. Many other cases of this kind can be cited. It is evicdk 
such discrimination will create serious difficulties for many cigar manufa 

The increase in tax, for example, on a 4 cent cigar would be 11624 pe 
a 15 cent cigar 147% percent; yet on a 3 for 25 cents cigar it is only 27! 


Such uneven increases as these would be the result of the transition f 


present tax structure to the Secretary's proposed tax structure. 

The bracket system proposed by the Secretary of the Treasury is 
ind would cause administrative burdens not only on cigar manufacture 
the Internal Revenue Department and the Bureau of Engraving. I 


the 7 classes now existing, it is proposed to establish 11 classes. § 
statutory packages for cigars are specified in the Revised Statutes, the 1 
proposal would require the printing by the Government and holding 
various Internal Revenue district offices of sufficient stamps 
Likewise, cigar manufactur 


tory in the 
tax bracket in the 183 denominations 
pate their needs, would be required to carry enlarged 
‘venue stamps. This would impose additional labor burdens 
of clerical errors in stamp affixation, multiplyi: 


new 


nr) 
il 


anti 


rease the possibility 
o the Government for stamp refunds, 

It is, therefore, urged that the Secretary of the Treasury's bracket 
being utterly incompatible with the competitive price grouping 


ejected as | 
| ustry has found essential to the marketing of its product 


VII 


it is respectfully submitted that (1) in the light 
; ”) consumer resistance to present cigar prices, and 
labor. and materials costs, any increase in the cigar ind 
the thousands of farmers ! 


r volu 
eaf thaoeco, 
burden will jeopardize the welfare of 
cigar leaf tobacco, and the thousands and thousands of workers employe 
ndirectly by and in the cigar industry 

bracket system proposed by the Secretary is completely 
pri rv 
ill of the foregoing reasons, we 


for an increase in the cigar 


ng practices and is highly discriminato 
urge that the proposal of t 


industry's tax rate 


vy submitted. 
CIGAR MANUFACTURERS ASSOCIATION OF AMERI 
By Epwarp J. Recenssure, President 
' Bu MRERG, MILLER, ABERMAN & SINGER, Gene? 


By Leon SINGER 


Present retail price and retail price 


propose d tar increase 


Retail price Treasury’s 

proposed 
tax per 
Increased th 


price 


Present ousal 


Cents 
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The CHarrMaN. Mr. Ray C. Brown, Cigar Manufacturers Associa- 
f Tampa, Fla. 

Will you give your name and address to the reporter, and the 
ity in which you appear. 


STATEMENT OF RAY C. BROWN, ATTORNEY, TAMPA, FLA., REPRE- 
SENTING THE CIGAR MANUFACTURERS ASSOCIATION OF 
TAMPA 


Brown. My name is Ray C. Brown. I am an attorney of 
1, Fla., and am representing the Cigar Manufacturers Associa 
f ‘Tampa. 
issocliation manufactures so called clear tobacco « val 
ted tobacco. Al out 20 or 25 percent of our « gars are Wrappee 
Connecticut shade. 
\"\ anufacture a very small percentage of the total cigars may 
In 1950 we manufactured 231 million out of 
on manufactured in this country, or 4.17 percent. 


\ ] Lid. however. i000 D reent of the total ex: e taXe | 


() iverage Was $15.60 pel thousand agalnst the ave ige Ol 
manufacturers of $7.47 per thousand. 

e are only 41,000 production workers employed in the cigar 
I turing business lt the United States. accord ne to the stat 


the Bureau of Labor Statisties for October 1950. 


() 14 factories emplov about 4.200 of these product on worke1 
oximately 10 perce! t of the total. 
employ 3,000 hat workers who manufacture 1 million 
irs and 350 machine operators who make 120 millio1 
words, it takes about 10 hand workers to prod the same 
of cigars that 1 machine operator can produce. 
opposed to the recommendation of the Secretary of the 
v and we regret that we do have to be oppo ed. We recogniz 
on that you gentlemen are 1n and the require of 1 


but due to our economic position it is important, I 
that for just a moment. 


sec increase $25 million. On our 1950 production the 
to pay 9.55 percent, on that 4.17 percent of 
ive increase requ sted is 60.2 percent, a d aga 
‘hil 
N we have bee na declining market for a vood many years 
vear 1949, and that is the last year I have the figures available 
t members did a ross business of G29 927 442. Their net 
erore pl s10nT Ol faxes W ) percent, or 5646, 169.50. 
md ach ypense \ lv 4.54 pro sellin 
‘ - 
‘ rt t té I { Is, i I =| ea 
po Ol we we ! aE oy 
tt ot tar ntecd ( i ‘ 
ul perc In addition, we had an & pr 
1} 
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Mr. R. I. Wor 
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R. J. WORKS, FARMER, ROCKY MOUNT, N 
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never run for an office in my life. I never expect to run. One o! 
reasons why I never expect to run is that Uncle Bob says tl 
is never going to run again and anybody who knows as much 
public office as he does certainly would convince me beyond qui 
that I would never want to be in the position that you genth 
are in. I know you have a mandate; I know as a matter of fact 
we are facing times that we never faced before, and I do not 
the answer. The 60 million tobacco smokers of the country d 
know the answer. The 750,000 tobacco farmers of this count 
not know the answer. But I do know this: That it took 40 
to lift the tobacco grower out of bankruptcy up to a place whi 
could live decently. 

And when it comes to classifying tobacco as a necessity 
luxury or something, or something he did not have, I thn 

far outstated, gentlemen. I do not think that tobacco is a | 
any more than I think a $60 suit of clothes is a luxury over 
of $5.50 overalls that you gentlemen can buy and wear and 
would cover all necessary. 

nk when you get beyot ad the point of necessity, neces 

e, and the nec eSSILY of the things we want, the Amerk 

» has to do not so much with the necessity of what we h 
- but the ne essily ot what we desire and like. 

And Lam an American and I want to keep on being one, a 
other plac e in the world today could we come as farmers, as mer 
as manufacturers, as friends of our Government, before distine 
me Pre » you gen itlemen, _ ask for the privilege of being hea 

hat is as vital ft us as this issue Is. You centleme! 
know that we cannot meet any of our basic nee 
the Army and the Navy on the backs of a few smoke 

few tobacco growers. And it 1s futile even to discuss it or 1 

t from this point of view, in my way of thinking. 

I do not believe you would get another penny, I know you 
ot, over a long period of time, if you take any 10 years in | 
and put a 25-cent price on a package of cigarettes. : cuarant 
will reduce your tax revenue. ‘That is an opinion, that is tru 


an opinion the same as any other csliaidnad a exinia, but we 
enough about the American consuming 77 lic to know when | 
HB i th ng ‘that he just marks it off | list. 


¢ to tell you what I did when I was stumbling 

through e depression. When I say what ts happen ing that 
opinion, but when | meet my own indi vidual prob lem, that 
opinion, but is fact. Instead of buying a package of cigarett 
smoking one a day, I would buy it pac kage of one. ca i 

them up. I did not have much money. I would take my 

| boucht a cigarette holder I would cut the cigarettes in two a 
rarette in that holder and smoke it after breakfa 

That is what I did during the depression whet 

‘| hat is what thousands and millions of other fi 

what our boys did. 

ise of tobacco is not a new thing. George Was 

ul cannot send me any more money, send me sol 

t! Pershing said, “This war can be won not 


this war ci be won by cigarettes as well.” G 





-EVENUE REVISION OF 1951 1947 


acArthur said, “Send us some more cigarettes to Japan; we need 
1, because it is a morale builder and our boys demand them.” 

ust as leave have my biscuit or my suit of « lothes or al yth hg 

that I wear and use, taxed as have tobacco taxed. I do not 

ve, gentlemen, that this Government of ours is do ne the equitable 

or this committee would be doing a thing that they themselves 

d condone in their own conscience when they would place on the 

of tobacco a tax when it takes 450 man-hours to make an acre 

wht tobacco and about 350 man-hours to make an acre of burley 


co, and about 275 man-hours, possibly 300 man-hours, from the 
nformation I can get, to make an acre of Maryland tobacco. = It 
s about 13 months North Carolina to produce a crop of tobacco 
vou have to begu n October and do not vet through with it intil 


» the first of next year. 
It has paid and borne its part. I remember during the First World 
' we increased the tax o1 cigarettes and then I reme iber in the 
l World Wan we creaser { up to where io and nobody nas 
t off. That is the trouble with these war taxes. But there 
reasol why consumption has contu ied to climb It 


everybody in the industry ind I want to put in a plug here 
e manufacturers whether they have anybody here or not f 
d not been for their smart and speeded up cigarette machines, 


put up millions and millions of cigarettes than what labor used to 
t. and the fact. they cut the cost of their merch indising adown, 


cally demanding that the merchants sell them for no profit at 


order to use them as i. leader for other things, t ey would not 
been able tO ] ls e cohsumption of « marettes » to ere 
e one o r stateme ind then I am throug (){ e We 
oll our own, we would smoke our pipe, we would cut our 
ettes in two, we would ration our smoki o if it was priced out 
idget 
| re Was a auestion asked by Mr. Ne, mpson, L believs ~% mio! 
It was not answerer quite to my satisfaction. aithnoug there 
lot of angles to if and | will not answer it to mv satisfaction 
e a lot of these questions you could write a book on. That 
to why the (7roverhment wus pure ising and d pul }ca 
i! the | ohe) qua vy tobacco 
ld my 8,000,000 pounds of tobacco last year 
»>measto why t fwastri , 
Now heretofore the export manufacturers have been tak 
» our lower erades of tobacco and our domestic manufacturers 
en using What we wo ld term our better ecrades of toba 
ear, due to the favorable weather conditions. due to the fact 
State Department and warehouse orga tions a ' 
en and leading farmers all over t ountry, and due to the 
it tobacco asso Té and evervone else interested in the 
} by to | mo r pub — 
lo rlin er t 
ene i f \ \ 
\ ‘ t e canny DD wit tive | 
{ t i i { e* T's 
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rec ‘ on over Vv hat if used to be. There are some brands of 
rettes, with which Iam not familiar, where they have traded wit) 
companies to use their brand names outside of the country, but 
are limited to a very few billion that they sell. 

Mr. Exeruarrer. I have just been informed that the tax in ] 
land is 3925 cents. Perhaps that is the reason we cannot export 
over there because the price is too high. 

Mr. Works. That is exactly why our consumption of tobacc: 
fallen off so materially. 

When I first came to North Carolina in the warehouse busin 
1918, 1919, or 1920, then the Impet ial Tobacco Co. bought pract 
8 percent of your bright tobacco. Domestic companies and ind 
ent dealers bought about 20 percent. 

Now I do not know how much the domestic manufacturers e 
ally get because they buy a good bit from dealers, but they buy 
60) percent al d the export Is about 35 or 40 percent of the tot 

Mr. Eeernarrer. The average price of a package of cigarett 
England, 1 am also informed, is between 50 and 60 cents. 

Mr. Works. Sixty-eight cents, I understand the popular 
sel] for 

Mr. Evernarrer. I did not think it was quite that much. 

Mr. Works. My son has just recently come back from there a1 

what he informed me. 

Mr. Esernartrer. Our United States package of cigarettes, 
raise the tax, should sell for 25 cents. Do you think it would | 
tremendous effect on the consuming public and would diminish 
sales? 

Mr. Works. I think you would diminish your revenue and a 
demands for tobacco. 

The Cuatrman. Mr. Simpson. 

Mr. Stimpson. Mr. Works, do you think the companies are 

ih as thes should for the tobacco they buy ‘ 

Mir Works. Well. as a warehouseman and farmer, I say! 

businessman I am inclined to thn k they are, SIT. 
Mr. Simpson. A warehouseman is a businessman, so is a fat 
Mr. WorkKs. Well, I think asa farmer ] have heen a bad b 
man a lot of times because I have lost more money farming 
have made farming, and still I keep at it. 

I do not know whether thev are or not. I t! nk that the sta 
tion in the Commodity Credit and the protection of the price 
haceo and stiffening that has been put under it, has materially cl 
the att tude of everybody toward the buving of tobacco due 
fact that he knows now that his competitor cannot go into the 1 


fl | lo ic up on cheap toba co after he gets his load. 


Now 


ere is the manufacturer, he only uses 10 percent 
Now here is another one: he uses 12 percent. Here is 
F lle uses one tvpe, he Wses another 


r type—three kinds of tobacco 


urson. Chewing. smoking, and 
Works. Dipping. That is snuff. 
Simpson. We are talking about smoking now. 
Works. Until the manufacturers had reasonable as 


npetlitors ¢ ndersell then . they would fo 








REVENUE REVISION OF 1951 1951 


do just like everybody else, buy the tobacco as cheaply as they 

d. That is exactly what they did, being a businessman and being 
ke most of us W hi we £O down the street to buy a suit of clothes 

everything else 

ey knew the tob } 


\ 


er Wa out there v th not ity to protect 
ow would 


Wa not orval id no protection. 


pone aay a i the « er fellow would hold ul 
went youl lel | 


oO go oul lik 


last BO 


‘ 


v md distil 


SIMPSON. | 


; 


ls vul r Ol pare 
Lhe niel tha I 


orning were 
the Same ann 


! interested in gett 
f money for the farmers, that they are 


t object 


} 
il 


creased tax, 
i@ Teaso!l I im here. 
ire paying all they can now. 


farmer, evel 


nave t 
Simpson. Is it tru 
Works. You ha 

se the consumptl 
Simpson. The pe 
point where p 
g¢ the productio 
The coi sumpt ( 
ist. 
\W orKS. That is l 


vet ore peo] ie 


»a greater demal a for the 


il 


Simpson. And if 


will be curt vile - 


Works. I do not any question about 
Simpson. That there v ll be a marked curtailment 
WorKs. Yes, lf ct erybody 


Was WOrTKING Who } ic not 


ind everybody was getting more money than he had bee 
his pay che k \\ 


low! pa little, you might not not 
year, or the se d, but over a 5-year or a 10-year period, 
inquestionably you would get less revenue. 





pt 


hy vd clue Lo the ts 


uvided to vou 


ppreciat 
ire proud 

of many of 
iy e from 
ins of you from other State 
that after 
country and the grandest government on earth. 


_ 
sing and tur COATS, Wwe nr 


The Cnaiman. We thank you very much, Mr. Works, f 
1! form ition you have given the committes 


mearal t ind the 
Nir. Wi RKS, ‘| hank you, Mr. ( ‘halrman. 

Phe CnatmrmMan. Mr. C. A. Clay, Watauga County, N. C 
Will vou please give your name and address to the stenogra} 


of the record and the capacity 1n which you appe 
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STATEMENT OF C. A. CLAY, BOONE (WATAUGA COUNTY), N. C 


| I ) Ol el ) Bure ounty 
{ l 
| 1 ( ire ( 
Sol i few words t 
I Doug ot L) ! a \ 
\ ( ! 1) pyran Oo ‘ 
| Lé 1 
lf ' 
11 1" 
+) 1) 
‘ ‘ 
| 
. t 
} 
’ 
l (il ( 
' 
| 
! | gy off to ) 
( c | reve ( 
47 
Ix u i 
| 
N i vy good x I 
{ 


I 
f cle | ( O 
Yi I e } 
in) cs of o ~ 
col e SOE ff 1 me 
g c ofl l 
( I i Vi st t thre 
, { 
ot Ix ty 
| 
cv o enn 
CHAIRMAN, We t k vou very much. Mr. ¢ 
nee and the infor ition y« have given the committee. 


(CHAIRMAN. Our next witnes is W. ©. Briges. of Yat ey 
v. N.C. 


Mr. Briggs, will vou give your name and address and the capacity 


STATEMENT OF W. 0. BRIGGS, YANCEY COUNTY, N. C. 
Ir. Brices. My name W. O. Briggs. of Burnsville. in Yancey 


~Cuamman. About how long would you like, Mr. Briggs? 
\ Bricas. Two o1 tl ree mintues. 
CHatrrman. All right, you may proceed. 
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Mr. Brices. I am down here on behalf of about four western N 
Carolina counties, representing the Farm Bureau. 

I have grown tobacco since about 1930, I guess. We feel that 
tobacco is our cash crop, the only cash crop we have in that s 
why it would be an injustice to the growers of that county to 
more taxes. Our allotment up there, I imagine, would average 
six-tenths to eight-tenths of an acre per grower. We have a 
good yield, around a ton to the acre most of the time. We a 
from 1,700 to 2,000 pounds. 

We don't have any other industry to cling to except the groy 
tobacco. We have a little bit of livestock, but not very ext 
I think that to Lmipose a further t iX on tobacco would cut con 
li would eit he rcut production or the price. lf we cul the pro 
vou will cut down the farmers income. if youl product ol 
high. your price will vo down because we can ol ly Consult 
tobacco. 

l wo ild not | ke to see any more taxes on tobacco because I 
will hurt the producers since this is our only cash crop in ow 
That would be an injustice to us. 

That is all, Mr. Chairman. 

| eCry IRMAN, You } ave col ple ted Vo ir Statement ¢ 

Mr. Brices. Yes, sir: that is all 1 have to say. 

The CuatrMan. Are there any questions ¢ If not, we t 
Mr. Briggs, for your appearance and the help you have g 
committee, 

The Cuarman. Our next witness is Mr. B. F. Williamson, 


lin eton, S 6. 


Mr. W lliamson, will you clive your hame and address and t] 
n which you appear to the stenographer for the benefit 


ity 
ord? Tell us whether or not you are a tobacco grower or pr 


STATEMENT OF B. F. WILLIAMSON, DARLINGTON, S. 


Mr. Wittramson. My name is B. F. Williamson, Jr., and | 
Darlington, Darlington County, S. C. 

I « perate a plantation on which tobacco, cotton, corn, gra 
ire produced, I reckon I am the only man here that 
rom the nearest paved road. 

hairman of the South Carolina Farm Bureau’s toba 


“cl by Mr. Mi Millan a few minutes avo, South Carol 
{ last year about 150 million pounds of flue-cured tobacco. 

\s a farmer, I feel the same concern as the farmers preced 
over the prospect of a reduced consumption of tobacco. Now thx 
of labo nercentagewlse, in the crowing of tobacco is greater tf 
is inany other cropthat Igrow. In fact, tobacco producing has } 
well defied mechanization. 

South Carolina is not primarily a tobacco State. The cotto 
ave, | believe, is seven or eight times as large as the tobacco act 
One-sixth of the counties in South Carolina are major toba 
ties. There is no cigarette manufacturing in the State. 

Last year the South Carolina General Assembly, in a jam for 1 
put on an additional 2 cents on cigarettes, 2 cents a package, mak 
totalof5cents. This year this 2 cents additional tax on cigarett 
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STATEMENT OF W. P. HEDRICK, TOBACCO MARKETING SPECIA 
NORTH CAROLINA DEPARTMENT OF AGRICULTURE, RALE! 


t wou 


at the prest 


‘ : } , 
fore, the dec! > W | » | 


l 
e in revenue anticipates a reduct! 
1 cigarettes, 
an estimate of the loss. We believe it would by 
is | igh as 10 perce t. due to consumer resistance to the 
ce that would be brought about by th mncrease, 
uld remember that, besides the Federal Gover 
cities add their tax to the retail price. The percent 
rarette consumption represents a reduction in } 
it would be used by the manufacturers of 25 millior 
ease ln demand for leaf tobacco could come du ne t 
g senson, while the Department of Agriculture has ask 
» growers to increase their production. Flue-cured 1 
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Mr. Heprick. That is my personal view. 

The Cuamman. That is your considered opinicn ¢ 

Mr. Heprick. That is right, sir. 

Mr. Simpson. Mr. Chairman. 

The Cuairman. Mr. Simpson. 

Mr. Stupson. Mr. Hedrick, you have called our attention to the 
dent allowance for a loss in the consumption of cigarettes which 
result, as recognized by the Treasury Department, amounting 
percent of the current consumption, 

Mr. Hepri K. Yes. | believe the fivures show that, Mr. Siu 

Mr. Simpson. Do you see any way by which the total antici 
revenue mentioned there could be attained on the basis of « 
consulption of cigarettes / 

Mr. Heprick. Not on the basis of the current consumption, 
according to the increases in cigarette consumption that we hay 
over the years, we believe that, rf the taxes stayed at the present 
the sales would eventually reach the point of 373 billion ciga 
which would yield the revenue mentioned of $1,807 million. 

Mr. Smarson. But you recognize with the tax increase it wou 
reach the consumption of 373 billion, and that we would havi 
crease in consumption ¢ 

Mr. Heprickx. That is our belief, Mr. Simpson; and, as I stat 
this brief, we believe that it will be as high as 10 percent, possibly 

Mr. Simpson. Yes: I recognize that. Of course, I am entitled t 
own choice, and it seems to me that it would be higher than that. 

But what | am concerned about are the Federal revenues, 
know that you are too. I know that you are also concerned wit 
income of the producers. 

We have to keep in mind what the Government is doing by 

encouraging farmers to increase their tobacco acreage by sor 
vercent. We could readily come to a situation where, as you cot 
ere, there would have to be serious crop reductions in later ° 
and that would mean, would it not, a very decided loss of inc: 
the producer? I might say that we used to figure 35 million pe 
which might not be used in consumption. 

Mr. Heprick. We certainly believe that the figure of 35 n 
pounds of tobacco as the manufacturers’ requirements, Mr. Sin 
was arrived at by the translation of that figure of 11.7 billion ciga 
converted back to the raw leaves. 

Mr. Srupson. As pounds of tobacco ? 

Mr. Hepricx. Yes, sir. 

Mr. Srmpson. Well, it certainly seems to me to be a sound 
although, as I say, I am not bound by the 10-percent figure. It 
be higher than that or conceivably it could be a little less. 

Mr. Hepricx. I assume, Mr. Simpson, that the Secretary of 
Treasury reached up in thin air and arrived at his figure, and | 
exactly what I am doing. 

Mr. Stupeson. And you have reached a little more accurately 
haps; well, we will not go into that. 

I wanted to ask you about what your guess is as to what | 
will do about that 35 million pounds of tobacco. They could 
tobacco or use the snuff or they could grow their own tobacco o1 
could smoke a pipe, but if they do any one of those things o1 
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together and use up considerable tobacco, there would still be a 
oss in revenue to the Federal Government, would there not? 
Mr. Hepricx. That is my belief, Mr. Simpson. I believe the con- 

er resistance would be terrific right from the beginning. 
Mr. Surpson. Roughly, is not the tax rate on tobacco in the groups 


ve mentioned about 18 cents a pound ¢ 

\ir. Hepricx. Yes. 

Mr. Stmpson. Someone transposed that for us this morning, and, 
e | have forgotten the figure they used. there will be a considerably 
ter amount of in ome to the Government if that same quant ity of 

oO were consumed in « fvarettes. 
Mr. Heprick. Well, 35 million pounds could be reduced to smoking 


my 


o or chewing tobacco or snuff, or some other form of tobacco 


Mr. Stmpson. You recognize, along with each of us in the committee 
’ 


is toa 


most any commodity there is a saturation point where you 
te and your consumptiol does not increase year by year. lhe 
mer resistance just will not go over the hump. 

\ Hi DRICK, That Is my pre rsonal belief. When you get up to 25 
a package on cigarettes—and this tax will run cigarettes up to 
nearly that figure, and in some States over that figure—you will 
nto sharp consumer resistance. 

\I Simpson. Someone has told me outside the committee meeting 
taxes have gone up on cigarettes in the past and pe ple ee ntinued 
¢them. What is your answer tothat‘ That is true, is it not? 

Mr. Hepricr. It is true, Mr. Simpson. One of the rt ntlemen of the 

ttee referred to the cor sumption of cigarettes 1n England and 
rice of cigarettes there. You h ive to remembet that. while 


till do consume cigarettes at even the higher price, their pet cap- 
sumption of tobacco is very much lower than it is in this country. 
Mr. Simpson. That is the answer. 
\ we have bee 1 ked to increase the perso! | nceome tax by 


} 


ntage points on everybody now paying personal income taxes. 
ncludes fairly low-income people. Certainly if we put that tax 
i | garette tax of 5 cents, the peopl n those low- 
bi ickets will be n vki ya far heavier sacl fice, taxwise al d 
ft | the wealthier person, of course. 
Heprick. That my personal opinion. 
2 


] 
| 
i 


hen mpose iL 


rew1se thar VW 


[r. Sr=rpson. They would be the people that would be forced out 
market at a price it 2 cents. 
Heprick. That is my impression. 
| SIMPSON, It wo ld not nece sarily be a q i@STION of wishes on 


irt, or desires. It would be a necessity. 


Heprick. It would be a matter of just the limit thev can buy, 


they can spread the consumer dollar that I mentioned my 
ny. 
Simpson. They have a limited choice as to what they can buy. 

all, Mr. Chairman Thank you. . 
CiAmrRMAN. If there are no further questions, we t vou, Mr. 
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I should like to say, at the outset, that the tobacco industry 
torically has been one of the mainstays of the Federal Treasury 
us, briefly, examine the inequitably huge tribute extracted fro 
tobacco industry in the form of Federal taxes. In 1889, Federa 
against cigarettes yielded a total of $1 million ond represented ¢ 
tenths of 1 perecnt of the total Federal revenue collections. 

The tax rate at that time was only $1 per 1,000 cigarettes. hh 
ot rate was increased to $1.25 per 1.000 cigarettes. The fol! 
vear, the revenue yield to the Federal Government was $20,600, 
6 recent of the total revenue collected. Increases in the ex 
were again imposed j in 1917 to 82.05 per 1,000 cigarettes, and in 
S35 per 1,000 cigarettes. In 1920, the cigarette tax vielded SLL 
or 35 percent of the total revenue collections. Over the next 
period, the vield rose to $504,000,000 when it represented | Be. } 
of total revenue collections. In 1940, the excise was incre 
$3.25 per 1,000 cigarettes and again in 142 to $5.50 per * OO 
yield from cigarette taxes passed the billion-dollar mark in 194 
in 1949, the e irette tax yiel led to the Federal ry oenersadon nt > 
QO00.000 represe enting 3 percent of total revenue collections. 

Please observe that the amount of excise taxes paid by cig 
to the Federal Government is the largest paid by any taxing g 
except the distillers. The latest av: ailab le offic) al figures shovy 
the value added by manufacture in America in the American « 
industry in 1947 was $368,000,000. This was almost exactly > 
every 1,000 of the 370 billion cigarettes produced. Yet. the F 
excise tax on every 1,000 cigarettes manufactured in that 
amounted to $3.50, or 314 times as much as the value added by 
facture. No other tax subject in cenel 7 use In the e1 tire Units as 
s taxed an vwhere near this rate. 

Among all of the manufacturing industries of the Nation a 
in the manuf: icturing census of 1947, cigarette pro luction 
fifty rat In value added by manufacture. Yet, this one 

alone contributed in that year in excise taxes alone, an amount 
lent to 18 percent of all corporation income taxes. Indeed, t 
eral cigarette taxes today represent an amount he) percent great 
the total \ ilue received by farmers for th entire tobacco 
neal ly three times as much as the farmer receives for that part 
crop devoted to the manufacture of cigarettes. In six States 
is the first, second, or third most important agricultural crop 
Six State produ ‘e S4 percent of the total value of tobacco 
the Unite d States. Is there not, hen, some question to be 1 
economic justice in increasing the taxes ona processed commod 
ranks so importantly in the agricultural interests of these Stat: 
Th question ( ny oft he cdlisposed of by the answer that tT! 


d upon the producer of the raw material, or, that 
l on forthwith to the co 
were not, in some measure, passed on to the cons 
1] , 


processor, T iS passed 


h fore t} eP eX 
ent. explore 


lodav. there are 1] States h eVV ava 
» TAX, ranging from l to S cents per package, 


iX Ion enxunn le. t Pe CO?) byiy ] ke hey 
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warette tax in Oklahoma is 12 cents (7 cents Federal and 5 cents 
State tax). In Louisiana, it is 15 cents (7 cents Federal and 8 cents 
Sate tax). This means that a smoker in Louisiana, consuming the low 
ive of one pack per day, pays a total cigarette tax of $54.75 per 

ra pack at day, 


[f there are two MmoKers il his family CONSUL 


ire compelled to pay total cigarette tax of S1LU00.00 annually, 


$9.13 per mot 


e family if they live in the city of New 
ise ih the Federal excise tax against 
Lhe Federal tax will then be 10 cents 


of New 


i 
Né 
rarettes ie ! ye » 11 been 
nual tax burden of $148.70 or $12.40 per month for the privilege 


iming two pack Oot ( oarettes a day. ] 


\ record of 
f The tobacco mdustry e) 
and distribution efh ene 
irassed for that’ Notwit! 
ntial increase in the cost of 
} m 4 


Deel Te] 


re 











eme of things to place road bloe ks inthe wav « 
so commendably acq tted itself in (1) prov 
venue to the Government, (2) safeguarding 
ct mer, (to) rea Oo ts operations td re 
(4) broadening the market for the product 
tobacco farme ») abr oe the eco! 
et | me? } init i | t) l ne | ( ] 
rehouses blanketing the entire Nation, thu 
ed products ea ble to O00 A 
rice of cigarettes to the ¢ 
t to which h cle re I pl i { 
ertainly reasonable to as e that the en 
ve received by a consumer from do 
rT daily nect ty W ii to co 
x against that . r 
it Ol le Hece tv of ) ( CeO 
l ( | 1) i ) } ‘ ( 
( l f VY TUN i] ( { 
f } Co? Oo! ( nterest of | Lil 2) 
well-t ¢ of the Nat it ize Has 
ro | t the 1 e oT wrarettes col titutes 
neat! (tT Se LV é Phos vho would ~{ 
se the taxes ¢ cigarettes ado so purely 
a | several h dred 1 Lo ! 
, \ nt manne Phat Wwe cy P 
le | | i] f] | 
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osed increase in the cigar x vl 
extremely diff it to ex ! i to 
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r the financial stat of thi minds of small 
is well a nere { { emencd 
eu ae | C thal tact rel who pays the Go el 
ix Stamps 
be m lful of t} Tact ft a onretts 
l package ol rarett lreadv approx 
’t have to be an ¢ lite fina eC] ( 
1 bye red i ‘ } ! » tw 
( onime il ins i the { if 
| from 7 to 10 ce 
t 10 vears, the Ta of stea \ 
l t\ I note t | tiie Lo t | ( ! 
t t { 
"% 





1966 REVENUE REVISION OF 1951 


Congress, refrain from committing any further tax impositior 
cigarettes. 

Thank you. 

The Cuamrman. Are there any questions? 

Mr. Grancer. Mr. Chairman. 

The Cnamman. Mr. Granger. 

Mr. Grancrer. The highest Federal tax on cigarettes was plac« 
in 1942; is that right? 

Mr. Parkinson. That is right. 

Mr. Grancer. Has not the consumption of cigarettes incr 
every year since 1942? 

Mr. Parkinson. For the 21-year period, from 1919 through 
there was an average increase in the revenue from cigarette tax 
9.8 percent. For the next 10-year period, the average annual i: 
was a little over 10 percent. 

By the same token, the revenue receipts in 1949 only increas 
percent above the revenue for 1948. That would indicate to m 
there 1s some consumer resistance taking place. I cannot fin 
other answer for that excessive drop in revenue. 

Mr. Grancer. Of course, you are a research analyst, I take it, 
that is your business. 

Mr. Parkinson. Well. ves, with apologies. 

Mr. Graneer. And looking over your charts, I note that N 
Carolina has no State tax on cigarettes. 

Mr. Parkrnson. There is no State tax on cigarettes in North ¢ 
lina. There are now seven States which do not tax cigarettes. \W 
ming just added the first cigarette tax of 2 cents a package w! 
a tax earmarked for the municipalities. It is not to LO for S 
operations. 

Mr. Grancer. So actually the tax on cigarettes is not w 
throughout the country at all, is it? 

Mr. Parkinson. No. The taxes in the various States now ru 
2toScents. West Virginia just increased their tax from 1 to 

Mr. Grancer. I notice that you do not show the District of ( 
bia here. It also has a cigarette tax. 

Mr. Parkinson. That I classify under municipalities. 

Mr. Granoer. That is all, Mr. Chairman. 

Mr. Suwrson, Mr. Chairman. 

The Cuatrman. Mr. Simpson. 

Mr. Stwrson. Mr. Parkinson, what is your guess as to the pt 
age drop that we might anticipate if we increase the tax by 
I refer to the percentage drop in consumption. 

Mr. Parxtnson. I think it would be very safe to say that th 
would be 10 percent. 

I have { returned from a trip to the west const. Havi 
the industry for as many years as I have, I have friends in 
48 States. Wherever I have been the last 2 weeks, why, the q 
h is always been put to me, Is the Government voing to mer 
igarette tax to 10 cents a pack? 

f course, my only answer is that I don’t know. It has bee 
mended by the Treasury Department. 

Wi I]. , 9 times out of LO, the stock answer ha heen ; “Well, 
is the « um through ith cigarettes.” I know from ey 
ence that people can qi ing cigarettes if they make up 


Cl 


( 
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ds to do it. It is a habit that is soothing. It is something that 
ves you a lot of comfort in times of stress and when you want to 
ix. But, at the same time, when it starts stinging a man in the 
ketbook, w hy, he doesn’t become so nervous as to need the cigarettes 

spend that money. It ceases being an item of daily necessity. 
ose things are thoroughly evaded where municipal taxes obtain. 
hat 1s the answer to the proposition. 

very State that has ai 


il 


excessive cigarette tax—and I call an ex- 
ve tax a tax above 2 cents a package—shows a loss in revenues. 
e losses are pi ked up in other States that have the lesser tax. 
an prove that by the income in those States, pred ated on the per 
ta consumption of the State. 
ir. Simpson. Whom do you represent, the farmers ? 
Parkinson. I represent the farmers, the 
ssor's, the pac kers, and so forth. 
. SIMPSON, Int e National] lobacco Tax Re 
PARKINSON. Yes 


manufacturers, the 
earch ¢ 


r. Simpson. How long has that been in existence ? 
Parkinson. A year and a half. 
Srupson. I do not know a thing about it. That 
ng vou for informat on. 
r Parkrvson. It was organized in Sx ptember of 1949. 
or to that time I was for 14 years with the National Association 
lobaecco Distributors. , 
r. Srmpson. Are the individuals or through or- 
rations ? 


*ardon me ¢ 


PARKINSON. | 


Simpson. Are the farmers, the vrowers, in the National Tobacco 
Research Council as individuals or through their organizations? 
Parkinson. Through their organizations. 
Simupson. Such as for example? 

PARKINSON. Such as the Tobacco Associates Exporters, ‘Lo- 
Association of the Ur ted States, and so on. 
SIMPSON. 


/ 


Are the distributors in it indiviuallv o1 
ZATIONS ¢ 


r through 
Parkinson. Through the organization of the National Asso- 
! of Tobacco Dist1 butors. 
SIMPSON. How about the processors ¢ 
Parkinson. They are 
farm organizations. 
SIMPSON. 


cvarettes ¢ 


in it through organizations of the farm- 
Who are the processors? Are they the men who make 


Parkinson. They are the ones who cure and package the 
Simpson. How about the manufacturers ? 


. Be Is that another 
ication entirely ¢ 


Parkinson. That is another classification entirely. 

Simpson. You do not represent the manufacturers ? 

Parkinson. Yes; I do represent them. 

Simpson. Well, then, you have the growers, the processors, the 
tors, and the manufacturers? 

Parkinson. Virtually industry-wide. 


Simpson. The first paragraph of your statement does not say, 


lacturers. 





INSON Ll repre t 


upson. Which compan 

: ARKINSON All of then 
MI ma x. Every tobace« 
Mi . Pract 
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Certainly, the growing of tobacco and the manufacturing of tobacco 


in this country is one of our most important industries, and the fact that 


cans now smoke 550 billion cigarettes a year, whereas in 1900 peo; 
country smoked less than 3 billion cigarettes a year, clearly indicates 
is one of our most dependable sources of revenue, provided the indust 
overburdened by taxation. 

The district which I re present has, for a long number of years, be 
cnown as being splendidly adapted to the growing of that particula 
tobacco from which the best cigarettes are n ade, and growing tob 
of the principal industries of that district. My knowledge of this indu 


me to the very definite conclusion that it would be unwise and ¢ 
dangerous to increase further the tax on ci¢arettes 
STATEMENT OF O. R. STRACKBEIN, IN BEHALF OF THE CIGAR MAKERS 


rIONAL UNION, WiTH RESPECT TO THE PROPOSED INCREASE IN TAXES « 


The Cigar Makers International Union, an affiliate of the American | 


of Labor, is vitally interested in the future of the cigar industry of t 
Anything that adversely affects the cigar ndustry alfects the we 


The proposed increase in the tax rates on cigars would, in our judgnix 


the cigar industry by either reducing the consumption of cigars o1 
e expansion of the industry in keeping with the growth of our popu 


the general expansion of our economy) 

As is well known, the cigar industry has for 30 years struggled for 
ence, against what, nearly 20 years ago, appeared as a sure demise 
ployees have borne the brunt of this struggle above all others. One | 
their difficulty lay in the advance of the automatic machine, the progr: 


troduction of which displaced many thousands of cigarmakers by 


many companies were able to save themselves by the very process of 


hand workers by machines; but this did not save the cizarmakers w 
rplus manpower under the circumstances 

loday we join the cigar manufacturers in calling attention to 
danger to this industry contained in the sharp increase in taxes noy 


Our interests are fully as vital as those of our employers and in tl 
ir concern is mutual. 
Conceding, as we must, the need of increased revenue by the G 


we respectfully suggest that the proposed new rates on cigars are ¢ 
ind would result in but little more revenue while crippling the ciga 


Whereas the industry has barely survived the change in smoking 
public during the past 20 years, and while it was not destroyed by t) 
tux rates of 1942, it is clear that the industry is bearing about a 


in the continuing race for surviva ro increase its handicap mater 


time would be an act that could turn the tide against any hopes of the 


for a healthy future. 


Thirty years ago, i. e., in 1921, the production of cigars in this coun 
to 6,726,000,000, The population of the United States at that time 
(ni) In 1950, cigar production amounted to 5,538,000,000, i. e., « 
fewer cigars than in 1921. The population in the meantime has 
ipproximately 150,000,000 In other words, consumption of cig 


13 


from 63.6 cigars per capita in 1921 to approximately 57 cigars in 1950 
We do not suggest that this decline was the result of high taxes 
note the downward sweep as a fact and as one mark of the unhap} 
through which the industry has passed. Employment in the indu 
fered even more of a shrinkage since 1921 than has cigar productior 
to the United States Census of Manufactures, 119,000 wage earners 
ployed in the cigar industry in 1921. In 1937, employment was 55,787 
what less thar half of the 1921 figure In 1950, the number emplove 
still, or about 40,000, having in March of 1950 dropped as low as 38,(4* 
¢ to figures released by the Bureau of Labor Statistics. In other w 
ployment in 1950 had dropped to about one-third of the 1921 figure 
In summary, production of cigars from 1921 to 1950 declined 17.7 pe 


po] ulation increased 43 percent Per capita consumption of cigars 
same period declined approximately 42 percent By contrast, emp 


lined 66.5 percent of about two-thirds 
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eused tax on to consumer 


from a lower to a higher bracket 
ivy pays a tax of $4 per thousand 
$2.50 per thousand Should this 


he 6-cent cigar into the J-cel 


thousand, but $0.75, s 
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ax revenue for 1950 was « 


7 This decline in revenue is svmy 


during the past few years despit: 


that 
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STATEMENT OF WILLIAM C. CLAY, COUNSEI 
WAREHOUSE ASSOCIATION, MOUNT STERLING 
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ing year. 
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my friends, not hn the poorest Income 
going to be a lot heavier than 10 percent. 
would anti pate perso! ally. and L concede { 


sumption would decline from 20 to 25 percent. 
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e CHamMAN. It would be a temptation or inducement to 
Ir own cigarettes. 


trouble of rolling the 


>TO the 
irther questions ¢ 


Mr. Berry, seated here with me, Mr. Chairman, say 


fy 
\Y. 
could roll your own cigarettes Tor cents per 
roll-your-own mixtures are still selling f 
A} papers come W ith the pacl . 
stood vou to say th 


obacco t iX OT 


4 lav, l unde 


varette t 


nethnec iX.T 


I wish vou would read that off to us 
stitute tax ) 





1999 





‘(MM ) 
STATEMENT OF FRANK SEYMOUR, FARMER, PARTNER IN ] 
OF H. WEIL & BROS., GOLDSBORO, N. C 


Mr. Seymour. I am Frank Seymour, farmer, partner 
Ht. W & Bros., Goldsboro, N. C. 


ree 


7 


We do 


1 TY! 


You said you wer membet 
H. Weil & Bros. I am a part! 


farm, we have store and a fertil 


NKINS. Do vou have a 


Ni UR, No a> We cle 
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Mr. Seymour. No, sir; not on our farm. 

Mr. Grancer. You have an allotment for your tobacco a 
ur cotton, I Suppose, or peanuts. 
Mr. Seymour. We don’t grow peanuts. We do have for t 
Mir. Grancer. What is the difference in the value of an 


und. one with tobacco and one ¢ 


Vi 


round, with cotton / 
Mr. Seymour. That varies, but 1 would say o 


MUU an acre! 


it] ] 
Thand— 
, 


Mr. Grancer. From nothing to $ 


Mr. Seymour. I wouldn’t say from nothing. 
Mr. Grancer. Nearly nothing to S700 an ac 
Mii SEYMOUR. You mean tobacco land noth 
Vir. Grancer. Yes: with an allotment on it. 
Mr. Seymour. Loba | with an allotn 

\ 0 to S700 an 


What 


, 


land, the tobacc ) 


ence lh value I 


ald up to approx 
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STATEMENT OF JOHN M. BERRY, NEW CASTLE, KY., VICE ! 
DENT AND GENERAL COUNSEL, BURLEY TOBACCO GRO\ 
COOPERATIVE ASSOCIATION, LEXINGTON, KY. 


BERRY Ir. ! ' nich ove ntlemen of the comm 
\I berry, ir I : tle, Ky.. and | ain vice pre rent 
. el for irle} Pobacco Growe1 s Cooperative A 
Lex neton.,. Ky. ] for this organization that | 
rnged under contract 
Corporation Tor adm istration of the price support 
bacco. Its operation is extensive and it has a 
re wn B2O.OO0 harmonious mad loval tobacco 
the States of Kentucky, West Virgit in, Ohio, Ind 


Ation presumes to speak 
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organization 1s ¢ 


«| for tl 


se tux on small cigar 
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; Hon. Tom Underwood, 


and another editorial 
red, 
»CHarrMan. Without objec tion it may goin the record. 
Berry. An editorial which appeared in the Lexington | 
lary 19,1951, [ should lke to place in the record. 
I CHAIRMAN. Without objection it may be done. 
M Berry. I have here, Mr. C] 


to Hon. | i B. Underwe cd. 


operatol 


. but I would I 


of time | 


> sold PO tot 
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Mir. JENKINS. Do you think you can g 
Br. Berry. Yes, sir. 
Mr. JENKINS. 
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nk you sir. 


CHAIRMAN. [The Chair recognized in the audience this mor 
presentatives Spence. Chelt. Underwood, at Bates of Ker 
has be nformed that thev are here n pport of the 
V oiven boy the various withesses 1n oppositi to the proposed 
he, ¥ ae 


ein cigarette tax. I just wanted to make that state 
hank you, Mr. Berry, for your appearar L the 


1TEMENT OF THOMAS PEPPER, SPRINGFIELD, TENN., REI 
ENTING TENNESSEE BURLEY TOBACCO GROWERS’ ASSOCIA 


} 


TION, GREENVILLE, TENN.; VIRGINIA BURLEY TOBACCO GROW- 
RS’ ASSOCIATION, ABINGDON, VA.; AND FARMERS FEDERA 
ION, ASHEVILLE, N. C 


} kr. M is Pe} I S 
! ( Oo} “ 
( \I ( il | \ 
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STATEMENT OF HARRY WALTER, COMMISSIONER 0] 
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The Cuamman. If you wish to file a statement, you can g 
our clerk, and it will be inserted in the record as part of your re 

Mir. Hunsarp. All right; thank you, Mr. Chairman. 

Che CuamMman. We thank you very much, Mr. Hubbard, fe 
statement and the information you have given the committes 

Mr. Husparp. Thank you, sir. 

Phe Cuamman. Our next witness is Mr. Joe 
upervisor, Winston Salem, N.C 

Mr. Williams, will you give your name, your address, and 
| { Whi you appeal to the stenographer LO) the recor 


STATEMENT OF JOE R. WILLIAMS, MEMBER, ADVISORY CO! 
TEE, NORTH CAROLINA FARM BUREAU, WINSTON-SALEM, N 


Nir. Wirntiams. Mr. Chairman. I am Joe R. Williams, a 
( the advisory comiuittee of the North Carol hie Farm Burea 
Che Cuarmman. About how much time will vou need for v« 
ent, Mr. Williams? , 
Mir. Wintiams. About 2 or 3 minutes. Mr. Cha 
The CHarrMan. That allright. You can have more tu 
Gio ahead. 


Mr. \\ LELIAMS. Mr. Chairma I L ot tlemet! ot the com 


L 1 nber of tl advisory comm ttee of the North Caroli 
Bureau d sales s pervisor oO! the Winston-Salem tobaeco 
Winston-Salem is located in the heart of the Old Belt of Nort 

| ()| Belt isthe orig if tobacco area of the | nited = 
| rly \ tobacco producti was confined largely to tl 
‘= t e ( vil War robaceo has bee! he mato bil comm 
f l : ito iv. of ( Live Old Li vr Lio pel { 
( { Corin ( j ( ( 


rpre ( 
7 urly ( \ the cigarett industry } 1< follows | 
t the f ( varet it the lo ble pi 
‘ xX, We have had very littl ncrense th 
ravett or the past ~) vears \ cont nuation of a high lev 
1 mption of cigarettes is essential for us to ma 


( standard of living. 
There is one point here that I would like to call to the atte 
the committee. That is that duri o the past two decades a hig 
‘ tage of the increase in the cons unption of cigarettes has coi 
vomen smokers. Women today are, by necessity, more budg: 
ous than ever before I history; and a 30 cents pet carton incr 


the wp) eof ¢ rarette will meet co stmer resistance rmone the 


Wi erely feel i the Old Belt that this proposed tax w Ila 
deere the consumption of cigarettes which, tn turn, will brin; 
cf t A ine cut in our allotmer = ther by reducing the fa 


mie OT ¢ people, 








m the farmer's standpoint, tobacco is just as basic to the Old Bi 
it is to the State of Kansas, cor? to lowa,. sovbeat to | 

ges to California. 

behalf of the farmers of the Old Belt. I 1 tfully 

tee to report favorably this proposal to } 


on oul ( t valuable cash crop. 
you, gent! 


Cow Mr. Park m of that 


| like to emphasize that that organiza 
L orgal f the tob t | ve M 
Vi PaaS hit ed the part } ) a ’ 
real You have f ] ie “ 
i i el lo ! o A ( { | 
is t ribution to t | \ 
‘ , 
s f North ¢ 
rR. It 1] ta me ¢ 
av \ \ ire here r\ o 
t rt it of ( j 
ill, Mr. ¢ l 
CHAIRMAN. If ere aq » fin ’ 
( 
Mr. Har | d : rR 
he \ | Bur | Mr. H 
1 t Y o7 , 
With Mr. A 
e will hear your statement in deference to Mr. H 
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STATEMENT OF W. S. ADKISSON, JR., REPRESENTING THE TOB 
COMMITTEE, VIRGINIA FARM BUREAU 


gentlemen of 1 


Inx ( 
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\TEMENT OF HARVEY DINKINS, FARM EDITOR, WINS 
JOURNAL AND SENTINEL, WINSTON-SALEM, N. ¢ 
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STATEMENT OF R. C. PROCTOR, KENTUCKY FARM BURE: 
FEDERATION, LOUISVILLE, KY. 
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STATEMENT OF C. K. ROGERS, NELSONVILLE, KY. 


R Fel ol Nelsonville. Ky., appe 


) iv. 
HAIRMAN. About how much time will you r pure 
ftocErs. About 21 r 
MA? \ ( { ve 
ix | feu I rais but 2 
ive about 4 « it i} 
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arette people say the reason for the terrific increase 
the last 50 years has been advertising. But back of tl 
re fundamental reason—the development of high-speed 
making rhus a rie modern cigarette machine, sucl 
& Mvers Tobaceo Co., ill make over 70.000 cigarettes 
3000 packs nd when this mach 
will pack t 


this means 
around it, 
> finished package 
as just about tri 
manufacturing m 

ol ance, the index 
>. 1940, 136: 1945, S66 

n, tobacco farmers no 

t ring, aging, 


w and str 


A- Prices of Leading Popular Cigarette Brands? 
(wholosale, Net less tax, dollars per thou: 
scale at 
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time, however, the Fe deral tax on « 

t was 245 cents a pack For the la 

sury wants to raise it to 10 cents 
able 
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cigarette has been getting cheaper by comparison with most other tl 
in terms of weekly wages and other forms of income. 

But a vastly greater reason for doubt is this: 

There comes a time, in the demand for everything, where a saturati 
approached. People cannot, and will not, go on indefinitely increas 
consumption of anything. And when that saturation point is approa 
demand which formerly seemed to defy all discouragements and price 
may become highly sensitive to price. 

There are signs that this point is already being reached 

These signs appear in recent figures on per capital ciga 
rate of climb has slowed down virtually to a halt, as 
table: 


33700 
2359 20 


1348.0 


674.0 


337.0 


168.5 


1900 '05 '10 '15 '20 '25 "30 '35 '4o ‘4s 


Annual per capita consumption of cigaret 


his is what is called a log (logarithmic) chart. The slant of the 
does not show the amount of the increase, but the percent of the i 
year to yeal 

Thus in the first decade of the present century, Americans al 
their average use of cigarettes In the decade of World War IL the) 
it almost by five. During the twenties they just about doubled it. ! 
thirties they did not quite double it In the 1400's they also did 
double it. There was a sharp increase in the first 3 years of the 
probably to the same war stimulus which caused the record rate 
between 1915 and 1920. But since 1943, the rate of increase in per « 
ette consumption has been smaller than any rate of increase during t 
And in the last 2 or 3 years it has almost leveled off. The whole pict 
a sort of an S. This is a thing familiar to statisticians, and known 
an S-curve. In it, the figures rise ever more rapidly for a time, ther 
ever more rapidly. 
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vVIll, SUMMARY 


1. Sixty million cigarette smokers as such are carrying a large and n 
fair share of the Federal tax burden. 

“. The tax on cigarettes is a tax on an essential of most family bu 
strikes most heavily on the lower-income-bracket family. 

3. Combined Federal, State, and local cigarette taxes have reached 
point of diminishing returns, where a further increase may, by its 
people in the lower-income brackets, actual y result in decreased 
and so produce no appreciable increase in tax revenue. 

t. The production and consumption of cigarettes does not ce mpete 

ps, the defense program. 
‘livelihood of several hundred thousand people in at mporta 


? 


eral 


ild be jeopardized by the proposed increase om tax on 


The CHamman. If there are 
Shouse, for your statement and 
committee, 

Mr. Granoer. Mr. Chairman. 

ihe CHAIRMAN. Mr. Granger. 

Mr. Grane er. Mr. Cha rman, I 

» fact th it we have a 

just been up to tl 
is tora tew mi 
(CHAIRMAN, 


Vou. 
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MONDAY, MARCH 12, 1951 
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‘Ise taxes on wines proposed by the 


smitted to the Houss 


itts » California Dele 
est K. Bramblett, Hubert B ' 
s H. Werdel, Allan Oaklev Hunter, ¢ 
n J. Allen, Jr., George P. Miller. 


adopted bv the Agriculture 

and was submitted to the 

ress am { f the 
March 

‘vy R. Sheppard ntor ! 

Holifield, Franck R avenner, John | ‘ 

Patrick J. Hillir ! n L. MeDonoug 


Hart 


The CHarrMan. Will vou please give your name and addi 
for the benefit of the record, and the capacity in wi 


portel 


appeal 


STATEMENT OF HARRY BACCIGALUPPI, PRESIDENT, CALIFORNIA 
GRAPE PRODUCTS CO., DELANO, CALIF. 


Mr. BacciGautuppt. My name is Harry Baccigaluppi. I ar 
dent of the California Grape Products Co , a medium sized w 
Delano, Calif. We have grapes of our own, and regularly crus! 
for our neighbors who have vineyards in that area 
eaking today, not onlv for mvself and our growers 
I happen to hav: 


I am sp 
for the rest of the winegrowers in California 
rms as president of the Wine Institute, which is the tra 


yn for the California wineries, and our members have as 
; their views with mine 
ddition, | should like to poin 
of the Wine Conference of America The conferer 
tional group composed of 19 wine associations from all the | 
wine producing and wine marketing areas in the United St: 
[ naturally will speak primarily from my own California exp: 
Mii Greyton Tavlor, the chairman of the wine conferer 
I] lress you a little later, is from Hlammondsport, N. } 
He will address vou from the point of 
States other than California 


are affected quite sim 


t out that the Wine Inst 


i 


Lakes district 
rrowing industry in 
from all over the country, 

ed taxes, and the witness you will hear today rep: 
yus view of all persons in this country engaged in 
and other fruits for wine, in producing wine, or in bott 


that there is a serious need for additional! 


1} 
“all TeaiZze 
| Pel 


1 | doubt very much whether we should have appeared 


ana 


today if the 
reasonable reé lationship to the economics of Frrowinge 


and preparing the wine for market and selling it 


Treasury's proposal for increased wine excises ha 


any 
Witie 
We must necessarily look at our position from a long-rat 
for we feel that the imposition of these new taxes, or 


acd substantial SO-( alled temporary rates established 


» be with us for a lone time to come. 
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Treasury has proposed to you the following rates: 
Table wine: 50 cents per gallon, a 233 percent increase over 
1e present rate of 15 cents per gallon. 
Dessert wine: $1.50 per gallon, a 150 percent increase over the 
present rate of 60 cents per gallon. 
Sparkling wine: $4,40 per gallon, a 47 percent increase over 
present rate of $3 per gallon. 
Carbonated wine: $3 per gallon, a 50 percen rease over the 
sent rate of $2 per gallon. 
unk this Treasury proposal ean be ill rated another way. 
this last calendar year, excise taxes yielded $72,000,000 from 
0 million gallons of American and foreign wines consumed in the 
States 
lreasury has stated to you that, under its proposed rates, it 
lect $170,000,000 in wine excises, which is an over-all increase 
rcent in the tax bill for wine. This means a weighted average 
$1.20 per gallon tax on all the various kinds of wine now 
to market as compared to the present ove! 
| cents per gallon tax 
Ire asury s proposi is hav ec greatly alarm d 
the country lo explain why 
nation of a kind that does not not 
on \\ ays and Means 
elieve | am correct ating that wine 
ural industries subject to an excis¢ 
al excise taxes raise special problems witl 
of an agricultural nature 
Treasury's proposal will require gomg 


V in some detail, but we shall try to by 
the principal facts before you. 
ve a proper perspective to our probli n think I ought 
yut, first, that wine making ts definitely not big business in this 
It is primarily small business, not only as an industry, but 


th respect to the individual persons or firms engaged in it 
Department of Commerce has published estimates of the num- 
dollars the consumer pays for alcoholic beverages, 

show that, in the last few vears, consumers have bee 

only about $500,000 000 annually for all wines ( alifornia, 


and imported-—although this was during a period when con- 
bought a maximum quantity of wine, culminat 
ption figure of 140 million gallons 
rtheless, this expenditure was only about 4 percent 
it spent for all alcoholic beverages. ‘The consumption of wine 
slightly over nine-tenths of a gallon per capita WV hich is also 
in that for any other beverage Krom these hgure { 
that wine growing is not a big industry 
within the industry itself, there is a tremendous number of 
competing units. ‘There are over 800 bonded wineries spread 
h 29 States, on top of which there are approximately 500 


lers who bottle wine brought in bulk from grape-growing areas 
ol local distrib ition. 


1.300 units take practically everv form of known business 


} 
’ 


tion, individuals parte rships, and farm cooperatives, as 
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well as stock corporations that are usually family owned. So 
duce wine from their own grapes, others produce wine on « 
either with local growers or with purchasers of wine from oth. 
On the average, however, about 50 percent of the grapes 
for wine are crushed by the owners of the vinevards wher 
crown , 
According to the 1947 Census of Manufactures, the average 
in the 418 winery firms analyzed was only 20 employ 


ates wine industry, with only 4 percent of tl 
rage business, 1 lv a relatively smal 


| bu 
but the entire busin that we now have must be divir 
among a tremendous number of competing units 
said that about 50 percent of the grapes crushed 
d by the owne! I e \ vards where the 
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ly a bsorbed by 


ne 


i y 


hat nniv and damay 
pmiy and ademan 


petween s 


innot control crow ing 
Lo yeal 
| you find varia 
substantial varia 
vield of oTapes 
2 800.000 t 
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What had happened was that an oversupply of grapes h 
made into wine from the 1946 crop, and this had depressed t 
market very sharply in the spring of 1947. This depressed ce 
continued until last spring, when supply finally began to 
itself to demand. This last fall, growers received $61.15 f 
grapes, but in the crop years 1947, 1948, and 1949, they 
only $29.80, $30.30, and $26.80, respectively, which was 
above estimated cost of production. 

The points I want to make to the committee are: 

(a) That, in our industry, there is no control over s 
relation to demand. 

(6) That we go through periods of substantial depress 

(c) That these depressed conditions exist alike for | 
growers and the vintners. 

Incidentally, I am somewhat puzzled as to how the T 
Department managed to draw the conclusion that an industry 
from its own findings, had been so thoroughly depressed for 
years running, could suddenly become the source of 135 per 
excise revenue than it is now providing 

I have tried to give the committee a picture of how the win 
normally operates and of its extremely close connection wit! 
SCTOW 1D 

I should like now to revert to the Treasury’s tax 

The first noticeable thing is that their estimate o 
of revenue from the new rates is substantially lower, percent 
than the percentage increase in the rates themselves. They 
that the present rates, if continued, would bring in $80,0 
Veal although they have actually only collected $72 ,000,' 

] 


proposals 
f increas 


last yeal and then they estimate that the new rates would 
an additional $90,000,000. This is an estimated revenue in 


12 percent, but the percentage increase of the new rates, on a 


average basis for the various kinds of wine, is about 170 
In other words, a rate increase of 170 percent is expected 
revenues by only 112 percent 

Obviously, the Treasury anticipates that its proposed 1 
cause a definite reduction in volume of wines to be sold in t] 
They have not given a specific estimate of what this reducti 
be, but, using different methods of calculation, they apparent 
pate a decline in volume of about 15 or 20 percent. 

Using the more conservative figure, a decline of 15 p 
consumption would mean a reduction of over 20,000,000 gallo 
present sales. This is the equivalent of loss in market 
200,000 tons of grapes and a loss of grower income of about $12 


a vear at present grape prices, of 15 percent less crower Inco! 
wine 

In addition, this extra tonnage of grapes would becom: 
depressing the values of all grapes and further lowering gr 

The thought I should like to leave with the committee 
past tax policy with respect to wine has been fair and equita! 
the time of repeal of prohibition, there was practically ho 
dustry The old wine industry had almost been destroy a 
to be r built from the bottom 

Per capita consumption of wine in the middle thirties wa 
ligible. Through our own efforts in improving wine st 


owe 


Tié 
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hnical methods of production, in encourag 
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t the various In 
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5, and fi ed icatlmMeg the publi Lo know wha 
are and how they are properly us d, we have man: ced to more 
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If it is a table wine, a 
In oth ton of grapes will vield either 80 gallons « 
we refer to as dessert wine, that a wine with 
alcoholic content, or 150 
Mir. Coorprr. ° 
The C 


Mr 


pproximately 150 gallons are made. 
er words, | 


1 ' 
is, a relatively 


} 
i 


callons approximately of table wit 
Thank vo 
HAIRMAN. Mr. Ree 
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The Chair wants to announce that he has known Mr. Caffe, 
years. He is an outstanding citizen and businessman. 
Mir. Carrey. Thank vou, Mr. Chairman 
Mir. Keoau. Mr. 


Chairman. ] ask UnwniImMmous consent f 


0) 


the record at this point a 


*t 
report 


made by the division ol 
bevernge control of the State of New York to the Governo) 
legislature, dated February 28, 193 


| 
The CHArRMAN. Without 


objec tion, 


port Is ferred to 18 as follows 
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CHANGES IN PERSONNEI 
a deputy commissioner employ 


Was appointed a me 


John S. Sher pard, whose 


of Ca 


(Cor 


peakers also 


impartial 
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activities by thi ‘ction expanded from 156 in 1949 t¢ 
isciplinary actions bs n investigations | this sect 
2 in 1949 to 76 
1950, the authority institu ‘ w procedure it ct 
by manufacturers and whole sefor 
ing, the members 


Wholesale Bureau 
ere sustained by the 
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e complaint 
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including a staff of auditors were assigned temporarily to the job of pro 

price schedules as received from brand owners or their agents. Clerks and 

began the work of classifying and indexing all brands of liquor and win: 
were to be sold in the State. Meanwhile the authority negotiated with th« 
holding the State contract for printing and publishing this type of book wh 
sisted largely of tabulated material. This work was done under pressu: 
fixed dead line in that order there might be a minimum of delay in the publi 
of the first book. 

Despite the handicaps of inexperience, and the lack of a trained for 
authority was able to mail on May 22, 1950, to all manufacturers and who 
of liquor and wine, and all off-premises liquor and wine retailers, the fir 
mum Consumer Resale List, book 1. 

This list became effective on June 1, 1950. An examination of this bo 
show that it contains thousands of items in its 296 pages. Since publicati 
first book, the authority has published nine additional books reflecting t 
changes which have become effective pursuant to law, and the new iten 
under the law may become effective each month. The eleventh book 
book No. | of the 1951 series, and will consolidate all previously added ne 
and price changes, and will include a listing of all new items effective Ja: 
1951. ‘his book is on the presses. 

A system of publication has been evolved so that every 2 months 
ceive a publication which supersedes all previous price lists. A supple: 
is book, containing a list of new items, is mailed to licensees every other 

Advance notice of price changes which may become effective pursuant 

» mailed to all package-store licensees every other month. Publicati 
price list in the manner mentioned above has been designed to provide 
with the most simple and workable system of ascertaining the legal pr 
liquor and wine. The publication and the system have been acclaimed 
industry, and represent a great improvement over the methods of pu 
used under the invalidated Fair Trade Act. 

The following table reflects the enforcement activities in connect 
minimum consumer resale price listing during the period June 1 to Dece 
1950: 


Complaints received 
Investigations completed 
No evidence of violation found 
Interviews (warnings 
Notices of violation (warnings 
Hearings 
Penalties (suspensions of licens 
Pr nding 
Credit Ad? 18st? La fron 
nder the provisions of section 101-A of the ABC law, manufact 
esalers of alcoholic beverages are required to file notices with the au 
h the names of retailers who have failed to pay for alcoholic 
the 10th of the month following the date of purchase. Thes 
are termed “notices of default’”’ and upon payment are offset by other 
termed “notices of payment.”’ The following tabulation represents the 
of notices of default. and notices of payment filed with the authority dur 
and 1950 and represents a record of the number of retailers reported " 
the delinquent lists during 1950 


ré vorted deline cent 
I d 


178 | July 
3, 226) August 
3, 282 | September 
2.813 | lctober 
, 656! November 
085 | December 
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e foregoing indicates an increase in both notices of default and notices of 
ent during 1950 Despite the fact that gain in notices of payment was far 
er than that recor led in notices of defa lt, there was some worsening of the 
picture. During December 1949 a total of 2,449 retailers were reported 
efault, whereas 4,478 were reported in default in January 1950. Apparently, 
ber of retailers were m able to meet in full their obligations for pre- 

is 1949 purchase thoug! many did succeed in cleari 
ruary 1950 whet Lhe imber of retaiiers I 


their accoul 





reported in default dropped to 
The equilibrium the established has beer tained throughout ‘ 
f 1950 
COMMITTI ( I res TO ruby AI } I ! \ 
it tes report t ~ 
\ strat ( \ and tt Nat a | r ( 
atic NABCA i 1050 The NCSI! 2 . 
New Yor i i Ba ) VI ] I t i ) ic 
e DusI! | vate ¢ roris i ‘ ne 
L.BCA rer 16 of 17 monopoly States $ s the elves 
e in the a eve e b | NCSLA and he 
ror ally Ti is ‘ ) i r 
ind released t Nove yt 
ons of a erage control can be nservatively and 
DV aline f ) itutory, reg i ry, &@ es wil 24 
basic principles It also found that the idea of if i odel ABC LV 
present conditions is unrealistic and that the time ot propitious to 
r to attain genera formitvy amo t Sta t atutorv and 
ry provisions relating to alcoholic beverag ntrol Copies of the report 
oint committee have been furnished to the governors of all the States and 
egislative libraries and presumably are available in such libraries for 
e purposes 
nt commiuttee, wi tial studies refer to adr trat ( sing, and 
t, has deter tits ext id I t i 1a ( 


minors and to trade barriers to interstate 
eport is the first authoritative report « 


f its type and repre a progres- 


; ‘T ~ 
de toward workable and effective control 


\ir. King. Mr. Chairman, I would like to ask unanimous consent 
ve a resolution dated February 15, 1951, from the city commission 
the city of Fresno, Calif., inserted in the record 
e CHAIRMAN. Without objection, that will be done 
lhe resolution referred to follows:) 


Reso.uTion No. 3056 





e econo welfare of the San Joaquin Valley and of entire 
California depends primarily on agriculture; and 
is the growl f grapes, raisins, and wines is a key part of the State’s 
and the most important division of the great California fruit-growing 
alone provi ling employment for 111,000 workers and returning over 
000,000 to growers in 1950; and 
reas the grape and wine industry has been placed in danger of economic 
recent recommendations to Congress that the present excise tax on table 
rt wines be increased by 150 to 233 percent, increases far exceeding those 
| for other beverag and 


reas this would mean an increase in the Federal tax burden on grapes from 


ent $24 to $48 per ton to the prohibitive figures of $80 to $120 a ton; and 

reas this would be far out of proportion to the taxes borne by other farm 
ties and much the heaviest tax burden ever placed on any American 
luct; and 

as such an extraordinary tax would inhibit the use of 

iden and great surplus and an additional problem to tl 


as these tax increases, if enacted, would place wine in a luxu at 
f the reach of middle- and low-income groups now constituting 80 per- 
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cent of the wine market and would completely disrupt orderly marketing of 
and destroy the largest single commercial outlet for grapes; and 

Whereas such increases by destroying the grape and wine industry's ab 
survive economically would lead to diminishing returns and not contribut: 
national welfare but rather eliminate an important present source of Fede: 
revenues: Now, therefore, be it 

Resolved, That the Commission of the City of Fresno, in the State of Cal 
goes on record as opposing the unfair, discriminatory, and excessive incr 
Federal excise taxes On wines proposed February 5, 1951, and urges relief; 
it further 

Resolved, That copies of this resolution be transmitted to the House of R 
sentatives Committee on Ways and Means and to all members of the & 
congressional delegation. 

1 hereby certify that the foregoing resolution No. 3056 was regular 
and adopted by the Commission of the City of Fresno, at a meeting held 
ary 15, 1951, bv the following vote: Ayes: Commissioners Ball, Cary, | 
brand, Jones, Dunn. Noes: Commissioners: None. Absent: Commi 
None. 

In witness whereof, I have hereunto set mv hand and affixed the seal of t 
of Fresno this 15th day of February 1951. 


} 


D. E. Roveut 
City Clerk, Fres? ( 
The Cuarrman. The next witness is Ralph T. Heymsfeld, 1 
senting the Distilled Spirits Institute, Washington, D. C. 
Will you give your name and address to the reporter for the b 
of the record, and the capacity in which you appear. 


STATEMENT OF RALPH T. HEYMSFELD, GENERAL COUNSEL, 
DIRECTOR, SCHENLEY INDUSTRIES, INC., AND VICE PRESIDENT 
DISTILLED SPIRITS INSTITUTE 


Mr. Heymsretp. Mr. Chairman and gentlemen, my name is R 
T. Heymsfeld. I am general counsel and a director of Sche1 
Industries, Ine. 

| am vice president of the Distilled Spirits Institute and a; 
here today representing the institute. The Distilled Spirits Inst 
is a trade association whose members constitute over 85 percent « 
distilled spirits industry. 

Our industry is prepared to recommend and to undertake 
effort and sacrifice which will bring nearer the achievement « 
country s purposes. 

We recognize that additional revenues must be found to par 
added cost of national defense. We are well aware of the pe 
inflation. We know that a concrete program of taxation m 
worked out. It will be a sound program based on facts. 

Our purpose is to present as simply as possible the facts as 
industry's complicated tax situation. The present tax iy 
Ss 


tat ! - ‘ ws 
tate, and iocal averages $11.57 per vallon at the distiller and 
] 


saler’s level, and the consumer’s tax cost is even higher. 
During World War IL the Federal excise on distilled spirit 
creased twice and raised from $4 to $9 a proot cvallon. The $9 
time rate is stil! in effect 
With rectification taxes, stamp taxes, special and other 


full Federal tax now actually averages $9.37 a gallon, at th 


level 
ePXCSE taxes sales taxes, nha license fees 


These levies average another $2.20 a Tuo 
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a total tax, therefor . Federal, State, and lo al, ol abou 
n 
ce the Federal and State taxes are not I] cd at the point of 
sale, but at the distilling or wholesalin |, trade mark-ups 
various levels of distribution result in ‘ective tax cost to 
ynsumer which is even higher 


} 


addition of $3 Federal rate w 
57 a gallon at make the consume! 
proposed increase would reduce 
000 gallons is the Treasury’s estimate 
retary Snyder on bruarvy 5 prese 
ption estimates for tl Lu, The 


r tax rates 194,400,000 proof call 


Ons 


ix paid 


h an increase 1 ax to S12 a 
ites show that tl imber of gallons 


(00 to ¢ ii | 17 300.000 eall 


; ’ 


Is ll is undisput 1 tii Incret 


>> 
I sali S Ol le 


critical question | rai an “al C;over! 
ndu How manv fewer gallons w; ld 
maustryv 1s ow Many lewer gal Will sold 
nder a $9 tax? How will atl read mn afl 
ernment, the State governments, and 
vile the Treasury has been Optimis ic 
been, we feel, verv conservative in 


s volume resulting from an increas 


at $4.5 
it the indu 
p and that 
of the tax 
these assumpt 


IN ption 


OOO for 
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figure. Sales in 1946, the highest in the country’s history, 1 
193 million proof gallons. 

However, the effect of the continuation after 1946 of the s° 
time rate is shown by the sharp drop in tax payments duri: 
period from 1947 to 1950. 

In fiscal 1947 there were 187 million proof gallons tax paid; ir 
1949, and 1950, tax payments fell below 160 million gallons 
average of 157 million gallons per vear. 

It is notable that this drop in consumption took place in 
of rising national income and in spite of the fact that with { 
unimportant exceptions the only increases in distillers’ pric: 
1942 have been tax increases. Subtract the exact amount 
increases since 1942 and distillers’ prices today are 1942 prices 
interesting to observe that for the same period the Departn 
Labor's index of wholesale prices of all commodities shows an i: 


of over 77 percent. 
Therefore, we feel that the $4.5 billion estimate is overly opti: 
But even if we take that figure as a basis, it does not supp 


l'reasury forecast of sales of 173 million tax gallons at increas 


rates 
The difference lies in the fact that the Treasury calculation d 
take into account the full impact of the tax increase upon con 
prices. Liquor excises are paid at the manufacturer’s level. 
product passes through wholesale and retail channels, the tax | 
becomes a cost of operations. With necessary mark-ups—r 
by law in some States—a $3 per gallon increase in tax would n 
average increase of more than $3 per gallon at the consumer |: 

There is no alternative. Even where not required by Stat 
failure to allow some mark-up on the cost of the new tax, esp: 
for the wholesale and retail branches of the industry, in the 
increased costs, would spell bankruptcy for many of the small 
tions in the industry. 

Therefore, a consumer expenditure of $4.5 billion would mea: 
of less than 173 million proof gallons and revenue of less th 
Treasury’s predicted $329 million. 

On this recomputation, the loss of prospective sales will be su 
tially more than the 21 million gallons estimated by the T: 
This would in turn mean a loss of well above $44 million i 
revenues. 

In all these estimates there is the assumption that consume 
of legal tax-paid liquor will be at the highest dollar level know: 
withstanding taxes also at their highest level; to put it in anoth: 
that the consumer will spend more dollars for fewer gallons 

But we know that sales of a taxed item decline disproportio: 
when there is an available untaxed substitute. 

In the case of tax-paid distilled spirits, there is an available s 
tute—in fact, it is too readily available. This substitute, 
“bootleg,”’ “moonshine,” “hooch,”’ or by any other name, now 
a tax differential of approximately $11.57 a gallon. An increas 
in the Federal tax would increase the bootleggers’ tax advan! 
$14.57 a gallon. 

Treasury officials on February 19 gave testimony to sho 
bootlegging is on the decline. We cannot agree that this is so 
undoubtedly the fact, as the Treasury stated, that mash seize 
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al stills in 1935 totaled 21,300,000 gallons for the fiscal year 1935 
only 4,800,000 gallons for the fiscal year 1950. Those 
sting figures, but they hardly tell the story. 
Comparison with a base year of 1935 is not meaningful. That fiscal 
commenced in July 1934 shortly after repeal and before many 
s had passed liquor control acts. In fact, at the close of 1935 
were still 19 States in the dry column 
or are figures as to seized mash significant 


is the capacity of stills seized. If the 


are iIn- 


The really significant 
capacity of stills seized in 
under the conditions I have mentioned, is compared with the 

ty of stills seized in 1950, it is found that producing capacity of 
| distillers was higher in 1950. 

do know that vear after vear stills are seized in ever-growing 
er: 6,641 in 1946; 6,053 in 1947; 6,757 1n 1948: 8,008 in 1949. 
d then m= 1950 notwithstanding all these seizures of prior 
there were 10,029 stills seized by the Aleohol Tax Unit alone. 
s an increase of 51 percent in 5 vears In addition, thousands 
were seized by state and local agents. In the face of this, how 


| is on the deelin 


1 contends ad that Dootl leveing 


\ot only are the number of stills 

producing capacity has risen from 172,000 gallons a day in 1946, 
288,000 gallons a day in 1950, according to Alcohol T nh 
(ne wonders whether bootl rving’ 


seized increasing, their average 


x Unit figures 
has not already reached such 
to grasp or believe 
there two stills 
or ten? No one knows. 


yactl as « Would suspect turing U 


CAN 
Federal revenues trom 


tounding proportions that we find it impossible 
scope. Year after vear still seizures vTOW (re 
itu for every t 

s period oi m 


“4 i 


distilled Spirits have been dropping 
wotlegging is not confined to the hill country or any geographical 
Stills of consid uncovered 1n metropolitan 


large metropolitan daily said 


able size are being 


s and all over the country \ 
ntly 


ent. off the 
Within the past few months we have seen stills with 500-, 1,000-, 
500-gallon daily capacity seized in the heart of thickly popu- 
areas Of Massachusetts, New York, New Jersey, and Pennsyl- 
Experi nee tells us that stills of such size can only be operated 
ell-orgarized criminal elements with facilities to transfer, store, 
and distribute the daily output. 
With an increase in the tax and the bootlegger’s advantage we can 
t this growing illegal business 


to expand further. This was 
tively pointed out 


the annual report of the New York State 
or Authority issued just 


last week The authority said 
New York is relatively low 
I ikelihood will be 


report pointed out that the potential capacity of stills seized 
ghout the United States during 1949 exceeded by 120,000 gallons 
the quantity of new whisky actually produced by licensed dis- 
in the same period, and said: 
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tax-paid liquors. The imposition of additional taxes will immeasurably e1 
this advantage of price at the consumer level, which is the chief incentive f 
purchase of bootleg liquor. 

Our product has traditionally been subject to heavy excise taxa 
and we in the industry know that in these days of vast expendi 
the possibility of increased revenues from distilled spirits is aly 
under review at Federal, State, and local levels. 

We desire to make the maximum contribution to those reve: 
We feel that the substantial increases of the past have brought 
tilled spirits taxation to the point of maximum return and we | 
to steadily decreasing sales of the legal product in recent yea: 
show the sound basis for our belief. 

The present tax impact on consumers has not only reached 
perhaps passed, the point of safe, sane, and fair taxation. 

We feel that at existing rates our industry can be looked to { 
continuation of its substantial and dependable return to Federal 
State revenues. <A further increase presents speculative and at 
minor Federal revenue possibilities. Against these speculative p 
bilities must be placed certain and serious risks. 

Not only the Federal Government, but all of the 46 States wi 
have legalized the sale of distilled spirits—and I may add 1 wl 
has not—derive substantial revenue through their sale. To the ext: 
that the proposed tax will depress the total volume of the indust 
sales, revenue to the States will be reduced. The States will t! 
seek to recapture this revenue either through the increase of thei 
State tax or, in the case of the monopoly States, through increas: 
the States’ profits. 

This will further depress volume and in turn decrease the Fed 
revenue. Thus the problem of Federal-State fiscal relations, whic! 
daily becoming more serious, would be further aggravated. 

Has not the time come for statesmanlike action to end this um 
nomic chain reaction? Would it not be better to get a measur 
stability at the already existing high tax levels? 

The certain increase in illegal distilling which will follow a 
increase will add to the law-enforcement problems of both the F\ 
and State Governments. Illegal operations by organized crimii 
carry in their wake increased disrespect for law enforcement in gen 

We should not give the illicit operator impetus to survive 
expand, nor should we in these times add to the administrativ: 
enforcement problems of our governments, national or local. 

The Cuarrman. Mr. Dingell. 

Mr. Dincevty. Mr. Heymsfeld, there is very little, I feel, that | 
add to your very splendid statement. I do not believe I could do a: 
better, if as well, myself. I do want to compliment you on the t! 
oughness with which you have treated the subject. 

I have warned the committee in the past, and I am going to « 
tinue to do so now and in the future, against this concentratior 
taxes upon the legitimate whisky, beer, and wine industries of 
country. Every time there is a tax increase contemplated, they 
the first to be considered for the greatest amount of the impost 

Now, you have just stressed, and there is no need for me to g« 
it again, that we have about reached the saturation point | 
amount of excise taxes that we can levy upon your industry, wl 
Am I correct in that deduction? 
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Mr. HeyMsFEvD. Yes, sir; you are. 

Mr. Dinceti. Then you pointed out further that if we do increase 
these taxes from $9 to $12, we will have reached the point of diminish- 
ing returns rather than increased returns; is that correct? 

Mir. Heymsrecp. [| think that is definitely correct, sir. 

\ir. Dincett. By the way, proposals intended to increase even 
further the taxes were made a long time ago, but I think I had some- 
thing to do with stopping it at that time. Instead of the present $9 
ner gallon, it was proposed a $12 levy be made. My substitute mo- 
tion providing the present tax, however, was adopted. 

Then, as I understand your statement, you insist, and I agree, that 
un increase in the excise tax would widen the breach in favor of the 
illegitimate producer of distilled spirits. It will further favor the boot- 
legger, the man who produces tax-free bathtub gin now as he did during 
the prohibition era. Is that correct? 

\ir. HeYMSFELD. Yes, sir. 

Mr. Dince.u. Now, the distillers of America do not come here to 
tell the Committee on Ways and Means that t] 


c 


ney are not to be taxed 
additionally during this emergency. That is not your purpose, as I 
nderstand it. 
Mr. Heymseup. Well, we are being very substantially taxed in 
addition to former tax rates. 
r. Dinceiy. Your industry is willing to pay more in taxation? 
* HeyMSFELD. Yes, sir. 
Mr. Dingetu. Your industry is willing to pay more in taxation to 
meet the present needs of the emergency; is that correct 
\ir. HeyMsFeLD. Yes, sir; we are 
Mir. DINGELL. But vou fi | that it should come equitably rom all 
rporations and all other Laxpavers by Wav Ol LX, not on the 
roducts, but upon thre profit : Is that not correct? 
In other words, if we are to have more money, ! revenue, yvour 
ef is that we should not place it on the consun r DV Way of an 
tional excise tax You believe and your indaustr\ believes that 


\ 


¢ 
I 


should come out of profits, is that not correct? 

HeEYMSFELD. Sir, speaking for the industry, I will accept the 
ment as correct down to the last point. I do not know what the 
of the industry is on additional profits taxation, but certainly 

(committee on Ways and \leans will aetel ic On levels ot 

fion equitable to corporations in reneral, based n the over-all 

mic situation 

DIN ELI You are not here protesting against additional 
1ues Which the Government needs? 

HeYMSFELD. No, 

Dince.i.. That is precisely what I am trving bring out. 
are trying to pay your fair share. The 1 tt trying to 

ts fair share. , 

Hiymsre.ip. Certainly we do 
Mr. Dincetu. But vou do not want it to come into the Treasury 

iv of additional excise taxes which are already about 18 times 

ost of the basic production of alcohol 
Some years ago when we were considering a law to defeat the inter- 

nal alcohol row, which was created off our northeast coast about 
es, we were told high excise taxes play da part and how wi 
ao something tO abate the huisance wh ch brought about the 
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increase in whisky running, and the volume of smuggling int: 
country at that time. 

We learned the inducement was that while it cost about 55 
gallon to produce this stuff in Europe, they sold it for any an 
under the excise tax which amounted to anywhere from 12 to 18 | 
the cost of production here in the United States. 

Now, we are faced with that same situation right here at | 
A great amount of illegitimate whisky is now being produc: 
sold, as proven by your statistics as to the number of stills th 
being confiscated each year in greater numbers right along. 

Now, what we are talking about is on the basis of the pres 
per gallon tax, so if we increase that to $12 per gallon, we w 
offering additional inducement to the bootlegger, to the illegit 
producer of alcoholic beverages of 33 percent. If you increase it 
$9 to $12, you add a 33 percent inducement to the illegitimat: 
ducer. Is that correct? 

Mr. HeymsFe cp. Yes, sir. 

Mr. Dinceiy. That is your fear and that is one reason wh 
are here protesting against this contemplated additional imp 
that not right? 

Mr. Heymsrexp. That is right, sir. 

Mr. Dincetui. In other words, to make a brief summation 
industry is willing to pay its fair share of the cost of governm 
of profits; is that not correct? 

Mr. Heymsrevp. That is right, sir. 

Mr. Dince.tyi. And you are protesting against this excise 
the reason that it has reached the point of diminishing retur 
saturation point; is that correct? 

Mr. Heymsrevp. That is right, sir. 

Mr. Dince.u. And it will go further by stimulating the pro 
of illegitimate non-tax-paid whisky; is that correct? 

Mr. HeymsrFrevp. Yes, sir. 

Mr. Dinceti. That is all. 

The CHarrman. Mr. Reed. 

Mr. Resp. Mr. Dingell brought up the question of smugegli: 
of course, that was very largely eliminated through the trad 
ments reduction in the tariff on liquors from abroad. 

Mr. Dinceti. Mr. Chairman, if | may be permitted to s 
that point, no trade agreement interfered in any way wilt! 
question at that time. 

Mr. Reep. | am talking about now. 

Mr. Dinceti. We do not have the problem of smuggling 
way that I have referred to it. At that time you remember 
Reed, we had a bill here and we considered it very hurriedly. 
was a row of about 39 huge freighters out about 30 miles « 
northeast coast. The question was whether we could reach tl 
law inasmuch as they were more than 12 miles off our coast. 

1 am not a lawyer, but I know what I worked on and as | 
we passed the law at that time that we could intercept and w 
bring in tow any ship operating in violation of our laws wit 
sailing limit of our speediest revenue cutter within 1 hour’s 
of our coast. If we converted a fast destroyer of 44 knots 
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revenue cutter, it could have intercepted, and it can today intercept 
and bring in tow, any smuggler up to that distance of our coast. 
That has nothing to do with the trade agreements or anything else. 
\fr. Reep. It has this to do with it: Of course, now there is no 
incentive to smuggle because the liquor comes in at a very low rate 
f duty. 
fhe CHARMAN. Mr. Camp. 
\ir. Camp. Mr. Heymsfeld, I think you have brought us some very 
| information. I am greatly concerned over the effect that in- 
asing the tax on distilled spirits from the Federal standpoint will 
have on the illicit manufacture of whisky. Having been at one time 
a Federal prosecutor, | know something about illicit business; | know 
something about the problem of apprehending and destroying illicit 


0 


distilleries. 
We found when the State tax on whisky was increased in Georgia 
it encouraged false sales in our State and in one year practically 
f of the whisky sold in my State on which the Federal tax had been 
| was sold to law violators who had not paid the State tax. 
ly other words, it was delivered from outside our borders to men 
who held these federally issued stamps, dealers’ stamps, the stamps 
heing issued in fictitious names with fictitious addresses, but this great 
ntitv of federally taxed liquor was being hauled in our State and 
to these fictitious dealers in order to avoid further pavment of 
ate tax in Georgia 
im one of those who believe that we have the excise Lax on manu- 
d spirits just about as bigh as we can handle it and save the 
for the Government and protect legitimate business 
lo not think that a business that has paid the Federal Treasury 
amount of taxes that the distilled spirits Dbusibess has should be 
er punished by encouraging the illicit manufacture of spirits. 
certain that is what these excise taxes will bring about 
you have the figure of how many new distillers have gone into 
business since 1946? 
HeEYMSFI Lp. No, su : but | would like tos pply it because there 
ery few. 
CAMP. That is what ] understood. 
eve that is all | have to say. 


information 1 juested IS as follows 
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Registe red distill ries authorized to operate 


Number authorize New plants | Plants dis- 
operate 
added July continued a - 
- - -— 1, 1945, to | July 1, 1945, | Pansfers'| N 


July 1, 1945 | July 1, 1950 | July 1, 1950 to July 1, 1950 


ly 


- 


State 
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The CuarrMan. Mr. Jenkins. 

Mr. Jenkins. Will you refer to page 10 of your statement? 

Mr. HeymMsFevp. Yes, sir. 

Mr. Jenxrns. How did you arrive at that figure of $11.57 a gallon? 
You indicate that is the amount in favor of the bootlegger. I did not 
know the bootlegger paid any tax. 

Mr. Heymsre.p. That is the same figure you find on page 2, the 
Federal taxes which total not $9, but $9.37 a gallon at the present 
time, and $2.20 of State taxes, which we have taken as the average 

cure of State taxes all over the Nation. 

Obviously, the bootlegger pays neither Federal nor State taxes. 

State taxes vary from State to State. They are in different 
jounts. But in order to simplify the presentation, we took what 
onsidered to be a fair average. 

[here are some States, like Georgia, where the tax is $5 a gallon 
where the bootlegger’s present advantage is $14.37. There may be 
other States in which the advantage is slightly less 

Mr. Jenkins. That would depend on the fluctuation of the State 

\(r. Heymsrevp. That is right, sir. 

Mr. Jenkins. That is a very fair statement. You have figured it 
out very fairly. 

The CHarrmMan. Mr. Forand. 

Mr. Foranp. Mr. Heymsfeld, I suppose you have given some 
thought to the Government’s rubber program and the effect it may 
have on the distilling industry. Could you give us any information on 

\Mir. Heymsrevp. Yes, sir. 
Would you like me to speak on that so far as it bears on this tax 
tuation? 
Mr. Foranp. I am trying to get a general picture, just a brief 
tement on the general picture. Will it deprive the industry of the 
ortunity of manufacturing its product to any great extent? 
HeYMSFELD. | would have to say, sir, at the moment, we are 
much doubt on the ultimate development in the rubber program 
ts effect on alcohol production of our industry as exists in the 
ernment itself, the difficulty being that first there must be a proper 
ate of requirements and, second, a proper assessment of available 
es of production 
the current vear, as we understand it, the Government has 
purchases in France which, according to the present outlook, 
meet its requirements if all of the alcohol purchased is delivered. 

‘ow it is not necessarily, plainly, to tax this industry additionally, 

rder to cause any conversion of our facilities to war production, 

use, as happened during the last war, should the Government 

our facilities, those facilities become immediately available 
iout regard to the rate of tax. 

product that we are selling is a product that was produced 

back and is being aged. 

what we discovered during the last war, and it may 

true this time, is that while we enjoyed certain profits during 

var period, because we were not permitted during that period 

use of Government requirements to replace what we were then 

r, and had to replace at a later time under advanced conditions 
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of price and cost, that actually some of what we thought were p: 
turned out not to be profits, because when we came to replace 
we had sold, we had to do it at higher price levels. 

Notwithstanding that fact, sir, it is an interesting thing fo: 
committee to note that this industry did not feel itself able to inc 
its prices after 1942. 

Now I do not think there is hardly an industry in the count 
any significance that is in that situation. 

That, sir, I submit is the industry’s own sincere declaration of 
it feels it stands on the question of prices. Had we been in a pos 
where our prices had gone up with the general price level, it n 
well be contended that possibly we could stand another boost 
might be contended we are insincere in telling this committ 
price cannot go up further. 

But in the last 10 years, in the face of rising prices, in the fa 
rising costs in our production, in the face of rises in everything 
portation, grain, and so forth, this industry has still maintain: 
1942 price levels because, as was said by a member of the indu 
we simply could not price ourselves out of the market. Now t! 
will do, in our judgment, exactly that 

Mr. Foranp. I am not referring so much to the effect upo 
production of liquor as I am to the potential demand for alcoho 
the rubber program 

Mr. Heymsrevp. | do not believe it will have an important 
on the supply. I will say this, sir: that the figures of the last 6 mo 
which indicate some increases in sales are a reflection of a feel 
some quarters that because the facilities of the industry may b 
over for war production, that there may be conditions of sho 
simular to what we went through in the last war. Therefor 
has been a tendency on the part of the trade and even some o 
States, to carry little bit heavier inventories against that poss 
That is an important thing, sir, because to our judgment, it 
absolutely valueless any of the figures of the last 6 months 
figures represent an anticipation of buying 

As a matter of fact, from our point of view the better thos 
look the worse are likely to be the 1952 figures 

Mr. Foranp. The fact is that the industry has quite a sup] 
storage now 

Mr. Heymsrevp. Yes, sir; 

Mr. Foranp. Sufficient for a few years to come? 

Mr. Heymsrevp. That is right, sir 

Mr. Foranp. That is my understanding of it. 

Mr. Heymsre.p. That ts right, sir 

Mr. Foranp. Now, the truth of the matter ts that no matt 
the tax may be, of course, if a person wants a bottle of liquor 
going to go out and get it. The tax is not going to interfere. 

Mr. Heymsrevp. The question is: Where are they going to 
From our | gally licensed dealers, or the bootlegger? That 
question based on morals, but in part on the pocketbook 
American people voted for repeal because they wanted an Oppel 
to buy their liquor openly in legally licensed places. 

The condition which IS developing under this system of li 
is exactly what was forecast by the Rockefeller report put out 
eve of the repeal when they said that if liquor became the 
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| Government deficits, and the liquor tax were driven up and 
ip and up, the time would come when the bootlegger would be back, 
vhen the American people would begin to buy their liquor from the 
hootiegger. 

| should like to repeat that it is not a question of morals. I do not 
it reflects on the morals of the American people. It is just the 
ct that the other product is available and if they feel that this tax is 
itrage, that it 1s too high, that they can get their liquor in other 
s, they are going to do it, and at the present time in large measure 
io doit. These figures show that. 
ForaNnb. But the fact still remains that if they want to buy 
juor, they are going to get it, tax or no tax? 
HeyYMSFELD. Yes, sir 
question is whether the Treasury is going to get any benefit out 
or not; that is the point. 
ForAND. Now, it would be very helpful to the committee if 
iid find a solution to stop this pyramiding of the tax. Have 
eople given any thought to that? 
ir industry is on the basis of a manufacturer’s tax, and we know 
hat is pyramided all along the line. Have you given any thought 
oa system that would eliminate that, so that if it is a 10 percent tax 
d at the manufacturer’s level, it will be a 10 percent tax for the 
stomer? 
HeymsreLp. Mr. Congressman, the point that you have men- 
med has been given a lot of thought, not only by our industry, but 
iil American industries and by all tax collecting officials. 
there were an easy answer, or one near at hand, it would by this 
have been published or promulgated. 
ForAND. I say frankly that if there was an easy answer, 
| not ask you the question. . 
HeYMSFELD. | appreciate the compliment in directing to me a 
tion of that nature which has not been answered satisfactorily by 
of the greatest tax experts in this country, but I will 
‘W, SID. 


rive vou 


ple in the liquor business are just like people in any other line of 
38 We are in business for profit There may be some people 


eel that we are in some kind of specialized position. I may say 
e are in business for profit. 


irally, | could not say to this committee that we are in business 
trageous profits, or anything of that kind, but American business 
fit and loss business. Revolutions have been fought on the 
ion of eliminating profit from business. 
What we talk about when we talk about eliminating these mark-ups 
a little bit of a bite at the profit concept in American business, 
reduce profits a little bit or let us control certain kinds of profits. 
ow, 1t is perfectly true that no industry should profit on a tax 
is levied as a matter of war emergency. In fact, this industry 
t increase its price by more than the exact amount of the tax 
ise Which was put on in 1944, 


ra) 


that was supposed to be a wartime emergency tax. There were 
artime taxes levided, neither of which have been taken off. 


at is the effect of that on the business of this industry? At 
n levels of distribution and in certain areas it has had a very 
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serious effect on the business stability and standing of the p 
engaged in the business. 

Now, then, there is another factor which cannot be disrega: 
Seventeen States in this country sell liquor themselves. Pri) 
industry does not have a thing to do with it. We cannot dictat 
them or tell them what their prices are going to be. 

Six States in this Nation have statutes on the books which pres 
what the rate of profit shall be to wholesalers and retailers. Tha 
matter of legislation in six States. 

In those States there is nothing we can do about it. 

Now, what can the distilling industry do in the remainder ot! 
States? 

The Supreme Court has recently said that you may not agre: 
anyone else on the question of mark-up even where the effect of 
agreement is to keep prices down, that that is an illegal agreement 

Therefore, we are not in any position really to seriously discus 
matter in our own councils. 

[ should like to assure you, sir, that we have not 

We feel, however, that nature is going to take its course. W: 
that State governments are going to sell this product for as high a p: 
as they think they can and still get by with it and bring in maxi 
revenues, 

We know what the result will be in the six States that have le; 
tion on their books, and in the remaining States, depending on 
conditions and the competition of the distiller for the good will o 
trade and desire to keep the trade in a flourishing condition, this m: 
up picture will fluctuate here and there. 

I must say we have no answer to that question There is only 
answer, and that is to levy a tax at the retail level. To do that 
sents its own difficulties 

Mr. Foranp. I do not think it is right for the merchants all : 
the line to make a profit on the tax that the Federal Goverm 
imposes. That is why I am trying to find a solution to that pro! 
I am asking everybody and anybody to give us a hand at trying to 
a solution 

Mr. Heymsre.p. That is right, sir. 

I do not want to leave any doubt as to the position of the ind 
We are not looking to making profit on this tax. 

The question really gets down to repayment at the various 
of distribution for additional investment, additional costs tha 
involved in the handling of any extra cost. 

[t does not make any difference to the wholesalers, when wi 
them a case of whisky at an advance in price, whether that ad\ 
in price was due to the fact that we bought grain at an advan 
price or paid our labor more, or whether we had an increase 
At the end of the vear he has handled a certain volume of transact 
He has either handled that volume at a profit or at a loss. 

Now, we might very well try, as we did in 1944, to freez 
situation, but even though vou do that, as later developments « 
into the situation, the adverse effects, which are there, play thei 

Mr. Foranp. Your use of the word “freeze’’ has brought t 
mind another topic. I am looking for information all along th 
here. It seems that a couple of months ago Schenley’s announce 
had frozen the prices of some of its brands of liquors, 
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Mr. Heymsrevp. That is right. 

Mr. Foranp. And that was the so-called standard brands. 

Mr. HeymsFevp. That is right, sir. 

Mr. Foranp. Then [ was told by somebody who was supposed to 
be familiar with the industry that that was merely a front. 

Mr. HeyMsFeE.p. | think that is a very inaccurate statement, and I 
would appreciate the opportunity of placing the facts in this record, 
since the point has been made. 

Mr. Foranp. The scheme was supposed to be that the price was 
frozen on the standard brands, but then there are many other non- 
standard brands, other labels that are not so popularly known, and 
the price is going to go up on those to make up the difference of what 
it would have gone up on the standard brands. 

If that is not true, I would like to have you put in the record, in 
fairness to the industry, as well as fairness to the public, the true 
facts of the situation 

Mr. Heymsrevp. Yes, sir; I shall be glad to do that. 

[he information referred to, subsequently furnished, is as follows:) 


S ey voluntarily froze the prices on all of its whiskies on] December 21, 
ne with the Government request. The voluntary freeze order applied 
to our standard or itionally distributed brands, but equally to all 

ritems sold by the company. 


The CHarRMAN. Mr. Kean 

Mr. Kean. Mr. Heymsfeld, you have undoubtedly read or heard of 
tie testimony of the head of the Alcohol Tax Unit before this com- 
mittee about 2 weeks ago? 

\Mir. Heymsrevp. Yes, sir; I have seen a summary of it. 

\ir. Kean. You know that he stated at that time if he had.100 more 

nts. which he estimated would cost $600.000. that there would be 
o more bootlegging or moonshining than there was at present. 
Now that is a very definite contrary statement to that which you are 
I cng and that which most of the representatives of the industry are 
naKkinge 

Offhand, ] feel that the in lustrv’s Statements are probably more 
stic than was his statement. What is your comment on that? 
‘ir. Heymsretp. | should like to say, first, that the Treasury 
rves the additional 100 agents in any event. 
The number of agents 


s today, as we understand the figures, and 
ese may be slightly off, only 888 as against 1,254 agents 10 years ago. 


LI Treasury has been obliged throuch shortages of funds to reduce 
taff, including enforcement staff. 
Now, we do not believe that 100 agents is going to do the job if he 
laces the number of agents that he has to the number that he had 
vears back, he still would be in a situation to exercise that degree 
ontrol which he exercise d then. 
What do the facts on that show? 


} 1] 


not the end ol it Some how Ol other that Stil or some other 


> They show when he seizes a still, 


continues in operation and year after year the number of stills 
s | keeps growing 
So far as we are concerned, we would be very happy to have all 
e stills seized by cause they are our competitors as well as be ing 
petitors of the Treasury Department. 
lhe industry has urged that the number of enforcement agents be 
ased There could not be a better service rendered to the 
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industry or to the Federal Government in the way of revenues tha 
increase the number of enforcement agents. 

But | am sincere in view that the addition of 100 agents is not ¢ 
to do the trick, sir. 

Mr. Kean. You feel that definitely this increase in tax would . 
stantially increase bootlegging? Of course, I am more interest: 
the area around the eastern seaboard than I am with referenc: 
what is done in the mountains of Tennessee and North Carolina 

Mr. Heymsrevp. If we look at that area, sir, there have been 
seized in your State of commercial size, and there have been 
seized in other areas on the eastern seaboard. The menacing 
about it is that these are not the small country stills. These are 
of commercial size. That is a recent development. 

Mr. Kean. If it would increase moonshining and bootlegging, 
is it that the enforcement agent said it would not? He must | 
had a lot of experience. 

Mr. Heymsrevp. I| should like to say this, sir, that the Trea 
came here and presented a tax proposal. It was a recognized 
that the major attack that would be made upon that proposal! 
this bootlegging factor. 

I suppose Mr. Mealey did what I am doing for our side of 
question. He presented the thing in its most favorable view 
the Treasury's standpoint. I am presenting it in its most favo) 
view from our standpoint. 

It is for the judgment of this committee to decide on the bas 
facts which are available which is the better guess as to what is | 
to happen. 

Mr. Kpan. Thank you. 

The Cuatrman. Mr. Keogh. 

Mr. Krocu. Mr. Heymsfeld, would you be good enough to t 
just what you mean by the second paragraph of your prepared 
ment? 

Mir. Heymsrecp. Is that the one which says: ‘‘Our industry is 
pared to recommend and to undertake every effort of sacrifice w 
will bring nearer the achievement of our country’s purposes’ 

Mr. Keoau. Yes. 

Mr. Heymsrecp. [ suppose the best answer to that is what w 
in the last war. We turned our facilities over to the Governm 
We did every thing we could to facilitate the operations of the Gov 
ment’s program, whether it was grain, conservation, rubber pro: 
tion, alcohol requirement, or anything else. We paid our share of 
taxes. Weare prepared to pay our fair share of taxes in this situat 

But we feel it would be a disservice to this committee to co1 
here and patriotically say, ‘Sure, let us go ahead,’ because we 
we cannot go ahead with further taxes in this field and still assu 
the Federal Government and the State governments a continu 
of these revenue returns which are so important. 

Mr. Keoau. Do I state your position correctly that in your a 
ness of the perils of inflation you would say that the balancing o! 
Federal Government budget would be a long step in the direct 
avoiding inflation? 

Mr. Heymsrevp. It obviously would be, if it could be, sir. 

Mr. Keoau. And that in the face of the present defense pro 
additional revenues are needed by the Federal Government? 
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\fr. Heymsrevtp. That is true, but those additional revenues, sir, 

ill be required for years and years to come. 

\ir. Knoeu. Over how long or short a period? 

‘he fact is that additional revenues are presently needed. 
HeymsFetp. Yes, sir; but they will be needed not only in 
but 1953, 1954, 1955, and 1956, and for as long as we can 

Now, our position, fundamentally, is this: That if we were in a 

tuation where we were able to say, ‘“‘Let us for 1 year go along on a 

position of this kind,” that would be one picture. But we have 

: through that, and we know the answer. We are trying to 

a number of vears ahead. We know what happened during the 
ist war, and we know what happened immediately after the war. 
We know what happens when Federal revenues go up, and when the 
Siautes raise them taxes, and it gradually has this terrible effect on 
consumption, terrible from the standpoint of revenues that we saw 

the period from 1946 to 1950. 

What we are saving to this committee is that you have a very high 
| of State and Federal taxation right now. 
ow, if the State and Federal Governments could say as to this 

“Let us call a halt; let this thing settle down,” this industry will 
continue to make the substantial contributions that are required and 
mavbe we will pav to the Federal Government a little bit less in 1952 
than we might under some new impost, but in 1953, 1954, and 1955, 
we will continue to bring to the Federal Treasury these funds which 
are required. 

\ir. Keocu. All that you say is an indication, to me, at least, that 
vour institute has given careful thought and study to the problems 
facing the Government today I wonder whether in connection with 
that vour institute has given any consideration to specific recommenda- 
tions for the avoidance of inflation, of which you speak, and for the 
obtaining of additional revenues except other than resisting a rise in 
the excise taxes on your products. 

Have you gone beyond your particular part of the tax problem, and 
ou in a position to give to this committee and to the country the 
fit of your thought and study as to how these laudable accomplish- 
ts can be achieved without asking you to take an increase in 
» taxes? 

HerYMSFELD. Sir, truthfully, no. We have a sufficient problem 
eping track of our own taxes and tax problems. We see those in 
ght of tax requirements and revenue requirements of all govern- 
ts, State, Federal, and local. 
hile we have no concrete proposal to make, and while it might 
ery inappropriate for us to make one if we had one, | trust that 
position will not be considered destructive because it happens to 
egative. 

think it is constructive to say, “Don’t push this thing to a 
t where in the end you are going to turn up with less money than 

re getting now.”’ 

Kerocu. You would not be surprised if | were to tell you that 
een the testimony of a long line of witnesses before this com- 
tee, each one of which admits the need for additional revenues 

one of which is desirous to aid in avoiding inflation, and each one 


hich says that the Government could obtain more revenue by 
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either keeping the tax on his particular product as it is, or 
lowering it? 

l am wondering whether there is not somewhere in this cou 
some great institute such as yours that would go beyond its ow) 
dustry and assist this committee in the solution of what obviou 
a very difficult problem. 

The CnarrmMan. Mr. Byrnes. 

Mr. Byrnes. In answer to one of Mr. Forand’ s questions, you st 
that there were six States that by legislation required a mark-up | 
manufacturer’s cost. 

Mr. Heymsretp. That is right, sir. 

Mr. Byrnes. What States are those? 

Mr. Heymsreip. Let me make a correction. I did not say it 
the mark-up on manufacturer’s cost, but it is a mark-up on 
wholesalers’ and retailers’ costs. Those States are Arkansas, Geo; 
Kentucky, New Mexico, Rhode Island, and South Carolina 

Mr. Byrnes. Now, can you tell me what form this legisla 
takes? Amplify just how that works? You say it does not 
to the manufacturers. 

Mr. Heymsre.tp. That is right. 

Mr. Byrnes. Is it a wholesaler’s mark-up, or is it a reta 
mark-up, or what is it, and what is the percentage? 

Mr. Heymsrevp. The percentages vary, and I shall be glad 
state them as I go along. We sell a case of liquor to a wholes: 
Now the State law in the particular States say that when he con 
to resell that case of whisky he must mark up his cost by a 
percent. ‘That, then, is the retailer. 

The State law in turn provides that when the retailer gets 
case of whisky, which has in it the wholesaler’s cost plus the who 
saler’s mark-up, that retailer must take that price and place a mar 
on that price of the amount provided in the statute and that 
selling price may not be less than that amount. 

Now, for e xample, in the State of Georgia a wholesaler must 
a mark-up of 13), percent, which means when he buys he must 
a 13% percent mark-up on the cost delivered to him. 

When it hits the retailer—and incidentally, that cost is also 
to include the $5 gallon tax which the State of Georgia levies 
retailer must take a mark-up of 33% percent. That is a matte 
law in those States. 

Now, the principle is the same in these other States that I | 
mentioned; only the percentages differ. In one instance, or mx 
there are minimum and maximum mark-ups provided. 

If you would like, sir, that information can be provided for 
record, 

Mr. Byrnes. In other words, if you increase the tax $3 per 
the wholesaler immediately has to increase his price to the 
in that State by 13% percent of that additional $3; is that right 

Mr. Heymsrevp. That is right. 

Mr. Byrnes. And then that retailer has it pyramided aga 
33% percent when he sells it to the ultimate consumer? 

Mr. Heymsrexp. That is right. 

I might say, sir, that some of this legislation was in my opi 
result of the limitations on mark-ups which resulted from the | 
to impose a mark-up on the last tax increase. These dealers in | 


ti 
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States are rong to protect themselves and Zo to their legislatures and 
present their cases as to what they require in order to maintain an 
ynest and stable difference 
Byrnes. In these six States, at least, this increase in taxes is 

voing to be considerably in excess of the amount of tax collected by 
the Government on this gallon of liquor. 
\fr. Hermsrevp. That is exactly right. 

ir. Byrnes. That is all 
[he CuarrMan. The Chair would like to suggest to the stenog- 
yf er and the clerk ~_ at the te stimony on eac hs ibje ct matter re ‘lating 
to wine, liquor, and beer be ke pt toge ‘the r. 

Kina. Mr. ¢ ‘ha iirman, I would desire to ask Mr. Heymsfeld a 
stion or two. 

\ir. Hevmsfeld, am I correct in assuming or understanding that one 
n ipal basis for your objection Lo the proposa [or higher tax on 
ris that the tax, if placed, will encourage the illicit manufactu 
spirits? 
HerYMSFELD. Yes, sir. 
King. That concerns me a bit, Mir. Heymsfeld [t strikes me 
that as a basis could go on into other fields. 

I was interested in the statement of Mr. Camp and the questioning 
of Mr. Kean in connection with the variance that apparently is evident 
between your views and those of the Aleohol Tax Unit Enforcement 
Agency of the Treasury, with respect to the illicit trade. I do not 
know where my own sentiments would lie, but I am concerned that 

people of the country would hear that 
Government would be incapable of bringing about proper ¢ nforce- 


( 
1 
i 


iy 


the ( niorcement offic ials of 


in a field that Strikes Ine as not ay ing as mptle Tit ld Lo operate 
fitably in, that is, considering all that is required, even a low 
wity still, in its requirements for storage, its requirements for 
( ricity, or other fuel, and the safeguards that are required to 
prevent the fragrance, if | might call it that, of the still getting out in 
neighborhood 
l am just at the moment inclined to bear with the enforcement 
flicials’ statement that they are capable of keeping the illicit manu- 
ire of liquor reasonably under control 
if you would care to elaborate on this, or insert in the record any 
rial that you mm oht have refuting the statements previo isly hiaade 
he enforcement officials, I think it would be helpful. 
Mr. Heymsreip. Part of that refutation, sir, is in the statement 
which | have mad: 
\ir. King. Yes 
Ir. HeymMsre.p. I do not see how it can be contended that where 
aiter vear stills continue to be eized in ever growing number 
how year after vear the size of those stills : wppears to be increasing 
acity, how it can be contended that nar thos cOnaItIONS 1 you 
just good enough to increase the tax, we will be able to bring 
ys under control 
vould say that under the existing rate of tax, if anybody looked 
s record, it would be a shocking and horrifying record 
should like to repeat that a good portion of our population 
these tax rates being driven to take their trade to the illicit 
acturer. 
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l am not going to try to forecast what the developments in 
attitude may be, but we who know the history of prohibition 
that as time went on it became fashionable to buy from the boot! 
and have some bootleggers’ numbers in our pockets. 

If that ever comes about again, then we will really be in a 
serious situation because we will not be able to cure it by rep 
prohibition, which we did last time. 

Mr. Kina. We have to depend on conjecture, then, with resp 
the number of stills that are not being seized, or that have succes 
operated over a period sufficient to be profitable. 

We have no way of knowing whether they are getting them al! 
vear, and their confederates reopening them, or whether the, 
missing them. 

Mr. Heymsrevo. We know they are not catching them becaus 
next year you have more to seize and the next vear more to 
The Alcohol Tax Unit seized 10,000 and the local and State of! 
seized almost the same number. There has been some conte: 
made that there has been a duplication in the figures 

In order to avoid any difference of opinion on what is a narrow 
the amount of duplication in the figures, I presented this situ 
simply on the basis of the Federal still seizures and said the: 
additional seizures by the States, but our figures will indicat 
those additional State seizures run very close to 9,000 additional! 
which I have not included in the figures I have cited, as I say, si: 
order to meet just the figures that have been presented by the Treasu: 

Mr. Kine. That is all. 

Mr. Heymsrexp. Now, actually, Commissioner Mealey said hi 
in his statement that he understands there is considerable concern « 
an anticipated increase. We know that Mr. O’Connell, who 
charge of liquor enforcement in New York, is concerned. 

We know that other State officials are concerned. 

There was a statement given last week about the concern of son 
the officials in the seven areas. 

We say that this record can lead to only the conclusion that w: 
today facing a very serious and menacing problem and we had |» 
do something about it right now. 

Mr. King. Then perhaps the solution would be the granting o 
additional personnel that the Alcohol Tax Unit Enforcement Diy 
has repeatedly requested the Congress to give them. Perhaps 
illicit business could be kept under control if the recommendatior 
the responsible authorities in the Government would be compli ( 


' 


by the Congress. 

Mr. Heymsre.p. Yes, the more enforcement agents you hav: 
better the hope of controlling it, but, at the same time, if vo 
100 enforcement agents, which is out of a total of 400 thev hav 
to lay off, and at the same time increase this tax from $9 to 
gallon, that is not going to do any good, in our opinion. 

Mr. King. That is all. 

The Cuairnman. Mr. Reed, 

Mr. Reep. Mr. Chairman, I ask unanimous consent to file : 
of the record these letters relating to the wine industry. 

The CuatrmMan. Without objection, that will be done. 

(The letters referred to are as follows: 
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s AND Figures ABout GrRaApEs, WINES, AND THE FEDERAL Excise Tax 


ion Federal and State statistics for the vears 1946-49. Cali- 
a now has 
Vinevards and winery property wort! $500, 000, 000 
nded wineries and bonded storerooms totaling 383 
vards covering 506, 000 
ia vineyards prod 
annual grape crop of tons 2 793, 000 
ial return to farmer $137, 927, 000 


nual gross wine 1 n llons 130, 691, 000 


SYUY. 275. OOO 


(MM) 
97. 000. O00 
ia grows 94 p if all grapes, 90 percent of all f 1 100 we 


lL a V i i ree 


ins that are I a 1 consumed in America 
represent ove third of all acreage planted to 
the greate uit-growing State in the U 
949 there \ re bearing acres of vil 


| 515.245 


ee 


442.000. more 


ifornia fr ro} ing \ 74.585.000 


ifornia’s 5,000,000,000-pour ! al grape crop 


grapes now car! 

e and $48 per to 
Treasury r 
S80 


poor na 
States is 
lemonstratec 


same v« 
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represent the full increases in cost that would result to consumers. Often 
sale and retail mark-ups are based on the cost of wine plus shipping charg 
taxes, so that the final price to the consumer includes pyramided mark-up 
tax, as well as on the other elements entering into the wine cost. 

Wine is a farm product, produced by growers who are also vineyardis 
their own grapes and from those they buy from other growers. It is wu 
ask farmers to bear a higher percentage increase in taxes than is asked « 
beverage producers. Wine growers are subject to all the hazards of ag 
without the flexibility of production that is possible in most other beverag 
For example, a wine grower must produce all of his wine when the GTApeSs ar 
his full supply for a vear ahead He cannot adjust production to demar 
month to month His position is exactly like that of any other farmer 
require reasonable treatment in the matter of taxes, not excessive imposit 


(ALUMINUM SEAL Co., Ini 
Richmond, Ind., March 5 
Hon. Dantret A. REED, 
nilted States House of Re pre entatives, 
Wasi ngton, dD. Ny 
rR Sir: There is under consideration by the House 
the Federal tax on wine and spirits 
I understand it, the proposed tax increase on whisky is approximat 
t whereas the proposed increase on dessert wines amounts to approx 
nt on table wines 233 percent. 
ems to me that the proposal for increase is outrageously discrin 
ld result in the destruction of the grape and wine industrv in this « 
would appreciate your careful reconsideration on this difference in a 
to more nearly equalize the tax increase between whisky and wines. 
Thank you very much. 
Yours very truly, 
ALUMINUM SEAL 
N. OLSEN, Vice 


REED, 
} State Representative. 
House Office Building, Washington, D. C. 
aR Sir: Although my business is that of soil improvement 
1% resist 
of what is likely to happen to vineyards and grape growers if 
nes is adopted 
3 survey of the Concord grape region in 1900 disclosed 
raged 4 to 5 tons per acre in the western New York area 


mendations rather than a grower of grapes, I cann 


t 
» or lack of proper distribution of e 
with preserving the fertility of land, the soil 
reple hed with essential chemicals and organic matter so that the averas 
in the Concord area dropped well below 2 tons per acre in the next 20 yea 
prohibition era allowed the farmer less than the cost of working his vineyar 
resulted finally in an average production of three-quarters of a ton per a 
Overtime wages during the last war increased crop values to the px 
farmer had his first chance to start rehabilitating his vineyard land 
plow back his average profit of $15 or $20 per acre. Mar 
do that and eat at 
tating old vinevards takes time. In 6 vears’ time with the | 
and an extra cost of about $30 per acre, one large vineyard has s 
ng production back somewhat above 3 tons per acre on Concords 
ar’s figures on the Concord area but the 1949 crop was about 
average This year’s crop was much larger but as a result 
had little vegetative growth for productior next year 
rity of the grape acreage in New York State is on hill 
farming use The present wartime tax, still in eff 
ds is equivalent, I am to 1. to about SSO per ton of grat 
about $200 per tor Concord prices this year were f 
he grower, 


- } 
f ' wie 
f knowled 


the same time. 


I 
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wine industry has been the main outlet for grapes in New York State. 
‘yvious that any abnormal increase in the 


sumption especially a mucl 


er 


t 
l 


price of wine will mean a decrease 
h lower tax increase is placed on distilled spirits 
t 50 percent of the grape acreage has been abandoned i he last 20 years 
w yields per acre and unprofitable prices despite the fact that New York 
nes are consk | highly superior to the Califor tv} 
the tax go through as led, 
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As chairman of the wine law and regulations committee of Wine Inst 
happened to be in Washington, D. C., the early part of January and 
rumors concerning the increase of wine taxes. I did hear, on a rumor ba 
the proposal would be just about what actually has been proposed. At t! 
simply passed it off as a rumor without foundation, thinking in my ow 
“How can anyone even entertain such a ridiculous idea? On what basis 
a proposal be made? Surely the people in the Treasury must know of 
of diminishing returns. As a certainty the increase on wine will not 
greater than that on anv other alcoholic beverage. They surely do 1 
to put wine into a luxury class. Just another dime-a-dozen rumor.” 


YADEN, Keever & You 
Ne w York ‘ r , 1 4 
Hon. Daniet A. ReEeEp, 
How e of Re prese niatives O fice Ruildina, 
Washington, D. C. 

Str: We understand there is to come before the Ways and Means Co 
of the House of Representatives soon a proposed tax to increase the pres 
on dessert wines by 150 and 233 percent on table wines. 

We are selling agents of various California grape growers and shipp 
table grapes in the eastern markets and feel the effect of such a tax wo 
unfair burden on the grape industry and would disrupt the orderly mar! 
all grapes in that it would divert many thousands of tons from the wine: 
to the fresh market, with the result of a demoralized market for fresh tab! 
because of the tremendous surplus that would move into fresh marketing 

We trust there will be a more equitable tax on wines than that which 
propost d 

Yours very truly, 
YADEN, KEELER & \ 
B. E. YApEN. 


Cuateau Gay, Li 


Lewiston, N. Y., February 2 
Re increase in proposed excise taxes on wine. 
Hon. Daniet A. Reep, Member of Congress, 
House O fice Building, Washington, D. ¢ 

Dear CONGRESSMAN Reep: Recently, Secretary of the Treasury, Mr. = 
recommended to the House Ways and Means Committee that Federa 
tax rates be increased in the liquor industry as follows: 

Table wines, from the present 15 cents per gallon to 50 cents per 
increase of 233 percent 

Dessert wines, from 60 cents per gallon to $1.50 per gallon, an incr 
percent 

Champagne, from 15 cents per one-half pint to 22 cents per one-ha 
from 60 cents per 5th to 88 cents per 5th, an increase of 47 percent 

In addition there was a 334 percent increase recommended for disti 
and a 50-percent increase recommended for beer 

In 1942 a war emergency tax was placed on distilled spirits, win 
which amounted to a 50-percent tax increase. It was understood, defi 
that time, that this 50-pereent increase would be repealed 6 months 
cessation of hostilities of World War II. This increase has never bee: 
Since that time, the enforcement division of the Aleohol Tax Unit of the 
Department has found that bootlegging in distilled spirits has increa 
mendousl 

\t a recent industry meeting, Deputy Commissioner Meally, in char 
Alcohol Tax Unit, pointed out that anv new increases in the excise taxes 
wines, and distilled spirits would cause a much greater problem in enti 
than ever has been created in the past. Those of us who are in the 
industry feel even more strongly about this probiem than does Cor 
Meally 

The wine industry is proud of its record of temperance advertising a 
ing its products to the public as a drink of moderation. We feel tha 





REVENUE REVISION OF 1951 2OR87 


yses, as proposed by Mr. Snyder, discriminate, materially, against the wine 
as a Whole. The industry, itself, uses almost 2,000,000 tons of grapes 
ir, and we know of no farmer's product which is taxed in end use at as 
a rate as is proposed against the grape industry by Secretary Snvder. 
example: The new tax would amount to $80 per ton of grapes for table 
$120 per ton of grapes for dessert wines, and approximately $560 per ton 
rkling wine. 
rape industry in the United States represents about $500,000.000 of our 
income 


the circumstances, if the new and increased taxes would 





revenue derived from our industry and thereby help our o nal 
[ think our industry would go along with the proposal 1 re- 
ler However, in taxatior there comes a point where l in tax ) 
wse that laid the golden egg I do not believe that é hampagne 
from which there is derived approximately $4,000,000 a vear e 
survive an additional tax-rate increase and strongly assert that 


lerived from the taxation on champagne would decrease rather tha 


that the discriminatory increases proposed against the wine ind 
w wine out of the budget of low and moderate income groups 
endously lecreast consumption and create a national emeres 
industry This | bly, might cause subsidizatio t t Co 
an expense to the Government greater than that which can be dk 
posed tax increase hese proposed increases would cause irreparal 
e vast national use of wine as a temperate and moderate table and 
t that the Treasury proposal defeats the Ge ( pur n ra 
OI il revel ( il t ‘ CCALISE ne rate eT i | t 
shing returns and it if these proposed rats ure acted 
ame time, destr permanently, the livelihood of t! isand f a 
and growers and those people who rely on the grape industrv as a source 
j 
minittee find il a thor h exar ithe | f hata 
\ t ~T ! | ry hat j ‘ 7 } it 
ind reta rm 1 to re prof ul 
iX mad i Pruly f vere d | AS¢ 
ae | tf \ n Has t 
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ta {) f 37 ents per f 
creased ‘ ite cons ris OH) ¢ } 
nf Phere l 4 problem involved 1 i ef ’ 
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i 1 eq t r ‘ | 3 
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l T er D ! ! 1 
I iX prop i Treasury Depar wir jus- 
very 
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Hy m R. Carveru, Jr., / t 
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Mayrvit_e, N. Y., February 27, 
Hon. Daniret A. REED, 
House of Representatives, Washington, D. C. 

HoNoRABLE Srr: Not only do I oppose the proposed tax increase of $9 
per gallon on 100-proof spirits, but I especially oppose the proposed ex: 
increase of from 150 to 233 percent on wines. 

I believe this will do a great harm to our 150,000 grape-growing farmers i: 
York State including the grape growers in this our own section of the Stat 

I would kindly ask that you use your influence in keeping this tax increa 
reasonable amount, 

Yours truly, 
Firorp E. CHAMBER 


Moser & Cortins, IN: 
Utica, N. | Fe bruary 4 
Hon. Danret A. REED, 
The House of Representatives, Vi shington, D.C. 

My Dear REPRESENTATIVE REED: Attached to this letter please find 
pertaining to the wine industry and a schedule of increased taxes as prop 
the Secretary of the Treasury Snyder and which are under considerat 
members of the tax writing committees in the Congress and by the Senate | 
Committee 

ne industry in New York State is of considerable importance 
American wines are produced from the grapes grown on thi 
Lakes 
ne industry in the United States and the grape growers and w 
tate ask for no special consideration—only for fair and just tri 
» knowledge of the wine industry and the markets in whicl 
iat you oppose these unjust tax proposals on wine, as reco! 
wurried and careful deliberation of the facts, before making a 
an entire segment of the American economy. 
your judgment and sense of fairness will help pre 


in our State to live and grow and ec 


Artuur 8S. Cortins, P 


‘TING GRAPE GROWERS AND WINERI! 
UNITED STATES 


surv Snvder recon } 
ral excise tax rates on wi 


from present 15 cents to 50 cents per gallon—increa 
wines—from present 60 cents to $1.50 per gallon—iner 
pagne—from present $7.20 to $10.56 per case increa 


nvder also recommended a 33'4 percet crease (from pre 
gallon) on distilled 
SS to $12 per barre! 


of retail price 


t percen retail price—new rate 13 perce: 

15 percent of retail price—new rate 31 percent 
» 40 percent of retail price—new rate 46 percent 
15 pe reent of retail price new rate 21 percent. 
as outlined above, seriously threaten the survi 
$500,000,000 grape industry, in which an estimated 158,000 farm wor! 
ticipate I am sure that the wine industry is perfectly willing to bear a 
equitable share of the tax burder but this proposal, which relegates t! 
tax ratio (between distilled spirits, wine and beer) to the ash can—is pla 
crimina vy against the least stable and least profitable industry in t! 
faa ; 


~ ] 
roposals, 


naintain an increasing consumption (and increasing tax 
21 ntinue to make it available to middle and lo 
» taxes have raised wine pric 
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Over 80 percent of all wine sold in 


s, consumption has fallen off drastically. 
ited States is standard wine consumed by middle and low income groups 
through excessive taxes, it would mean ruin to the 


market is taken away 
vineyard industry and every vineyard district in the 
percentage of wine tax increase in Secretary Snyder’s proposals is many 
higher than those for any other farm higl an those 
1 for distilled spirits, and 3 to 4% time 
These wine tax rates, if passed into law, 
iting in a disastrous decline in wit 
in Federal revet he f 


United States. 


product, 5 oO mes [ 
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We, therefore, appeal to you to use your best efforts in assuring equa 
taxation in all new legislative proposals affecting the future of our industr 

Very truly yours, 
Dovetas M. Moorueap, Pres 


WESTFIELD PLANTERS CooPpERATIVE Fruit Propvwcts, Inc 
Westfield, N. Y., February 16, 
Hon. Dante. A. REED, 
Office of Re prese ntatives, Office Ruildina, 
Washington, D. C. 

DeaR CONGRESSMAN REEp: I was quite alarmed to read a newspaper 
of the proposed tax increases as they would apply to wines. 

The present tax on table wines is 15 cents per gallon. The proposed 
50 cents per gallon. The present tax on dessert wines is 60 cents per gal 
the new proposed tax is $1.50 per gallon. This represents an increase of 
cent on wines under 14 percent and 250 percent on wines over 14-percent 
This seems unjustly discriminatory when it is noted that the proposed i 
on distilled spirits is only 33% percent and beer 50 percent At the p 
rates, the tax on wines would be almost double the price that the farmer r 
per ton for the grapes from which the wine is made I don’t believe anvor 
object to pay their fair and equal share of any necessary tax increase t 
our defense efforts, but it does seem unfair to pick out one article in the 
saddle it with much heavier increases than is done with other articles it 
category. I am calling your attention to this because we are distinctly, 
about the effect it can have upon the grape farmer. 

I represent a cooperative made up of 150 grape farmer members and 
portion of our output is sold to wineries to be made into wines under 114 
alcohol. Small increases in cost can be passed on to the consumer but 
sumer’s pocketbook just will not stand for too high costs. These wines 
used an 1 co! sumed by the hig he r income groups but are the cheaper Wi 
sumed by the middle and lower income class families A tax such as is | 
would seriously affect the consumption of these wines and, adversely, aft 
income of the grape farmer 

you know, grapes are one of the principal agricultural product 
and we do not feel that the Treasury LD partment should 

hich discriminate against our grape growers We do hope 

to this further and that you will use vour best efforts to se« 

tax increase should be reasonable and not o it of proportiol! \ 


u the same class. It really can make a very serious situat 


‘ 
i 


armer as he is the one who will actually suffer from this propose 
Very truly yours, 


WESTFIELD PLANTERS CooreRATIVE Fruit PrRopt 
T. R. SKINNER, General Manage 


om the ree newspt r articles it is our understa 
rreasury in outlining his proposal for additional 
fense budget has proposed that the taxes on grape win 
reased 
Speaking for our 265 Concord grape grower members who are located 
sylvania, New York, and Ohio, we are very much concerned over thu 
which we feel the tax proposals as submitted would have on the market 
While we have no objection whatever to his pay-as-you-go pla 
t for increased taxes based on our fair share, we do want to 
to the percentage basis listed below we think that we 
nalized, You will understand th: the Concord 


wine outlet for approximately 40 percent of thei 





REVENUE REVISION OF 2091 


‘ papers are correct in their figures it woul 1 int f grape wines 
{ percent alcohol content would have the tax increased from 15 cents per 
» 50 cents per gallon, and Concord still wines under 21 percent alcohol 
be raised from 60 cents per gallon to $1.50 per 

that the present tax on beer is $8 per barrel which is proposed to be 
o $12 per barrel, and that on whisky and distilled liquors that the 
tax is $9 with the indication that it is to be raised to $12 per 


gallon. It is my under- 


ld indicate an increa of 233 percent on light wines and 1507 


1 wines @S against a 50-per it increase on beer 
ed liquors 

appreciate your A i leratior 

ise your efforts 


sideratior 


it revel 
Departme! 
4} 


her sizab! 


fro 
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Brancuport, N. Y., February 19, 
Hon. Daniet A. REED, 
House Office Building, Washington, D. C. 

Dear Mr. Reep: As a grower of grapes for my living, I vigorously 
against the newly proposed wine excise taxes. Not only are they excess 
totally ruinous, 

At present there is a tax of $80 on each ton of grapes I raise—a tax 
excessive. Under the newly proposed law this tax would be increased 
per ton. That would spell ruin to the grape growers as well as to th: 
wine producing industry, which has been built up to an annual produ 
125 million gallons, totaling a gross business of 500 million dollars. 

If this law goes into effect, there is but one thing left for us to do—tear 
entire vineyard acreage, discharge our help, and just grow the food 
ourselves, leaving no income for Uncle Sam. 

Evidently the pressure groups of W. C. T. U. and those legislative 
interested in perpetuating themselves in office forever and in increasing ( 
ment personnel and expenses to the point of total collapse, are respor 
this measure. 

[ urge you to use every expedient in your power to bring an end to t] 
increased tax endeavor or any other designed to wreck the economy of our 
ment and play into the hands of Joe Stalin. 

Thanking you kindly for your help in support of my plea, and anyt! 
you can do to keep our Government expenses within reason, I beg to ret 

Sincerely yours, 


Marceu C. R 


Vatois, N. Y., February 19 


Dear Str: I am writing to vou in relation to added taxes on wines ar 
pagne. Would like to state there is about all the tax on wines that can b 
at this time. Iam a fruit farmer in Schuyler County the fruit belt be 
Seneca Lake and we get our living out of raising grapes to sell to Urbana W 
Hammondsport, N. Y. If and when these taxes should go on I am very 
afraid we would have to stop raising grapes as the wineries would not b 
process them in order to make us a good return. Now I ask you as a 
publican from New York to please vote against this proposed tax increas 
and help the fruit farmers of New York to make a living so he can eat an¢ 
taxes. If possible please write back and give me your view of this matter 
master of Valois Grange No. 318 and would like to read a letter from yi 
miainy ~ 
Thanking you, I am, 


WW 


LuTruer H 


Joun G. Dor 
Sandusky, Ohio, February 1 
Mr. Daniet A. REED, 
House Office Building, Washington a.-<. 

Dear REPRESENTATIVE Reep: I was recently handed a list of the men 
of the members of the House Ways and Means Committee. I noticed vi 
as a member of that committee and rather than just forward you a letter 
the one e1 closed which is being sent to all other members, I am ma 
request on a personal basis for the reason that you were football coach at ‘ 
while | was a student; the writer having graduated in the class of 1915 

Then again when our Congressman of the Thirteenth District of O 

Begg, was having some difficulty you came on to Sandusky and I dr 

id Mr. Begg You may or may not remember this circumstance. 

I would appreciate it very much if you would give this vour attenti 
are from an area close to a large grape growing section and from a Stat 
wine is produced, 

Thanking you very kindly for giving this your personal attention, 
regards and best wishes, I am 

Very truly yours, 


RicHARD 
t? 


ave any ot uggest make the proce 


1 in combating tl 
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Joun G. Dorn. 
Sandusky, Ohio, February 15, 1961. 


Honorable Daniret A, REEp, 
House Office Building, Washington, D. C. 
sn Mr. Reep: Recent publication of Treasury 
ax on Wine in a discriminatory and exorbitant 
for the grape industry in Ohio, as well as the rest « 
is an organization of farmer growers and vintners, f¢ 
se of our Nation and wish to go on record as being amenable to anv fair 
\itable percentagewise increase in Federal tax, as long : her 
all alcoholic beverages But we do feel unjustly 
’s proposal shows only an increase of 3344 percent 
t on beer, while it is proposed to increase dry wit 
to 50 ee per gallon, or 233 perce: 
ora 150 percent increa 
ain fr 
i 


propos: 
ratio Will 


r 


vf the Nation. 


the 


tft 


15 cents 
t 60 cents to $1.50 a gallon, 
er the Government net is and expects to obts 
all aleoholic beverage industry, we recommen: 
he 33% pe reent of 233 pe reent, or al v ratio, but 
to the present Federal taxes on all segmer 

l of the Nation } ass iffered 
‘er, due to an ‘rs 


l 
dustrv a 
iploved 


ably 


g themseives | 
sed would not increase the amount of tax m«¢ va 
but would possibly the ws of the SS0_.000_000 a 
on wine 
for your 
ne taxe 
tr 


ly, 


rai 


House Off 
INGRESSMAN Reep: The grape and 
i willing to do all in its power to pay 
ne increase i t proposed ¢ 


lisastrou 
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The Finger Lakes region—our local section of the national industry 
and expanded around vineyards planted here some 100 years ago. The 
proposed would throw wine out of the budget of low-and moderate-income x 
the largest consumers—drastically decrease consumption, create new gr 
pluses, bankrupt farmers, and cause irreparable losses to the vast natio 
wine as a moderate table and home beverage. 

We cannot recommend too strongly your immediate and favorable « 
tion to correct the discriminatory and unjust recommendations of this 
tax proposal. We sincerely feel that if exorbitant taxes are levied or 
proposed, it will simply increase home production of wine way beyond | 

now 200 gallons per farmer), and the Government would defeat the ver 
of an increased tax in losing this revenue entirely. 

A schedule of present and proposed rates on wine, distilled spirits, a 
as follows: 

Table wines from the present 15 cents to 50 cents per gallon, inet 
dessert wine from the present 60 cents to $1.50 per gallon, in 


perce rh 
; champagne from the present $7.50 to $10.56 per case, increase 47 


percent 
distilled spirits from the present $9 to $12 per gallon, increase 33 


the present do to $12 per barrel, increase 50 percent. 
Your cooperation will be greatly appreciated. 
Since rely yours, 


THe PLEASANT VALLEY WIN 
R. H. Howe.., Vice Pres 


Sweet WINE Propvucers ASSOCIATION OF CALIFORN 
Fresno, Calif., February 1+ 
\. Reep 
Re presenti PES R ldina, 
Washinaton. D. ¢ 


Reep: T nelosed resolution was 
he Swee ne Producers Associatio 
1951 


you are re 


(COCLVIT ry? imerab! 


organizations throughout the whole 
‘owers represent by o ir association 


this discriminatory tax on wines. 


Swei Wine PrRopucer 
G. I Borpson. Preside 


; 


rut SWEET WIN! PRODI ERS ASSOCIATION 


economic welfare of the South San Joaquin V: 


‘alifornia depends primarily on agriculture, and 
growing of grapes, raisins and wines is a key part 


division of the great Californi: 


most important 
111,000 workers and 


industry, alone providing employment for 

$156,.000.000 to growers in 1950, and 
Whereas the grape and wine industry has 

ruin by re nt recommendations to Co 

v increased by 150 percent to 


placed in danget 
the present excise 
wines | 233 percent, increase si 
prop sed for ot he r beverags 5. and 
this would mean an increase in the Federal tax 
1e present $24 to $48 per ton to the prohibitive figures of S50 


be far out. of proportion to the taxes borne by 


the heaviest tax burden ever placed on any 


commodities a much 
farm product, and 


' these tax increases, if enacted, would place wine in a luxury 
‘reach of middle and low income groups now constituting SO 

market and would completely disrupt orderly marketing 

rgest single commercial! outlet for grapes, and 

lestrovying the grape and wine industry 


‘As 


*h increases by « 
‘onomically would lead to diminishing returns and not ¢ 
welfare but rather eliminate an important present source 

Now, therefore, be it 
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ed, That the Sweet Wine Producers Association goes on record as opp y 

fair, discriminatory and excessive increases in Federal excise taxes on 
i February 5, 1951 And be it further 

ed, That copies of this resolution be transmitted to the House of Repre- 

es Committee on Ways and Means and to all members of the Sta 

ynal delegation 
i by the unanimous vote of the members of the Sweet Wine Produ 


wines 


e's 


yn at the annual m ! ield in Fresno on February 13, 1951 
B. F. Lewis, S 
NATIONAL ALCOHOLIC BEVERAGE CONTROL A I 
Cleveland, O} \ 
ret A. Ret 
in Veans ( mi? ee House of Representat 
i n n. D. ¢ 
Mir. Reep: Enclosed you will find a copy of a r ition passed at the 
Annual Cony tion of the National Alcoholic Beverage Contre 


at the Hotel New Yorker, New York City. on October 2, 3, 4. 1950 
rd to further increas excise tax rates on alcoholic beverages 


Watrer W. MitcHe.i 


ul ‘ 
RESOLUTION 
\\ as the pre sent Federa excise tax rate o ileoholie be rages alr ad‘ pears 
tax increases, the first assessed under the Revenue Act of 1942 and ‘ 
sessed under the Revenue Act of 1943 
hereas there has bes an alarming increase in the illicit productior f 
spirits as reflected by the still-seizures statistics released by the Alcohol 
of the Treasury Department of the United States and which indicates 
ent productio continues to lncrease; 
ereas it is the oy on of the National Aleoho Beverage ( 
that excessive excise taxes on distilled spirits are a1 
h t prod 
ereas such exet ve taxes and consequent cit produ ve a 
ind an adverse influs e on the revenue of the member Sta ass 
first by diver revenues which would normally accrue to the said 
States from the sale of legal tax-paid distilled spirits, and secondly by 
the enforcement costs consequent upon the cit’ trafl LISTING | 
hin the borders of t re said member States: Now. therefor De it 
. That the National Alcoholic Beve rage Co rol Associatic irae that 
uuld be no further increase in the excise tax rates on alcoho everages; 
further 
That the exe ve cretary of tl soca end a ¢ 
tO all ol t rr s of the Ways and Mea { tee ol H e 
entatives and i of the members | he | ce Con tee of the 


lhe CuarrMan. We thank vou for your appearance, Mr. Heyms- 
ind the information given the committee 
Heymsretp. Thank you, Mr. Chairman 
Coorer. On behalf of our colleague. Mr Gregory of Kentucky, 
necessarily absent because he is a member of the Funeral Com- 
attending the funeral of our friend, the late Senator Chapman, 
\ itucky, Il ask unanimous consent to include in the record at this 
statement by Mr. Guy C. Shearer, commissioner-chairman of 
Ke ntucky Aleohol Beverage Control Board: also fm statement by 
il. Clyde Reeves, commissioner of revenue for the Commonwealth 
ky 
CH AIRMAN \\ ithout objection, it is so ordered. 
statements relerred to are as follows:) 
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STATEMENT SUBMITTED RY Guy C, SHEARER 


I am Guy C. Shearer, commissioner-chairman of the Kentucky Alcohol! B 
Control Board. My presence here is at the request of the Governor of Ki 
My mission is one of the protest against the recommended $3 per gallo: 
the excise tax on whisky to $12 per gallon. 

I will not discuss the economic or State tax features or figures with t 
mittee as Mr. Clyde Reeves, our Kentucky Commissioner of Revenue w 
hose features. Nor will I discuss or interpret in detail the fact that 19,00 

stills were seized in 1949, capacity of producing 529,000 gallons 
The capable production amounted to almost 120,000 gallons 
as actually produced in 1949 by the legal taxpaying disti 


As Government and industry statistics on whisky are endless, I an 
leave those to others more qualified than I, However, it is mv duty 
missioner of the Kentucky board to direct field operations in the endles 
illicit whisky production, 

Our State of Kentucky, with its rough terrain, mountains, thousand 

streams, 2,500 miles of navigable rivers, and 10,000 miles of caves, mar 

have streams and rivers in them, is ideally situated for the illicit ma 
hisky. It is also the Nation’s leading producer of legal whisky. 

n the past 3 vears vour Federal Government, through its excell 

the Treasury Department has made a wonderful law-en! 
Kentucky. Our State alcohol department has cooperated wit 
them in this work, 
‘ forcement official and citizen, I am concerned and greatly 
over the fact that by the proposed $12-per-gallon excise tax on whisky, tl 
Government may be buying revenue at too great a price. 

This proposed legislation undoubtedly designed for the purpose of 
additional revenue for the Federal Government rather than for the } 
br'»zing about a prohibition of legal whisky tor the average consumer. 

The anticipated and estimated revenue is probably the sincere opini 

: of the tax, revenue, or treasury expert. It is the competent, sincer 
mates and the Congress that levics the whisky excise tax but 
that in the final analysis determines the actual revenue ret 
atior Mr. Consumer is the paymaster. 

A sufficiently high but fair excise tax on whisky is good for the Federal 1 

‘ptable to the average consumer, but is destructive for the unlaw! 

moonshiner), transporter, and bootlegger 


naker, transporter, and seller of illegal whisky cannot prosper a: 


t 
‘ 


' 
lave an opportunity to do so. They cannot and wiil not 
itv to prosper without a market for their product. There « 
market for these illegal operators unless one is creat -d for 
ngs t} at can, does now, at d will continue to create sux ha 
of legal whisky. or (2) an excessivelv high price on legal 
More than half of the present high price of whisky ft 
result of the now existing, high Federal excise tax. W 
n excessive retail price, be it the result of an overburden of 
luect or anv other cause, the average consumer begins to fee! 
alcoholic product illegally produced. His preference for lega 
sales resistance to illegal whisky is eradicated by the great d 
the prohibition era, it wasn’t the fact that one could 
ht about the big-time moonshiner, rum-runner and ur 
price that the consumer had to pay for legal wl 
whisky had to first pav for the prescription that w 
legal purchase and then proceed to buy the legal prod 
liquor boards that have been called in and consulted bv a 
at disposition should be made of cases or half-cases of pre 
as part of the estate of some wealthy decedent realized 
available for those who could pay the price in the prohil 
observations of the prohibition era, we get some idea what 
, ‘ise whisky tax legislation. While the proposed excis 
e some additional revenue, it will also go a long wa 
it prol ibition for the Mr. Ave rage Man of the consuming 
chest prospect for the manufacture and seller of illicit w! 
will continue to be (unless present taxes are lowered) the 
evervday fellow, it is appropriate that we consider the 


, 
product 
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sive of barreling, storing, aging, bottling, labeling marketing, present 
from $1.05 per gallon to $1.25 per gallon, The 

luctior Federal, State, and local 

of legal whisky 


and 


-production costs range 
ixes are ten times the actual cost of prov 
tal from $10.84 to $15.09 per gallor 

w goes to market in ec petition with illegal whi 


is from 60 to 90 cents and is free 


Such is tl 
n producti mm cost 
per gallon, 
the light of ts, 18 it 


SKV 1S gre 
t that boo 
overburde! 


sverburden t! 





2098 REVENUE REVISION OF 1951 


protest, on behalf of the Commonwealth, against the proposed raisi: 
Federal excise tax on whisky from $9 to $12 per gallon. 
The distilling industry is one of the dominant parts of Kentucky’s 
In Kentucky we have 64 registered distilleries in operation, employing 
mately 20,000 people. Considering an average family to be five pers 
100,000 Kentuckians are directly affected by the economic welfare of thy 
The latest United States Census of Manufactures shows this indust: 
8 percent of the total number of manufacturing emplovees in the Stats 
of the manufacturing payrolls, and 27 percent of the value added by m; 
In addition, thousands of other Kentuckians are dependent upon t} 
because of the market it affords for grain, cooperage, coal, and other 
in distilling. 
The distilling industry is not only a great economic asset to thre 
Kentucky; it is also a most important fiscal asset to the State goverme: 
of its political subdivisions In the last two fiscal vears the State al 
ceived more than $18 million in distilled spirits taxes, or 17 percent 
general fund revenue. This does not include additional payments su 
and corporation taxes, and property taxes for which no segregatior 
is made. 
Kentucky municipalities, counties, and school districts live lar 
proper tg The assessment of the distill g plants warehouses, ar 
cent of the total “oper ubject to local taxation 
ndustrv pays mor 
ian 40 percent 

’ 


t of 


utmost significance in these of rising cost 


that the source of State and local revenue not be impai 

proposed Federal increase is enacted I believe the disiillir 

e distribuiion trade, and Kentucky government will be adversely 
The Federal excise on distilled spirits is already at a very high level 


re an half he price he consumer pavs The proposed increas 

cause a sharp increase in retail price. Such a boost in price will red 

sumption of legal whisky, other factor ‘maining the same, and w 
' f 


produ n and sale of moonshin ! rsio! co! 
whisky will hurt an important I mig industry, 
and those imposed upor he consumption of it 
already troublesome police and moral problem 
For these economic, fiscal and moral reasons | protes 
the proposed raising of the Federal excise tax on whisky 


Mr. Curtis. Mr. Chairman, I ask unanimous consent to 
the record a letter addressed to the chairman of this committ: 
the Nebraska Liquor Control Commission. 

The CHarrMan. Without objection, it is so ordered 

(The letter referred to follows 

Ni 


foRERT L. Dovucuron, M. ¢ 
rrman, House Ways and Means mittee 
House of Representatives, Wasi ngton, dD. ¢ 


rR Sir: The Nebraska Liquor Control Commissior 
il excise tax on alcoholic beverages 
1t particularly interested in how cheap or 
mav affect this State in two particul: 
he illicit manufacturer and bootlegging. 
I he revenue to tl . 
presently pending before the ‘aska Legislature a 


ka excise tax or spirits from Si to $1.50 per gallon as well: 
and beer the Nebraska bill should pess this we 
including Federal tax 3 a gallon Such a tax 


oO! encourage the illicit manu ‘tu fF aleoholic bevera 


the return of bootlegging I p to this time our State has beer 
ise factors We would not want to see a condition where it v 


prontabl f 


for the illicit manufacture of liquor and bootlegging. Suc 
would place added enforcement burdens upon this Commission 

We are also of the opinion that an increase in Federal t 
lume which will result in lower revenues to this Stat Any it 


ax will mate 
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necessity be paid by the consumer an 

h an increase 

re the members 

n the Federal excise 1 alcoholic bevera 

Respectfully, 

: NEBRASKA Liquor Contrro.t Commis 
Marc! L. Pores Chairma? 
BLAINE Yor 
NATHAN 2B 


Harrison. Mr. Chairman, I ask unanimous consent to insert 
record a letter from the Virginia Aleoholie Beverage Board. 
(CHAIRMAN. Without objection it is so ordered. 

letter referred to follows: 


OHOLIC BEVERAGI 


128 a 
a copy of a 
Aleoholic Bi 
t, 1950, relat 
wiat ml ( 


iW Simiuar 
sident of this 


oard have met 


: resolution referred to in the above letter appears on p. 2095.) 


! 


Kean. Mr. Chairman, Mr. Harold Krieger, who was going to 
here representing the AFL workers in th liquor industry, Is 
e to remain for this afternoon. His name is pretty far down 
LISt. 

unanimous consent to place in the record his statement. 


_ . 
I 


I 
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The ("HAIRMAN. Without objection, if is so ordered. 
The statement referred to follows:) 


ENT OF HAROLD 
sND WinE WORKERS 
ERATION OF LABOR 


Miv name is Harold Krieger 
d Wine Workers International 
t f Labor. The off 

Ashland Avenue 

testified here betor 

\rizol a, Kar as, Nebra a. i 
Michigan, Louisiana, Illinoi 
New Jersey, New York, ar 


rhe and women wiht ‘ari 


however, on behalf 
Ff the Unior 
of the distill 
derstand the c 
ts of view of 


rv has already 
tax rate levied at 
proposed increase ed spirits tax rate 
t} jol security of thousands of wor 


i kers in the 


today to outh for vou some of the thoughts ol labor ot 
The proposed rise in the excise tax 


tilled spirits pres 
fortable picture to labor in the al rage I 


ee 
propose “Ax would be felt all the ws 
product level, bv allied trades, 
employ 


t labor partic li 
hood on this indus 
imer is not going ul 
of a $3 Federal tax per gallo 
hat the Treasury’s predictions ¢ 
respect to probal e consum 
appare thy overlooked some 
‘al 1952 estimate of 
195 million gall i 
present tax were not raised 
vear period of over 36,000,000 
Il. yx rsonal neome climbed 


76 pe! 
le actual buying power rose by 


over pre 
withdrawals of distilled spirits as reflected Fede 
only 10.4 pereent over prewar levels during World 
' Treasury estimates that 1952 personal income will 
dollars If that were to come true, we would find that 
income would inerease by 5 percent over the peak levels of last vear 
Although perso val income might rise by as much as 10 per 
I program neverthel 
consumer pur 
additiona 
disposable 


Government's stabilization 
any substantial | 
the administration’s recommendatior 
income taxes during 1951 and 1952 are ens 
be about $223.5 billion 
In other words, for the average consumer it’s not merely a question of | 
left after taxes but how much he can buy with that mone 
index for January 1951, stood at IS1.6 Further 


costs are inevitabl In particular, curr retail pri 








reases 


istuffs have 


imption drop 

the Federal ex 

zed labor at the product on 

el. and at the package store leve 
n consumption would also caus 
local governments It would als 

1 by the Federal, State and local gov 

taxes, property taxes and sales taxes re¢ 


to Federal, 
le now 
personal 11 
rool Workers 
isons. labor does not lieve the propos ‘ ho 1} 


you, gentiemen, 


(CHAIRMAN Without objection, the committes will 
until 1 o’cloek 


take a 


lereupon, at 11 50 a. m., the committee recessed, to reconvene at 
the same day 
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AFTERNOON SESSION 


The committee reconvened at 1 p. m., upon the expiration 
recess. 

The CHarrMan. The committee will come to order. 

The next witness is Mr. Clinton M. Hester, Washington co 
representing the United States Brewers Foundation. 

Will you give your name and address to the reporter for the b 
of the record, and the capacity in which you appear? 


STATEMENT OF CLINTON M. HESTER, WASHINGTON COUNSEL 
UNITED STATES BREWERS FOUNDATION 


Mr. Hester. Mr. Chairman, my name is Clinton M. Hest 
am the Washington counsel for the United States Brewers Found 
The foundation is the second oldest trade association in the | 
States, and represents among its membership about 85 percent 

beer that is produced in the United States. 

The Secretary of the Treasury proposes to increase the lb 
from $8 to $12 per barrel, a 50 percent increase in the tax. S 
tax would be an indirect Federal sales tax upon a mass consun 
commodity, a food, which is a part of the daily diet of the wor 
man, and the tax would be paid primarily by the low-income g 
families. 

Yet at the same time he made the recommendation that the t: 
beer be increased 50 percent, the Secretary recommended agains‘ 

1. A Federal sales tax because it would have to be pa 
those least able to pay such a tax; and 

2. Recommended against an excise tax on “food, rent 
clothing” because they are necessities of life especially to th 
income group families. 

The Secretary then recommended that excise taxes be impos: 
less essential commodities which are constructed primarily o 
steel, aluminum, copper, or other critical materials, because the 
pete with the defense effort. 

Obviously, beer does not fall within this category except fo: 
use of a small amount of tin in beer cans which we shall discus 
As previously stated, beer is an essential food. It is not a 
or even a semiluxury commodity. It is a basic food item in th 
diet of the workingman. It is recognized by the Bureau of 
Statistics of the Department of Labor as one of the basic food 
in the family budget of moderate income families living in larg: 

Beer is exceeded in popularity only by milk and coffee. Li 
sumption per capita it ranks far ahead of tea, fruit and veg 
juices, wines, soft drinks, and distilled spirits. 

Beer is consumed by 69 percent of the 39,000,000 families 
United States. Most of these families are in the low income 
earning less than $3,000 annually 

In the heavy industrial area, Allegheny County, Pa., in 
county Pittsburgh is located, a recent survey indicates tl 
industrial low-income group family consumes 3.87 cases of 24 
ounce bottles of beer per week. 

Beer is also essential to public and military morale. 


| 
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n the interest of public morale, the production of beer in every 


e was encouraged by the founding fathers and many of our 
lents; Washington, Jefferson, and Madison, to name just a few. 
the same reason, President Franklin D. Roosevelt, in March 
recommended to the Congress even before the repeal of the 
enth amendment, that it enact legislation which would permit 
»and manufacture of 3.2 beer. 
World War II, the War Labor Board ruled that beer is essential 
blic morale. 
so, during World War II, Secretary of War Stimson and Secre- 
f the Navy Knox successfully opposed the enactment of legis- 


( 
which would have prohibited the sale of bee! on military 


Vatlons. 
defense departments believed from experience with the sale 
on military reservations that such sales are greatly in the 
of military morale. 
produces nearly $700,000,000 in excise taxes, or sufficient 
in |] yeal alon Lo pay the entire expenses Ol the ¢ ongrTess of 
nited States for 10 years. 

1940, Congress, without objection from the brewing industry, 
ised the beer tax $1; that is, from $5 to $6 per barrel. Sales 

ncreasing at that time, but in the 6 months following the 
sition of the increased beer tax sales decreased ap] roxunately 
) 000 barrels 

was the opinion of the industry that this decrease was largely the 

of the increased tax, and that the point of diminishing returns 

taxation had been reached. 

rtheless, in the following year, 1941, the Treasury Depart- 
proposed an additional tax. That was 10 years ago We 
red here before this committee and opposed the proposed tax 
ise for the reasons just stated. Thereafter the committee re- 
the roposead im ased tax. 

December 7, 1 1, came Pearl Harbor and tli hecessiby for 
me taxes. In , the Treasury Department recommended an 
| tax of several dollars. As a patriotic gesture the United 
rewers Foundation instructed us to advise this committee that 
ewing industry as represented by the foundation would be 
» accept an increase of 51. 
dvised the committee to this effect and the committee, with its 


=) | 
> 
i> 


consideration, recommended to the Congress an increase of 
ad of the figure proposed by the Treasury Department. 
ly the same thing happened in 1944, and the tax was in- 
| in that year from $7 to $8 per barrel. 
e two $1 increases in the beer tax were to be only temporary; 
recent years the 1942 $1 increase has been made permanent. 
1944 $1 increase, however, is still a wartime emergency excise tax. 
1942 and 1944 the industry represented by the foundation is 
| to accept an increase in the beer tax in the interest of na- 
fense and the preservation of our liberties, if the committee 
uch an in ased tax Is necessary. 
the foundation submits that before this committee vot 
se in the present tax on beer, the excise tax base should 
ened to include luxury and semiluxury commodities which pay 





2104 REVENUE REVISION OF 1951 


no excise taxes today. Congress imposed taxes on such comm: 
during World War I, and should reimpose those taxes durin 
critical period. 

It is now proposed to increase the excise tax on beer from $8 ; 
per barrel, or to increase the excise tax by 50 percent. Such 
crease would require beer to produce annually in excess of $1 
or to pay to the Federal Government approximately one-sey 
of the Federal budget of more than $71 billion recommended 
President for the fiscal vear commencing July 1, 1951. 

As earlier stated, the excise tax on beer is nothing less than 
direct Federal sales tax on low-income group families; those { 
least able to pay such atax. And if this committee should recor 
an increase of one dollar in the beer tax, it will mean an wv 
fifteen dollars annually in beer taxes the Allegheny Count, 
family will have to pay to the Federal Government out of the { 
annual income of three thousand dollars. If the committee 
mends an increase of $4 in the beer tax, this family will have to | 
increased beer tax of $60 annually. 

To repeat, beer is a mass consumption basic commodity and 
deference to the Secretary of the Treasury, actually falls withi 
group of commodities upon which the Secretary of the Tr 
considered excise taxes should not be imposed. 

Beer today is so highly taxed with the Federal excise tax 
excise taxes and State general sales taxes that it will soon beco 
luxury outside the reach of the workingman. 

In fact, notwithstanding increased national income in 1950 
1949, beer sales in the calendar year 1950 were two percent les 
1950 than in 1949. 

To illustrate the approach of beer to the status of a luxury 
eight blocks of this committee room the average cost of a twelve- 
bottle of beer is between 25 and 40 cents; the average cost of a 
ounce glass of beer is 10 cents and a ten-ounce glass of beer is 15. 
On the other hand, some good blended whiskies sell from 30 ce: 
50 cents an ounce, and a four-ounce glass of good domestic win 
purchased in these same places for 25 cents. 

The experience of the brewing industry between 1934 and 194 
that when prices remained constant, beer sales increased or dec: 
as consumer disposable income increased or decreased. 

If this pattern had continued in the 10 years since 1940, acco 
to a study which we have had made, beer consumption in 1950 
have been at the rate of 157 million barrels instead of 82.8 n 
barrels, and at the old rate of $5 per barrel the Government 
have received in 1950 $120 million more in excise taxes than 
receive at the present rate of SS per barrel. 

However, the 1934-40 pattern did not continue for the 
period between 1940 and 1950. During these 10 years wages 
and material costs tripled, vet brewing costs rose only abo 
percent exclusive of excise taxes 

Our studies indicate that the increase in Federal and Stat 
taxes and the enactment of State general sales taxes, was 
reason why beer sales did not increase as consumer disposabli 
increased in the period between 1940 and 1950. 

This should leave no doubt that the point of diminishing ret 
excise taxation of beer was reached long ago. 


1 
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Georgia and South Carolina beer taxes are recent examples of the 

pplication of the law of diminishing returns. Georgia recently 
reduced its tax of $9 per barrel to $4.50 per barrel of beer. 

Last July South Carolina increased its tax on beer from $9 per 

to $13.95 per barrel, and in the short space of time since last 

beer sales in South Carolina have declined so rapidly and to such 

ent a bill has been u troduced in the South ¢ arolina Leeislati re 

‘ and restore the beer tax to 1ts old rate oL SY per barrel Th Ss 

3 already passed the house and Is ¢ xpected to receive favorable 


val by the South Carolina Senate. 
hy States of Georgia and South Carolina It is interesting to note 
} ] | 


capita col imption of beer is less than 5 ration as compared 


ational con umption about 17 eallons 1D 
per capita consumptl low in G Pera out ‘arolina, 
tther high beer tax States, at it has becom 
two perso 
ives 
tax on the beer-consuming public ts 


Secretary of the Treasury Si r, in appearing 


commodities 
this committee on February 5, included 1 presentation 
t, which showed that nF hie taxes bear to 
price of a given item , . retary estimates, without 
allowance for pvramiding or for State exc and sales taxes, that 
present beer tax represents about 15 percent of the price paid by 

e consumer and that his proposed excise tax will 1 resent about 
ercent This hich tax at the retail level an that but for 
Clos ’ \ And sweet wines bee! { I heaviest 


tan 
cording to the heures ol the secretary ot ti 
ming publie will be p: ra vreater perce 
t consumes than L does when i1 buvs aA hew nut Due. al CC- 
appliance | frigerator, radio, television set, banjo, baseball 
ars, phonograph records, table wines, or 
lso will be pir \ iy more as a percentage ¢ ret i price than if 
ntly pays on telephone services, night-clul IssIOnS, Cameras 
transportatiol tires, and tubes 
significant for in contrast with the beer tax some large 
and semiluxurv industries pay n <b tax what- 
eceive different trea ent re, chewing 
chocolat \ and confectionery. rin ; carbonated 
and soda waters also pay nigh excise Taxes 
act, m anothe r time otf crisis, as previou poimteda out; namely, 
\\ rid War l. the Federal Crovernment to raise revenue taxed solt 
3, chewing gum, and candy. The tax was at the retail level and 
rate of 10 percent on soft drinks, 3 percent on chewing gum, and 


cent on candy 


0 repeat, please do not misunderstand us. The ¢ industry 


as in the past, is willing to bear its share of any increased burden 
on; but it believes that excise tax rates should not unduly 
beer, a basic item in the workingman’s daily diet, and at the 


ie permit some luxury and semiluxury commoditi 


CSS the eXcCse-TAaAX base Is SO broadened. the bre Wine industry 


sented here at the moment by the United States Brewers Founda- 
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tion suggests that corporation and even individual income 
should be further increased rather than to compel the workingn 
pay more in taxes for his beer and thus carry a disproportionat: 
of the burden which should be borne equally by all taxpayers. 

In conclusion, we believe the Federal Government will s 
serious loss of revenue through a decrease in beer sales if the be 
is further increased. However, this will be nothing compa: 
what the Government will suffer in the loss of beer excise-tax r 
if the National Production Authority is too sensitive to the c1 
it received in the recent report of the Senate Armed Services 
committee on Preparedness. In its report on tin issued Marc] 
Preparedness Subcommittee criticized the National Prod 
Authority because it has not required beer and many other fo 
give up the use of cans and use bottles. The subcommittee st: 

The end use restrictions contained in the more recent NPA orders ca 
onsidered by any means as severe as the NPA could have gone in lir 

of tin. No user of tin plate is required to convert to glass for packing 

oes, confections, nuts, beans, orangeade, beer for domestic cor 

ther foods which it is not essential to can may still be packed in ti: 

ifacturers of nonessential canned products, such as pet foods, are sti 
to use up to 90 percent of their first quarter of 1950 consumption and 1 
products canners are allowed a similar percentage. ‘The maximum coa 
tin plate which may be used are also generally not more limited than 
(pp. 45-46). 

We were, of course, gratified that the committee recognized b: 
what it is: namely, an essential food. We are also pleased tha 
committee’s report has already “knocked the bottom out” o 
world price of tin, and in this the committee has already rend 
great service to the country. 

On the other hand, we feel that the committee report is most 
to Gen. William H. Harrison, Director of Defense Production 
Mr. Manly Fleischmann, Administrator of the National Prod 
Authority. 

The committee’s findings were not based on any public he: 
and in our opinion the committee’s findings, so far as the use of b 
instead of cans by brewers is concerned, are not supported }y 
facts. It has been our impression that General Harrison am 
Fleischmann are doing an excellent job under difficult circumsta 
They have been carrying out their duty in accelerating the wa: 
and at the same time have been considerate of our civilian ecor 

The Preparedness Subcommittee concedes in its report that 
is no shortage of tin in the world, and that our stockpile of ti 
reached the point where it is no longer necessary for us to b 
at any price. 

If the NPA should prohibit the use of cans by brewers, such : 
would immediately reduce beer production and sales approxin 
20 percent as approximately that much beer was sold in cans in 
At the present rate of $8 per barrel this would mean a loss of e» 
tax revenue to the Federal Government of approximately $133 m 

At the rate of $12 recommended by the Secretary of the ‘Treas 
this would mean a loss of excise-tax revenue to the Federal Go\ 
ment of approximately $200,000,000. And think, too, of the 
millions which the States would also lose. 

In addition, there would be a tremendous loss to the Governm 
corporate income and excess-profits taxes and individual in 
taxes from the brewing industry and its allied industries. 
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[he brewers now use 1,000 tons of tin annually to produce through 
w manufacturing processes three times the number of beer cans 
ich were manufactured in 1940 with 1,750 tons of tin. 

(here is no actual shortage of tin in the world today, but the world 
of tin has recently risen so high as to cause a forced shortage 
in this country. As a result the NPA has curtailed the use of 
by brewers and other food and nonfood industries. 
tunately, as previously stated, the report on tin issued as 
tly as Monday, March 5, by the Senate Armed Services Sub- 
ttee on Preparedness, has already “knocked the bottom out”’ 
world price of tin. At the time this report was issued the OPS 
¢ price of tin was $1.83 per pound; the world price was in excess 

Ss? per pound On Friday, March y, the price of tin on the New 


tin exchange had dropped to $1.35 per pound 

vers can use bottles nstead of cans if bottl S and 

are available which they are not at the pre I me. Also, 
ling is slower than canning and requires several times as much 

and double the amount of freight and truck transportation. 

dentally, and this is important, the brewing industry is the only 


f cans which proauces any substantial excise tax revenue for the 
ral Government. 

{nd so if the Government does not soon step up the tin procure- 
program NPA may further curtail the use of cans by brewers 
thereby further reduce excise tax revenue to the Government. 
ed, rumors are rampant that NPA intends to prohibit the use of 

ns to brewers. 

\fr. Dinceiu. Before that is contemplated, would it not be wise 
w of the fact that there were no hearings on that question, that 
matter be rehashed in executive session of the committee? 

Hester. Mr. Dingell, I am making that recommendation here. 
DinGeu. I think by all means it should be. I shall insist on it. 
Hester. In view of this possible loss of beer excise tax revenue 
Federal Government it does seem that this is a matter with 


this committee would be concerned. It is our understanding 
he purpose of the National Defense Production Act is to so 
rate the war effort into our economy as to permit civilian industry 
inue to operate with a minimum of interference to the end 
may be able to contribute its share both to the war effort and 
civilian economy 
is our recollection that at the height of World War IT, defense 
ucts represented about 40 percent of our economy Today, we 
erstand that defense contracts represent about 8.5 percent of our 
iomy and when our military goal is in full operation within the 
several years our defense effort will represent about 15 percent 
if economy. 
this basis, it would appear to be a matter of concern to this 
nittee that beer production may su idenly be cut 20 percent. 
s would be most unfortunate when today the world supply of 
greater than consumption, and can manufacturers are willing 
rchase available tin in the open market to supply their customers 
tin cans if the National Production Authority will but permit 
to do so. 
r. Dinceii. Can you substantiate that with a statement from the 


\1 


ympanies? 
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Mr. Hesrer. I certainly can. 

Mr. Dincett. | think it ought to be put in the record at this 
when you get such a statement. 

Mr. Hester. I shall be glad to furnish you promptly for the 
a statement from the can companies to that effect. 

Mr. Dinceuy. Very well. 

The statement referred to, subsequently furnished, is as follo 


AMERICAN Can ( 
Wo ew hl 
rt L. DovcHrron, 
ivi. Hla Ne Ways a7 
' House Office B l 
Ir. Doventron: Mr. ¢ 
tes Brewers Foundation, 
that he testified on M: 
: f wl } 


1s Testimony, 


ch Vv 1 at 


‘ommittee 
available. 
oO supply their ¢ 
would permit 
M—25 
nding this, Mr. Hester 1 
templating further curtailing the use of cans bv brewers, an 
mean a loss of many million dollars of beer excise tax reven 
(,overnmenrt 


r states 


he manufacture of and ot} 


rs to use s ch tin P ~ +} at pury 
therefore, happy to write vou fully in regard t Ls 
» confirm the above-mentioned statements » bv Mr. Hester 
to the House Wavs and Means Committee on Monday. Mar 
ect TO tin 
allocation of tin by NPA to tin-plate manufacturers for the 
to about 8,455 tons, will mean that (after provid 
1.000 tons for ECA export closures, miscellane { 
of perishable foods) cans deliverable for beer, nor perishg 
r items will work out to about 60 percent of the quantity deli 
1950. 
5.000.000.000 | m é ired during 1950 
one-fourth pound } ls : equir about 1.000 tor 
during the second quarter of the present 90-percent rate f 
i require about 280 tons of tin, while a cut to 60 percent would 
tons, so the saving which would be effected on this item dur 
iarter would amount to about 93 tons. 
ference between the 90-percent rate and the 60-percent rate for t! 
would represent cans enough to package about 1.300.000 barrels 
which quantity at SS per barrel, would produce over S10.000.000 in 
revenue Incidentally, if beer volume suffered to this extent, the loss of 
revenue would amount to about $48 per pound of tin saved, as against 
price for the tin of about $1.35 a pound 
he factual information supplied herein is purely to supplement inf 
given vou by Mr. Hester with regard to beer cans. As can manufact 
have an equal interest in all of our customers, and are confronted wit! 
serious problem in relation to a great many products, which we earne 
can be solved by a limited additional allocation of tin 
The NPA, contrary to recommendations made by our industry, 
allocating tin quarter by quarter. This is a very unrealistic position, as the 
of our siness comes in the third quarter of the vear, with the packil 
ps. There is insufficient production to manufacture cans as nm 
tremendous packs; hence, a lot of preparatory work must be done 
d second quarters. Such work consists of advance cutting of ends 


torage, coating sheets in advance, etc 
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ndustry recommended to NPA: 
1 Change in specificat s. whic 
percent. 
2. That tin be allocated to our industry for the year, to permit advance 
rk, intelligent conversion, and prevent hoarding and panic brought about 
igh uncertaintie 
That we be allocated 22,000 tons for the vear 1951, which would permit 
acture of ns for 100 percent of the perishables packed in 1950 (the 
nd 90 percent of 1950 for lit 


that we as an indu 


! would save 


ther, after peri 


Hester. Under all the circumstances, may we respectfully 

egest that this is a matter of such concern to this committee that it 
iid call Gen. William H. Harrison, Director of Defense Production, 
nd Mr Manly Fleischmann, Administrator of the National Produe- 
m Authority, before the committee for a he 


2 r on this question 
he committee votes anv increase in the beer tax 


rin 
Possibly the committe: micht deem 1 appropl ate to request the 
( mmittee or | x Production: that is the Joint Watchdog 
nittee on the lministration of the Defense Production Act of 


to investigate this subject bv calling as witnesses these Govern- 


officials, as well as representatives of the can and bottle manu- 


DinGceii. That is precisely what I had u 
you the first 
CHarrRMAN. In that connection, since you 
ommittee is seeking additional revenuc 
pe done without serious injury to any one industry 
feet our economy least adversely, 
You suggest back here in your statement that if the ional 
tion Authority should prohibit the use of cans by brewers, the 
nment would lose from $133 million to $200 milli revenue 
ally, and I am sure that that is a matter that this committee 
want to take cognizance of 
Have you explained to the Treasury officials what revenue would 
lost to the Government if this suggestion in regard to containers 
adopted? 
Mir. Hester. I have not, Mr. Chairman. houg his was the 
place to come 
CuHarrMANn. That could very easily be shown to the Treasury, 
[| think they would be just as concerned about it as this 
ttee, because they want additional revenu If the steps 
have recommended will result in the loss of $133 million to 
million, in revenue, it seems to me they would be glad to have 
body open their eves to the situation. 
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Mr. Hester. Let me finish my statement here. I think 
answer your question. 

Indeed, you have already called before this committee for 
advice on the proposed tax program, the heads of two new emer 
wartime agencies—Mr. Eric Johnston, Administrator of th 
nomic Stabilization Administration, and Mr. Michael D 
Administrator of the Office of Price Stabilization. You have 
these gentlemen predict that within 2 or 3 years this Nation, 
the direction of Mr. Charles E. Wilson, will have expanded i 
duction of steel, aluminum, and other critical materials. Thu: 
hope that, short of war, it will then be possible to meet out ¢ 
needs without any controls. 

We submit that you should have, in addition, the advice of 
William H. Harrison, Director of Defense Production, an 
Manly eg ischmann, Administrator of the National Prod 
Authorit The testimony of those gentlemen would be help! 
the cadimaithed: especially testimony as to the effect of NPA 
on the ability of civilian industries—for example, the bre 
dustry—to produce excise tax revenue for the Government. 

In view of the eriticism which has been leveled at those gent 
by the Senate Armed Service Subcommittee on Preparednes 
opportunity should be given them to defend their actions. 
would then realize that you gentlemen expect them to consider 
possibility of reduced tax revenue when they issue orders curt 
civilian production. 

Now, this next point is important because it was my own pe! 
experience day in and day out during the World War II, during 
emergency wartime Government agencies. 

Oilicials of the World War II emergency agencies in issuing |i 
tion orders curtailing civilian production failed to take into cons 
tion the effect upon revenue. At the beginning of World Wa 
however, the national indebtedness was only about $40 billion 
then had a budget of less than one-half of the proposed budget fo: 
fiscal year commencing July 1, 1951. 

Today we have a national indebtedness of $257 billion and a 
in excess of $71 billion for the year commencing July 1, 1951. 

We think that you gentlemen in your desperate search for s 
of revenue would find it appropriate to have the new emergency 
time agencies consider the revenue loss when they issue orders « 
ing civilian production. 

The brewers and the Government are partners in a gigantic bu 
which annually yields a tremendous sum of excise tax revenue 
Federal Government. More than 50 percent of the total prod 
of some of these brewer partners is in cans. In the face of this 
tion we earnestly hope that this committee will not consid 
increase in the present excise tax on beer, at least until it has in 

gated ~ 4 problem or has had the joint watch dog committee do 

Now, I would like to add this, Mr. Chairman, to what you 
This cumaiiana is a very deliberate committee and before you 
to impose any tax on any type of business you spend long ho 
reaching your determinations. The Secretary of the Treasu 
listed with his statement a long list of commodities that, by 
steel, aluminum, copper, and other critical materials, compet 
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ar effort. Therefore he thinks those commodities should bear 
se tax. 
Now, when you gentlemen get into executive session you are going 
to spend hours on some of those items, and on some of them you will 
bly say, “No tax’’; on others you will vote a tax, but it will be 
Jl amount. 
Now this problem I am bringing up here involves many millions of 
CuHatrMaNn. Mr. Dingell. 
DinGeL.L. This committee, of course, is prone to accept your 
ents here at face value, as truthful and substantial and con- 
many valuable facts. Your reputation with this committee is 
highest and covers many years Let me ask you, even though 
ht be repetitious in some sense, your industry or the industry for 
ou speak, the brewing industry, like other beverage industries 
9 pay its fair share of the tax load at all times? 
festeER. Yes As a matter of fact, we are ready to accept the 
» tax on beer if you gentlemen think that is necessary 
DinGeLL. However, you will agree with me that the more 
ible place for revenue collection is from the source of profit rathe: 
from the taxation of the product? 
\ir. Hester. That is correct. We make that statement here 
Mr. Dineevu. In other words, the profit for the industry comes 
the production of the beer? 
Hester. That is correct 
DINGELL. If y 
il both excise tax sources as reven l 
oi revenue, ana ar as the corporation Is concerned and it 
further, it extends to the individual taxpayers, both the 
and the execublives whose salaries and wages are reduced? 
ER That is co 
nk you, Mr. Dingell, for your kind reference to mx 
DinGeti. You hold throughout your exposition here that 
tion point has been reached in the excise tax field, at k 
t applies to the production of beer? 
eEsTER. That is correct 
INGELL. And that we are now faced wit! 


) 


rrect 


if 
ii 
1) 


diminishing returns 

Hester. That is right. 

DINGELL. With an excessive tax impost? 

Hester. That is right 

Dinceitit. Now, I do not recail that you have so widely o1 

vy touched upon the effect of excise taxes on alley beer. 

HESTER On aiuey beer? 

DinGeti. Do you not find that there is a tremendous danger 

ling of whisky 

production of nontaxed moonshine whisky is concerned, if 

the excise taxes still further? 

ster. No. I tell you, Mr. Dingell, we have gone into that 
frankly to the committee that even though you 


regard, the same as there is insofar as smugg 


12 recommended by the Treasury, we do not think 
havi any problem with that alley be« 


rs all I have heard oi exeis 


taxes fay nm daavs gvone DY 
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a revolt by the consumers. I recall that it was an excise tay 
precipitated the Boston Tea Party. 

Mr. Hesrer: That is correct. 

Mr. Dinceiy. That was a mere bagatelle compared with wi 
excise-tax paver is being called upon to pay today. 

Mr. Hester. When you see in Georgia and South Caroli 
the tax is so high that today two persons are splitting a bottle « 


well. that is too bad. 
Mr. Dineeuu. As kids we used to do that with ice cream 
years ago, but I have never heard of it degenerating to tha 


with beer. 

Now, let us get down to this tin situation Has not the 
industry for the most part converted its bottling to tin can 
beer? 

Mr. Hesrer. It has to the extent of 20 percent of all pro 
today of the brewing industry being in cans. Now that is th 
but some brewers today have more than 50 percent of th 
production in cans. It is expensive equipment that thev buy 
are able to can much faster than they are able to bottle 

Mr. Dinceuu. | want to bring that out a little more in deta 

In other words. if we force the brewers to ¢o back to bott! 
we not apt to create a labor situation that is bad because, as | 
/ men on a canning line will produce as much canned beer as 
will handling bottles. Is that correct? 

Mr. Hester. Almost again half as much beer on the canny 
But vour figure is right on the men: 4 men on the canning line, 
on the bottling line. 

Mr. Dinceuw. Also, we are faced with the question of recom 
and forcing the brewers to additional costs, additional and 
machinery, at the time when their machines are geared to 
speedier, and more economical production. 

Mr. Hester. Which they will not be able to obtain. 

Mr. Dinceii. Now, there is another point. In the produ 
bottles, shipping in bottles, there is the added cost of truck 
of shipping and of breakage, which is far greater when bott 
used than when cans are used? 

Mr. Hesrer. That is correct 

Mr. Dincevy. Similarly that applies also to storage and n 
and various other features which are costly? 

Mr. Hester. You need twice the freight cars and twice th 
of trucks. 

Mr. Dineeiyi. And practically three times the amount of 
bottling as you do in canning? 

Mr. Hester. That is correct. 

Mr. Dinceti. Now, I want to express for the record that co 
might well be taken by the National Production Authority 
problem relative to the need for tin in this industry and thi 
effect on the reduction of revenue. 

You have pointed out, and this is something that should |b 
into account both by the Treasury and the National Pro 
Authority, that this is the only industry using cans where act 
excise tax 1s applicable 

In other words, a can of beans does not pay any excise ta 


can of beer does pay 
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\ir HesTER. That is correct. 
\ir. Dince ty. But a can of beer does. 
\ir. Hester. That is correct 
Mir. DINGELL. So it might be wise to take that into account. 
Now, then, too, you pointed out that the industry and the tin can 
ifacturers are willing to go out into the open mi rket within the 
scribed limitations of the Federal agency trying to restrict the rise 
cost of tin, to obtain in the open market such volume of tin as is 
ssary to continue the production of beer. 
Hester. That is correct. 
might add in that connection that the Senate Armed Services 
ommiuttee report has conceded that the tin stockpile is now sufh- 
to make it un! ecessary for us to buv tin at any price The 
rn countries have started gouging us on ti There is no ques- 
about that Although the subcommittee’s report was issued as 
ntlv as March 5, it has already broken the market all to pieces 
ceiling price on March 5 was $1.83; on Friday, in the New York 
arket, the price had already dropped to $1.35 a pound 
the world produ tion today Is about 165.000 tons The world 
sumption is about 145,000 tons 
\ir. DINGELI So there is an excess of 20,000 tons 
Vii Hy STEER We know what our consumption | in this country. 
t we do not know what the consumption ts in the foreign countries, 


> we simply have oO take pur hases as consumption but there are 


ome authorities that feel that there is an inventory today of tin in 
world of 300,000 
Ir. Dinceti. Availa 
| 


Ir. HesTER vailabl 
Now, we have to import every pound of tin It comes from Bolivia: 
omes from Malaya, which is controlled by the British; from 
onesia, Which ts controlled by the Dutch und from the Belgian 
o which is controlled by the Belgians 
Dingevy. | think for tax purposes the rees are of no 
quence We do know that they are available 
it | do want to sure of, in view of these discussions, some of 
lings lav heard and the rather gen is and sound stand 
euts assumed by the National Production ithority, is that 
al Harrison “rhe Nh Kleischmann and ol : will stand their 
id and that we in the committee might look t them for a sane 
nsibl recommendation | hope that hey | he called by fore 
committee in order that they might express their views, predicated 
and not by adverse and erroneous « lamor irom certain sources. 

\lr. Hester. We ar clad to hear you say that, Mz: Dingell. 

! DINGELI Qi course, 1 do not know why | should be here 
so much for tin cans. To me, an old beer drinker, the very 
of putting beer in tin cans is abhorrent if not sacrilegious. 
not concetrve Of the idea ol filling i steel KOCY class lined with 

ever thought L would see that day, that ; * drink 
touch beer im cans Sut it has prov 
il keeps well, and it ts really worth while 
Keocu. Will the gentleman yield to me to pet 
same hope that he has just expressed? 


[Dy GELI | mh Very clad to do so AVE ly 





2114 REVENUE REVISION OF 1951 


At any rate, I want to terminate my discussion here at this 
I could go on and discuss this problem indefinitely. I do wa 
protect my workingmen and women in the city of Detroit, St: 
Michigan; in fact, throughout the Nation, protect this workingn 
champagne, this temperance drink, this food drink, which is 
lutely necessary to the workingman and to the hardworking hous: 
There is nothing finer; there is nothing better, nothing more nutrit 
than to have the tired housewife on washday go to the refrigerato: 
find cans of beer in there stacked neatly and plentiful. 

In days gone by it used to be a can of suds. 

I want to protect that great American privilege. I want to p 
the entire industry, that ts the joint industry of liquor, wine, and | 
against these excessive impositions. 

Every time we talk about more revenue, the very first thing 
happens is, ‘‘Well, let us take it out of the hides of the liquor indu 
out of the brewing industry, out of the wine industry.” 

But they are legitimate industries today. It took an amendm 
the Constitution of the United States to reestablish them as 
That is something that is very important. That has not been 
for any other industry. 

I never heard of any constitutional amendment to legalize and | 
tect canned beans or anything else of that nature, but you did hay 
adopt a constitutional amendment of that kind to restore beer, lig 
and wine to its legitimate use and position. 

I am going to be rather hard-boiled and rather hard to get 
with on this score of again raising this excise tax from $8 to $12 
$9 to $12, on liquor, and an excessive increase on wine. 

I do not have a distillery in my district. 1 do not have a brew 
in my district. I do not have a winery in my district. 1 do not 


any grape growers in my district, but 1 have an awful lot of 


consumers 

Thank you. 

Mr. Hester. Thank you, Mr. Dingell. 

The CHarrman. Mr. Forand. 

Mr. Foranp. Mr. Hester, let me compliment you on a very 
statement 

Mr. Hesrer. Thank you, Mr. Forand. 

Mr. Foranp. I was particularly interested in your suggestion 
we call in Mr. Harrison and Mr. Fleischmann, representatives of 
bottle manufacturers, and can manufacturers, especially in vii 
the point you brought out relative to the revenue involved. 1! 
we are striving to raise revenue and if we were to permit the restt 
on tin, to which you referred, for your cans, you show we would 
a considerable amount of revenue. 

Now, all of us, naturally, want the defense program to go 
without interference, if at all possible, but also we want to pr 
our economy, our domestic economy, and if we can develop 
defense program without injuring our domestic economy, | thin 
are accomplishing something, particularly where it means revenu 

I want to compliment you, and | assure you I join with bot! 
chairman and Mr. Dingell in the hope, ves, in recognizing the nec 
of taking up this subject in executive session and calling these m« 

You have really rendered a fine service. 

Mr. Hesrer. Thank you very kindly, Mr. Forand. 
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CHAIRMAN. Mr. Eberharter 
EBERHARTER. I notice in your recommendation, Mr. Hester, 
ve 8, that this committee ought to consider the advisability of 
-a tax on soft drinks, chewing cum, candy. and perhaps some 
I take it from that that you bel lrin| 


‘ve soft drinks, candy, and 


cum are as much of a luxury as beer, or do you consider beer 

yf a necessity than those three items? 
\ir. Hester. Our position is that the soft drinks, chewing gum. 
Beer ts an essential part of the 


’ 


andy are luxuries: beer is not 


eman’s daily diet 

EBERHARTER. When the Secretary was on the stand, I was 
sed that he did not recommend a tax on soft drinks I asked 
n soft drinks alone 


how much a tax o 
} rill 


bring about S280 1 on 
hat matter | am glad 


| sort of feel Lha 


1 . 
| L we ought Lo consider. ft 


ide the suggestion. There is a point at which we get dimi 


s from the taxes on consumption of alcoho! 


Mr Hester, did you want these exhibits vou sent up hel 
of them are valuable, particularly tl 


I think som 
S On the last pag you 


i i 
the food value of various malt beveragé 
w about 25 items and the calories contained in each 
Would you like that in the record? 

Mr. Hester. Yes: I would. 
The CHarRMAN. Without objection, it is so ordered. 
Lhe documents r f¢ rred to are as follows 


I \ i vr Marr | 
i ritie rT i ) 
as onea ) t | LWO € ai ! 
l 1 Dod i rats nd p a [ 
! ul 220 es, or t appro 
in beef . 
i na ent Lito Many T i 
V I ‘ ease t " 
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of the commanding general, in conformity with the order 
ng men require the substitute. 
is nothing sinful about a drink of beer, but it is the equivalent of 
‘ce our fighting men exposed to shot and shell in the batt 
water. I surmise that this order stems from some nart 
If this is true somebody should be either court-mar 


Che order is not in the interests of the safetv of our men a 


be immediately countermanded 
It is a matter of common knowledge the world over si 
yver 6,000 vears ago that beer is a food. Evervone kt 
ions of the working m: The average 
s about 160 food ca 
ard W. Haggard, k 


and om of the wor 1 


is a substance which, w 

rgv for warmth and 

ise a food 

na well-known fact 

a workingman’s 

ements to that 

the nutritional 

Great Britain 

h i 
measured b ‘onten of nutritional 

‘are enerTrg fue ( ] carbohvdrates or 


s of beer wit 


ipplies all these 


mr rit 
broth of cereal grains which have b 
uble. Beer, therefore, conta 
is, carbohydrates, mi! 
I proximately as many calorie 

s 90.6 perce of water, but grapefruit. 
spinach, tomatoes, cabbage, and lettuce, to menti 
contain a higher percentage of water Even meat 


contains from 68 78 percent of water, and mill 
Beer contains about 0.5 percent of protein 
e protein content in milk, but milk is a 
element, but tains more pr 

in as oranges, rhubarb, ar 
strawberries, and 
Beer contains many 
phosphorus and px 
m 
likewis 
and lacks 
ate amounts 
pvridoxin 
bulk in beer is ¢ 


Beer contain 


ret l 
tiated bv modern sci 
as been four 


oods 





REVISION 
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Food Research Laboratories, in Wallerstein Laboratories quarterly, Comn 
tions, April 1938. 

“Tt is strange that in America some research bureau or medical associati 
not made a careful study of the usefulness and beneficiency of beer. B 
proved to be an excellent nourishing food for underweight babies. D 


recommend the drinking of stout and porter to thin, ailing and rundown 
* * * 


Beer in moderation is a splendid method of rebuilding undernou 
and underweight people * * *’’—Quotations from an article by Dr 
Downing entitled “Beer or Milk, Both Are Good Foods,” in Strength and | 
magazine, July 1936, 

“Tt has long been a recognized fact in the medical profession that beer y 
aid in various types of malnutrition. * * * It has also been known t 
certain types of malnutrition associated with pregnancy the health of the 
can be greatly improved by adding a small quantity of beer to the diet. 
cases of malnutrition, the medical profession has long recognized the y 
beer as an addition to the diet. * * * In most cases of malnutrition, t 
of beer containing 4 percent alcohol would be an addition to health. 
Realizing the importance of the teeth of the voungster depends upon the 
nutrition of the mother, the importance of beer as an article of diet in pri 
mothers cannot be overestimated.’’—Testimony of Dr. Martin Dewey 
president of American Dental Society, before the Senate Committee on 
factures, Washington, D. C., January 1932 

\ regular diet of beer of 1% percent alcoholic content kept French babi: 
in this rich dairy section because the Germans, during their long occunatior 
virtually all the milk for themselves. * * *’’—Henry T. Gorrell, United | 
war correspondent, in dispatch from Maubeuge, near the Belgian border, S 
ber 5, 1944. 


BEER AND MORALE 
‘Morale is a lot of little things”’ 
Beer Has Gone Wits Soupiers THurovucu tHe Aces 


lines were drawn for the battle at Harfleur during the Hundred 
nervous Englishman, eyeing the ominous appearance of the ar 
nights, gave forth with a bit of soldier philosophy which is as tru 
then Muttered he, according to Shakespeare in King Henry \ 
all my fame for a pot of ale and safety.” 
all probability the mvthical English soldier at Harfleur more than 500 
lid have the chance to quaff a tankard or two of good English ale aft 
‘ords show that the English gave their enemy a sound drubbi: 
there is nothing a soldier likes better, after the day’s work i 
r or ale. 
references through the vears, as well as pictures, show that the a 
, Babylonians, Egyptiar s, Greeks, and Romans brewed b« 
ic as a beverage for their soldiers. Charlemagne, perha 
uished of imperial brewers, personally directed the brewing of 
And at a great feast after his victory over the Saxons at Pad 
he participants drank beer brewed by the Emperor 
ynal is beer drinking in the military history of the world that 
ited States bucle calls owes its origin to the beer drinking duri 
Years’ War. In that earlv war the bugler used to sound “‘taps 
notify the camp to turn the beer taps ‘‘to.”” That bugle call is now | 
as tattoo 
Beer for Uni States soldiers has a historv reaching back to the Re 
When il mniinenial Congress established a daily ration for the Arn 
of beer per man was included. George Washington in 1777 sadlv wrote t! 
troops missed their favorite brew In a communication to the Board of 
“Tt does not appear that anv person has vet underiaken the bu 
Army with beer, or cider, or vinegar and vegetables; but 
exceedingly refresh the troops that lay at Germantown 
vy could not be procured for them immediately. * 
g another war in which Americans wer: 
General Washington’ 
of any one thing tha 


alled in the desert ’ 





nerican ber 
at 1 hour bri: fre 

alter the tone of the mer 

Washington, master of military science an 

tly prided himself on the art of beer 

‘ a < which he kept w 

ten mn 1757 W rie 


l Vis ising two 
an War 


ars aco Il 


NAaKI! 


PANDDIIcatior to th 
pbeverag 


‘ Lord Wooltor 
not ¢ 


show there 
to get their beer 
a agg Sag 


heer-loving iti worker foun: lav in Food 
who said in the House of Lords that he propose 
ment’s problen y rationing 


hea th 


beer. 
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severe restriction of it would result in widespread industrial discontent, as 


in the last war, with a harmful effect on our war effort,’’ he said. 


Wortp War II Mitirary Avruorities Say Beer or Prime MorAte \ 
TO THE ARMED ForRCES 


THE SECRETARY Of} VAR 


Presently existing laws forbid the sale of or dealing in intox 
lilitary reservations, but permit the sale of beer and light win 
in 3.2 percent alcohol content by weight on those reservations | 
whose laws permit such sales at such places. * * * 
has caused a degree of temperance among Army person! 
le in civil communities now, nor was as high a degree of 
er in or out of the Army during the days of national pro 


y military personnel are encouraged to remain on the r 


eshments under con Tad) “( ucive of temperance 


Department believes that it would be harmful 


as well as unnecessarv to direct : hibition against 
Zens kixperier 


most eficient wa‘ 


r 13, 1940] 
NITED STATES ARMY, ADJUTANT GENEI 


er, during his few hours of leisur 
. . . Beverages 
intoxic: 
d +} at wm 


tt proy hi 
‘ellent results.’’ 


1 eX 


UNITED STATES ARMY, SURGEON ¢ NI 


for the period 1919-40 shows that the last upsurge of 
as exactly coincidental with the prohibition period 
: that there has been a constant and gratifying de 
a corresponding increase in moderation since beer was ré 
a low of 2.3 per 1,000 men in 1919, the hospitalization rat 

was over 6 per 1,000 in every year of the dry era 


From OWI Report No. 1 (Decemper 30, 1942) Coast-1% 
SURVEY OF CONDITIONS IN AND AROUND ARMY CAMPS 


irvey was undertaken to investigate rumors which have gain 
currency, and to provide the American people with honest * * * infor 
about the millions of men * * * in the Armed Forces. 

“From the investigation three general and explicit conclusions emerge 
“(1) There is not excessive drinking among troops and drinking do: 
constitute a serious problem. 
2) The sale of 3.2 beer in the post exchanges in training cam} 
positive factor’ n Army sobriety. 
(3) No American Army in history has been so orderly. 

* The best-selling beverages around Army camps are ¢: 
malted milk, and bottled soft drinks * * Experienced commandit 
all over the country agreed that considerably more than half of the tro 
them drank nothing stronger than beer by choice and that many even ab 
from beer. Chaplains, with only one exception, concurred in the opini 

“This testimony bears out studies made * * * by the Army. 1 
sear } bran | Special s« rvice Division, Services of Supply, W ar Depart 


} 


{Tee 
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carefully controlled studies of enlisted men in two combat divisions of 


i troops. These samplings indicated that 57 out of evé ry 100 men drank 
aleoholic even on Saturday nights and paydays Some 34 men out of 
lrank beer. Nine men drank hard liquor. 

* In dry States and States where there is local option. the military 
the problem of bootleg liquor Bootleggers cannot | ited: legal dis- 
rs ean be regulated lhe Army, with an eye to its ow | plinary problem, 

mre fers wet con nities to dry communithit 
he sale of 3.2 beer \rmy camps is a healt ind ble arra 
Che fact that there is vastlv less drinking amor va " 
t war—a fact almost universally agreed to b ander d , 
r alike may te! n part fro: this sale I beer i 
he case for 3.2 beer is presented thus | I ital 
like: it provi liers with a mild relaxatio1 t Ail effi- 


NGT 
f ‘ foyr ’ 
. A ) a il | al 
) ol 5.2 T ‘ tor ty T I ( | ill- 
i , f | 1 | é 
I R URGI \ I I R ) i y | 
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‘ , ¢ i i} 1 fou " j y 
ire Sta 
B t BR I WONDERI MI I 
mh the ) uti ‘ e of ti word tlied a beer 
ri ever, I f i to wrt lt expre i i r vour 
lhe soldiet ! to a friend a Milwa br More 
thir has | r morale ‘keeper ype! \I ire good and 
SO WS ar Red Cros O. kh Your I l ilways 
i ell vou ho we bave b ove! re, | I ca iv I’d almost 
vhat ( LliZa i il I dranl or y I and it 
a wonderf ( ries s }, Favor I : I Ia 
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Fifth Army Bea ad Forces, April 28 Pfc. Labor Pappos, \ rs 
rontline med lrained his canteen cup of t-brow GI beer, wiped 
rom his lip 1 wrinkled his brow 
rea od ] lad | hyriy s hacl j ‘ or | y } me 
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ial in the Drew Field Echoes, official publication of Drew Field, Tampa, Fla 
THEY DESERVE BEER 


One bottle of good old United States lager will do far more for a fighting 
can’s morale than a library full of editorials. Where is there an Amer 
would deny a can of beer to a fellow American—who is risking his life ov 
us? 


{From the Baltimore Sun, May 8, 1944] 
LIKENS BEE 4 PRICELESS GIFT” 


I have just read George W. Crabbe’s article in the 
for providing men overseas with cold beer. I have bee: 


Va vear ° 
erhaps Mr. Crabbe does not clearly visualize how soldiers live ¢ 
s, when he advocates soft drinks in lieu of beer. Apparent 


prefers a bottle of soda to a cup of cold beer. You ean | 


of a mild stimulant, such as beer, seems like a priceless gift 
: 
! 


i 


ve Mr. Crabbe is confusing the issue when he states that liqu: 
war; that manpower is being wasted because of the liquor trafl 
to do with cold beer for men overseas I fail to see, and I car 

hat in our outfit not one man-hour has been lost as a result 


‘asionally provided. g in C. Tilgham, of Snow Hill, Md 


[From t 
Cue Korean War—GI’s Feet tue Same Aspovutr THEtrR 
BEER BEATS MONEY 


“ine medies sit around an aid station thr 
Cannon, New York Post columnist 
as declaring: ‘‘Beer is always bet 


BEER DROP 


RE IN KOREA 
Reds that n 
) report C 


was becomi! 


<i individual e 


nted a drink of water 
of the month.”’ 


FIVE DOLLARS FOR A BEER 


I ondent Frank Holeman’s report of a ( il dialog in Korea: “Bor 
‘an of cold beer,’’ exclaimed Lt. Robert Campbell, 24, of Syr 
lltop observation post overlooking a green valley. ‘“‘Whow 

d Set. Bob Cliburn, of Clinton, 8S. C. Other men squatting in the 


oles roundabout voiced similar sentiments. 








R 


raze TAEGU Front, Korea, September 12 


ATION CUT 


REVENUE REVISION OF 2123 


[From the New York Times, September 13, 19 


’S IN KOREA—CAN A MEN ARE BITTER 


OVER ORDER 


OFF FOR GI DAY IS HALTED, 


loday was the last day 


t their beer ration 


‘ 


{< 


someone in Washington, if a GI wants a beer he must 


rth, by order of 


suspected pressure groups were behind it 


se organizations or whatever they are have nothing to do with us said 
ert Ek. Coker, of Orange Lake, Fla. ‘We are doi the fight over here 
sets pretty bad. One can of beer a day never hurt nobod 
soldiers’ beer is of the 3.2 strength One can a day is the ration but a 
is always been lucky to get one can in 3 days 
: k H 
{PEST IN A BEER CAN 
t be hoped that the te npest over the iss ie of free beer to t ) t . 
h foamed up like the amber brew itself on a war ! 
resumption of the ration and that the country will not be i n A i 
ner nonsense on the subject If the Army i till trou if t 
f “justifying” the expenditure of public funds on beer it can be un 
ustifies itself in the minds of all reasonable persons 
Fighting in Korea is a hard, dirty, thirsty business in a land wl . 
t in summer and supplied with very little potable water. For t 


eer is 


a mild and refreshing beverage, whic 


gives 





fort to the scientifically planned, nourishing, but uninspired field rations, 
ply conditions make it poss | here is absolutely no uund reason why 
ild not be fur 1 free it the front w i t 
Beer (as well ard li deen and it oF t i I 
ist without any perceptibl yn the fightir i ) 
t be an abs I ity Dut it Is a very us i i ( 
United States ca ell afford to provide 
Ss Bi I rion Ex s ( | Y 
AY i 
; } D 
{ S | be lation is a nonprofit 
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War II mot " i It operation in | ng to solve the prob- 
imp, post, and station commander vas offer ind readily accepted 
hs after the S« Service Ac »f 1940 was passed, the foundati 
li Armed | s cooperation progra I put é ar | 
) wi ( anders, ! iti po nd ¢ pia l 
i nor Linta clea and whol cond oO ] r 
ar imi i i 
Act » 1 rt Pat rso! I to the Io i 
I o | ations such as yours are s¢ I 
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( with civil horities in the at t to ma 
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Army areas, should be of great help in our constant endeavor to keep thi 
the Army healthy.”’ 
\t the same time, Acting Chief of Naval Personnel, then Rear Adm. | 


rote 


Denfeld, wrote: 
‘The Chief of Naval Personne! wishes me to take this opportunity to ex] 
the appreciation of the Navy Department for the efforts of the for 
reserve lawful and decent standards of operation in places fre¢ 
ne . “= 
her recognition of the four l ’s desire to continue cooperat 
Officials was pointed up by Gen. Omar N. Bradley, when Army 
a directive (AR 600-10), Mareh 3, 1948 
ted States Brewers Foundatior na 


nas an a me COOPenrt 
re aff 


{ ating wit! 
recting discipline " 


ir recognition is accorded | the Navv a 


The directive specifies 


rHE Ctl 
pro ing military me ay 
itinued since the end of Wor War I 


xpand and increase it *t 


\ ole “(Trae 

1, the rou! 

i in this field whe 

ation of military manpower 


r cont 


its activ 
r a considerable remobuli 


Armv camp was being reopened ir some 25,0 
tationed there in a few mont! request of the con 
nited States Brewers ndation cooperated in calling a mee 
verage retailer Phe 


addressed by t he general 
mavor of the “‘liberty’’ town for the 
’s armed services liaison re} 


| i 


commission, the ‘ 
resenratives 


. The problem wa 
lation was made clear, t! 


e requirements were set forth.  ¢ 
all concerned was pledged and is being maintained 


BREWING INDUSTRY STATISTICS, 


produ 
1950. pul 


82,801,693 barrels of malt beverages in 1950 repre 
ie of S666.658.731 This d 
I 


rage 82.03 per 


OT 
Crovernn 


on 
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\] DINGELI NI Chairman, may I as! i s consent that 
wing the statement by Mr. A. kK. Barta, who represents the Ethyl! 


ol Committee of Washington, 1) C., the statement of \ir. John 
5. Hall, general counsel for the Flavoring and Extract Manufacturers 
\ssociation of the United states, bye placed in the recor 


Ihe (CHAIRM AN Without objection, it is SO ordered 
We thank you, Mr. Hester, for your appearance and tl 


1 


e Intormation 
have given the committee 
| am sure that what you have brought to our attention with respect 
to bottles and tin cans will be given consideration by the committee. 
It is of vital importa ce to the revenue phase 
Of course, we are holdir Oo thes hearings to seek extra revenue for 
ational defense and national security We do not want to oO off in 
other directions. 
Mr. Hester. Thank you very much, Mr. Chairma We appre- 
your interest In the probl m 
The CuarrMan. The next witness is Mr. John E. O Neill, general 
counsel of the Small B 
Will you give your name and address to tli orter and the 
city in which you appear’ 


ewers Association 


STATEMENT OF JOHN E. O'NEILL, GENERAL COUNSEL, SMALL 
BREWERS ASSOCIATION 


Mr. O'Netm.. My name is John E. O'Neill. Iam an attorney and 


ce address ts suite 604, Washineton Building. Washington, D.C 

ppeal today as general counsel of the Small Brewers Association 

l" nh in office of th Small Bre wers Associatior LSS West Rar dolph 
‘ t, Chicago, I] 

[| Small Brewers Association is the largest American trade asso- 

1 of brewers, in point of membership. It numbers in its member- 

approximately 250 of the 407 breweries now operating in the 

ted States. While these small brewers constitute a majority of 


breweries in the United States, the volume of their production is 


ated Lo be only about Sie) percent of the total volume ol produ - 


Vue to the loeal ar d sectional nature of the operations of these 


plants, and the pressure of competition from large producer 
would be more acutely affected by increased excise taxes than 
large hear ily financed competitors who do a national business 

ihe Treasury Department’s proposal to increase the beer excise 


[rom $8 to $12 a barrel 


if adopted, would bankrupt half of the 
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small breweries in the United States, who are even now stru 
to survive under the heavy tax burden imposed by Federal, 
and local laws. 

Small plants need tax relief: The last time I appeared befor 
committee, in February 1950, I urged the committee, on beh; 
small brewers, to reduce the beer-excise tax from $8 to $7 a b 
if not for the industry generally, at least for the small units « 
industry. 

In connection with this recommendation, I pointed out the ¢ 
trend toward concentration of production in fewer and fewer p 
and the increasing number of failures and bankruptcies among 
operators. The situation has not changed in the past year. T) 
largest brewers in the United States now enjoy over 21 per 
the total volume of business, whereas in 1945 the four larges 
panies enjoyed only 11.8 percent of the business. 

This growing trend toward concentration is further indicat 
the fact that the 25 leading breweries in the United States now 
more than 50 percent of the total of the volume of business, wh 
other 50 percent is divided in varying proportions among th¢ 
375 plants. 

In 1934 there were 725 breweries operating in the United 5 
At the end of the last fiscal year, according to internal-revenu 
tistics, there were 407 plants operating. During that period th 
ume of beer production has increased from approximately 30,000 
barrels to approxunately §9 000,000 barrels annually. Of th 
breweries that closed since 1934, about 60 failed in the past 3 

An increased excise tax would fall most heavily upon small opera 
The large manufacturer in every field, as a matter of common kn 


edge, has competitive advantages over the small producers. His 
bigness gives him the competitive advantage. The brewing indu 


is NO exception. 

in the brewing industry the prices charged by the large prod 
for their nationally distributed beers, are substantially above th 
of prices charged by their local and regional competitors. 
quently, with an equal rate of tax on all production, it is obvi 
the case of local beers sold by small brewers that the tax repres: 
substantially higher percentage of the sales price than in the ec: 
the nationally advertised brands. 

A Massachusetts brewer called me only a few days ago to poin 
that his product sells for $24 a barrel, which includes the $2 pe 
State tax and the $8 Federal tax. In his case, 42 cents of every ( 
represents excise taxes. On top of that he pays occupational t 
and license fees, and income taxes if he has any income left. 

Wisconsin and Missouri beer sells in Massachusetts for $30 a 
including the State and Federal tax, so that the tax on these h 
priced beers represents only 33% percent of the sales price. 

If the Treasury’s proposal for an additional $4 increase is ado 
50 cents of every dollar the local brewer collects for his draft be: 
be paid over in excise taxes. The large brewers’ contribution 


} 


proportionately less. 

The situation in Massachusetts is typical of the country. It « 
said conservatively that, in the case of the average small brew: 
tax on his production represents from 40 to 45 percent of his 
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e, as compared with 33% percent of the sales price in the case of 
large producers. 
\n increased excise tax will reduce consumption. Because of high 
es, necessitated by high taxes, the per capita consumption of beer 
the United States is lower today than it was 5 years ago. During 
ite war, and for some time thereafter, when payrolls were high 
money free, the volume of beer production held up even under 
irden of high excise taxes. 
However, for the past three fiscal years, according to internal-rev- 
reports, the volume of beer production has dropped, as follows: 
‘8. 91,291,219 barrels; 1949, 89,735,647 barrels; 1950, 88,807,075 


\ost of the loss in this volume of business was felt by 
ts who could not finance large advertising programs 


vy increase in current tax rates, with resulting increases in the 
price, will undoubtedly accelerate the trend toward reduced 
production, and this will be felt first by the small local units of 
dustry who sell the economically priced beer and whose principal 
are those in the lower-income brackets. 

Inereased beer excise taxes would discourage moderation. seer 

s the beverage of moderation. It is lower in alcoholic content than 
vy other alcoholic beverage. It has high nutritional value as a 
100d and it is healthful to consume. Beer 1S the workingm ns drink, 
dit should be priced within the reach of the workin 


‘he davs of the 5-cent glass of beer are gone, and the 10-cent 


rman. 


Ss are becoming smalle r and smaller, because of increased Costs 


} ! 


‘reased taxes. An additional 50-percent increase in the Federal 
tax would eliminate the 10-cent glass of beer and place the cost 
product beyond the reach of many beer consumers in the work- 
CLaSs This, indeed, would constitute a blow to the cause of mod- 
tion in alcoholic-beverage consumption and would not be for the 
| of the country 
Treasury’s proposal of the 50-percent increas¢ 
beer is also highly discriminatory, when considered in the light 
proposal that distilled-spirits taxes be increased by only 33! 
If aleoholic-beverage taxes need to be increased to raise the 
] it is certainly illogical to impose the highest percentage in- 
upon the beverages containing the lowest alcohol 
conclusion, the Small Brewers Association respectfully urges your 
ttee not to report favorably upon any increase 1n the current 
i excise taxes upon beer because 
The burden of such an increase would fall most heavily upon small 
cers and force many of them out of business; 
2. Further increases in beer taxes would discourage moderation in 
onsumption of alcoholic beverages; 
Such an increase would place the cost of the workingman’s drink 
d the reach of the workingman; 
Che Treasury proposal of a 50-percent increase in the beer excise 
3 highly discriminatory. 
CuarrMan. We thank you for your appearance and the infor- 
nm you have given the committee. We compliment you on your 
ent. 
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Mr. O’Netit. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Matt Triggs, assistant director, Washi: 
office of the American Farm Bureau Federation. 

Will vou give your name and address to the reporter for the b 
of the record, and the capacity in which you appear? 


STATEMENT OF MATT TRIGGS, ASSISTANT DIRECTOR, WASH. 
INGTON OFFICE, AMERICAN FARM BUREAU FEDERATION 


Mr. Triacs. My name is Matt Triggs, assistant director of 
Washington office, American Farm Bureau Federation, repress 
the wine industry. 

The American Farm Bureau Federation has supported the prin: 
that excise taxes should be increased under present conditions fo1 
following reasons: 

1. To bring about a better balance between supply and de: 
of those products which will be in short supply. 

2. To aid in curtailing the use of critical materials in the produ 
of luxury goods. 

3. To raise additional revenue. 

These purposes by no means apply with equal force to all items 
which excise taxes are collected. They are obviously inappli: 
under current conditions in all respects to the wine industry. 

The proposed increases of 233 percent on table wines and 150 per 
on dessert wines appear unreasonably large in comparison with ot! 
proposed increases in excise-tax rates—and particularly in compar 
with the increases provided for other alcoholic beverages. 

The Congress has, over the vears established and maintair 


certain relationship between tax rates on beer, wine, and dist 
spirits, which presumably were based on sound considerations. ' 
historical relationship is destroyed by the proposals of the Trea 


Department 

The wine industry already pays taxes which in many yea! 
substantially in excess of the gross income of the producers ol 
grapes from which the wine is made. 

The grape industry is one marked by wide fluctuations. In 
recent vears it has been one of the relatively depressed industri 
agriculture, selling its products substantially below parity pri 
The industry has sought and obtained assistance from the Depart: 
of Agriculture, and instituted industry-wide programs design 
assist in handling the surplus problems of the industry. 

Due to the conditions surrounding production and consump' 
in the wine industry, increased taxes on wine would be borne al: 
entirely by producers. Taxes at the level proposed would creat: 
hardship among producers of a commodity which has already had 
share of difficulties in recent years. 

The diversion of wine production from normal distribution 
processing channels may be easily effected, and no doubt would 1 
from excessive taxation such as is proposed. 

On behalf of the American Farm Bureau Federation, it is r 
mended that the proposed increases in excise taxes on wine be redu 
materially to levels comparable to those of other commodities on wh 
excise taxes are assessed and more in line with what may be fai 
sustained by the producers in the industry. 
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he CHAIRMAN. In your opinion, if this recommended increase in 
: made, would the net increase be re¢ flected in the increased cost 
wine to the consumer and the decreased price that the grape 
rs would get for the grapes? 
Triacs. In my opinion, it would be almost entirely reflected 


rrapes 


luced prices to the producers of the 
The CHarRMAN. Mr. Holmes. 
Houmes. Will vou please give me your 
as to whom vou represent? 
Tricas. | represent the American Farn 
HOLMES. . you particularly speaking for 
wine Industry? 
Triacs. No, su Although wine production 
pots, we are speaking as the representative of the 
l Federation, and not for any parc ular State tal 
Houtmes. Thank you very much 
CHarrRMAN. Mr. Forand 
ForANbD. After this gentleman is throuch, 
mous consent to insert something in the record 
GRANGER. | understood you to say that the Department of 


liture had instituted some sort of program for grapes Is that 


TRIGGS Yes, sir; there have been a half dozen different pro- 
rams in the grape industry in recent years all designed to aid the 
trv in handling a rather difficult surplus problem. Now, those who 
been handled through State and Federal marketing agreements 
pretty hard to distinguish between the segments of the industry 
3¢ what you do in on industry affects other segments Sut 
has been a program in the raisin industry CGirapes 
wv either raisins or wine 
has been a program in the raisin industry designed to assist 
in moving their surplus raisins 
GRANGER. Generally, your grapes move under a marketing 
ment? 
‘riecs. I would not say generally. There have been market- 
reements on and off which have affected most 
GranGer. Particularly the California seg 
Triees. Particularly in California. So far as I know, there 
re been no marketing agreements in other segmen the grape 
istry in New York, Virginia, Washington, Oregon, or other States 
GRANGER. What is the status of grapes with regard to parity 


Trices. I do not know. Grapes have gone through a year 
has been abnormal inasmuch as th \ had an abnormally short 
n 1950. I would suspect for 1950 prices of grapes and grape 
wlucts have been somewhere in the neighborhood of an average 
tv relationship. It is due entirely to a short crop in the pre- 
years 
iried between 50, 60, 70, 80 percent of parity 
GRANGER. That is all, Mr. Chairman 
CHAIRMAN. Mr. Jenkins 
Jenkins. Mr. Triggs, | presume that you as a representative 
Farm Bureau Federation take an interest in these commodities 
ise they are agricultural? 
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Mr. Triaes. That is correct. 

Mr. Jenkins. Now you speak of grapes and wine as a prod 
grapes, but you say nothing especially about alcoholic liquors o 
all of which are basically from some farm products. 

On the fourth or fifth paragraph of the first page vou say tha 
legislation is going to destroy the historic basic differences bi 
the tax on these commodities. I gather from that that you 
this proposed legislation will treat the wine manufacturers 
than it does the beer and liquor manufacturers. 

Mr. Triaes. I do not want to raise any internal industry « 
cations there, but the facts are that the increases of 233 perc: 
table wine and 150 percent on dessert wine, are much highe: 
the increase proposed for the other alcoholic beverages. 

Mr. Jenkins. As you say, that justifies your coming up 
speaking for the wine industry. 
That is all, Mr. Chairman. 

The CHatrMan. Mr. Reed? 

Mr. Resp. Mr. Triggs, as I have the figures here the presi 
of 15 cents ona rallon of table wine and 60 cents per callon On « 
wine represents $24 to $48 per ton in direct Federal excise 
erapes? 

\Mr. Triges. Approximately right. 

Mr. Reep. Now the increased taxes on wine as prepared 
Treasury Department per ton on grapes would total $80 to $12 
ton on crrapes? 

Mr. Trraes. That is correct. 

Mr. Rerep. From your knowledge and your research do vou 
that such a tax as is proposed on grapes would allow the farmer t 

ifficient money to keep his vineyard in proper condition? 

\Ir. Trieaes. I think in terms of results to the farmers it 
disastrous and in the long run this would result in substantial] 
tax revenue from the industry than if no increase were pro 
What the short run effects may be, that may or may not be. | 
tate to comment on that. 

\M(r. Reep. It is absolutely vital that the farmer keep his \ 
up? 

\fr. Trraas. That is correct. 

\fr. Reep. It is a good deal like an oil well, if it is allowed 
vn it is lost. I know from experience what it means to n 
vineyard. This tax would be taken from the farmer rather than | 

on to the consumer? 

\M(r. Triae@s. I think that is correct. 

Mr. Reep. I think it would destroy great areas of the e 
which are suitable only for grape culture. There are only 
sections where it is profitable, at least in the north. If the vin 
are not located near some body of water that gets warm in the s\ 
and holds the frost back in the fall and then in the spring hol: 
temperature at the low point so that the buds do not start to 
and consequently those bodies of water act to protect vineyards 
frost and freezing. So you cannot raise grapes in each of th 
States. There are certain areas of the North where it is very « 
to keep the vineyards up. I have had grapes, and I know that 
cost of raising grapes has increased. Now also growers have to ! 
an investment, do they not, from the time they raise the cuttings | 


ei} 
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ibout 2 years to get a good sound cutting with heavy growth 
ts in order to get a strong vine? 
Triaes. A very substantial investment, Congressman 
Reep. Then the vineyardists have the posts and wire to pur- 
and therefore Vin yards are noton a profitable basis until about 
th year? 
Triaas. That is richt 
Ry ED. Thank you 
CHAIRMAN. We thank you very much for your appearance 
information you have given to the committe: 
Keogh? 
Ky OGH. | Wo ld ike LO ask the same pe rinission for Mr Dan 
of New York who } in the room and who r presents the Vet- 
Package Stores Association of New York. 
(‘HAIRMAN. Is he on the calendar? 
KEOGH le is not on the calendar, but | ld 
n opportunity 
CHAIRMAN. Without objection that will be dor 
statement of Air. Seotti is as follov 
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price of legal tax-paid liquor to a level far above the ability of the avera 
sumer to pay. And in that way, the Government, if it adopted the Tr 
proposal, would in one fell swoop drive out of business the veterans in my 

tion because they would be unable to shoulder the problems created b 

tax rise. 

If the Federal excise tax on liquor is increased from $9 to $12 the Wor 
veterans in my group (as well as those of other small retailers in this i 
would be required to borrow thousands upon thousands of dollars ir 
finance the floor stock payments which would be required under a new t 
would have to continue to borrow thousands in order to finance the new 
it is eventually collected from the consumer. In the meantime, sales w 
still further and the pressure of falling sales against greatly increased 
business would eliminate from this industry the small retailers who ha 
desperately trying to hang on in an effort to derive a livelihood and w 
some return on the money which they have invested in the business. 

These veterans have secured a license which gave them a franchise to 
a retail business. In one gesture the committee could make those fr 
valueless by bringing the Federal tax rate to a level which would redu 
for the retailers in this industry to the vanishing point. 

I am sure that the members of the House Ways and Means Committ 
been presented with facts which show without any doubt that the pr 
increase the liquor tax from $9 to $12 would work great economic inj 
segments of the legal liquor industry. I am sure that the members of t 
Ways and Means Committee will not recommend a tax increase on liqu 
will, in effect, deprive American veterans of the right to earn a living 

Thank you. 

The CHarrMan. I understand that Mr. Alprin of the Great: 
York Wholesale Dealers Association is here, and you would 
have him speak for a minute, is that correct? 

Mr. Krocu. Yes 

The CuHarrmMan. Without objection, we will hear from Mr. A 
at this time. 


Will you give your name and the organization which you rep 
and then you can extend your remarks in the record if you li 


STATEMENT OF MORRIS ALPRIN, ATTORNEY, REPRESENTING THE 
GREATER NEW YORK WHOLESALE LIQUOR DEALERS ASSOCIA. 
TION, NEW YORK, N. Y. 


[r. Auprin. My name ts Morris O. Alprin. I am an 
representing the Greater New York Wholesale Liquor Dealers A 
tion of New York City. 

Just 15 vears ago, in the spring of 1935, I appeared befor 
mittee in Opposition to competition in our industry from the | 
Government. I respectfully requested that alcoholic beverages 
by the Government, and sold by the Government at auctio1 
trade, should be donated to hospitals and eleemosynary inst 
You agreed with this point of view and abolished such com 
by the Government. 

Today, I appear before you on behalf of the association I rep 
resp etfully requesting that you do not create increased con 
for our legal industry by increasing the tax and thereby in: 
the incentive for the bootlegger and illieat operators. Thi 
dive rt a large volume of business from leval to illegal channe!s 

If the power to tax is the power to destroy, you gentlemen | 
ax of extinction over many small-business men’s heads.  Y: 
able to effect modified prohibition by the law of economics, 
increasing the taxes will affect volume of sales by the legal i 
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You are able to make alcoholic beverages the luxury of the rich 
You may effect a change in our morals, arise in crime and illegal 
activities, and increasing the income of the moonshiner and the growing 
commercial bootlegging business. 

By an increase in the tax to the proposed rate of $12, vou are filing a 
petition in bankruptcy against many small business, wholesalers and 
retailers, With resultant unemployment of our decent, loyal and hard- 
working employees. Such a flight of capital from this industry and 
the loss of volume will not only affect the industry but also affect 
the Government in its revenues from income and other taxes, from 
purchasing power, and many other sources. 
~ We are willing, as we have always been, to bear our fair and equi- 

: share of the load of government, as a legal industry in common 

ith every other legal American business, but the proposed tax not 

only detrimentally affects our industry but will drive many businesses 
to bankruptcy. 

The CHarrMAN. We thank you. 

Mr. Avprin. Thank you, gentlemen 

The CHAIRMAN. Mr. Norman Feldman, chairman of the board 
Wine and Spirits Wholesalers of America, St. Louis, Mo 


STATEMENT OF NORMAN FELDMAN, CHAIRMAN OF THE BOARD, 
WINE AND SPIRITS WHOLESALERS OF AMERICA, ST. LOUIS, MO. 


Will you give your name and address to the reporter, please? 

Mr. FetpMan. My name is Norman Feldman and I reside in South 
ve. N. J. | operate the Federal Wine and Liquor Co. of Jersey 

N. J., dealing in wholesale wine and liquor. While I am speak- 
rom my own experience, I also am chairman of the board of the 
and Spirits Wholesalers of America, which is the 1 
tion of wine and distilled spirits wholesalers. Our tra¢ 

s about 450 members in the 29 States and the District of Columbia 
re the citizens are licensed to engage in the wholesale alcoholic 

verage business. Although we deal in the wholesale distribution of 

wine and distilled spirits, for the sake of simplicity I am going to 
fine my remarks to the impact that the proposed 5315 percent 
ease 1n Federal taxes on distilled spirits would have on wholesale 

DULOTS. 

ppreciate this opportunity to testify, and I hope that the facts I 

nt on behalf of the liquor wholesalers in this country will be of 

p to the committee in its deliberations. 

Obviously, I speak as a businessman, though a small one, with 
self-interested purpose of protecting and maintaining not only the 
ness that | have managed to build up, but also the businesses of 

uusands of other men in our industry. In the light of the serious- 

ss of the problem now facing us all, and the country’s pressing need 
venue, however. | am deeply conscious of the obligation to 
with all sincerity and frankness 
ognize the necessity of the Government’s exploring, in thes 


: . : ) 
lit times, every r ‘vasonable source ol} additional! rea ral revenue, 


ational asso- 


) 
he 
} 
| 
i 


‘Asso; intion 


ily because of pre paredness needs put also to kee D down infla- 
that is every means consistent with keeping our country 
lly strong. 
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Full consideration should be given to the consequences of incr: 
the excise tax on legal distilled spirits from $9 to $12 per 
Those consequences would be: 

1. Greatly expanded illegal distilling activity. 

2. Serious injury to the thousands of small businesses in 
industry due to increasing costs at the wholesale and retail | 
They are already finding it difficult to stay above their break 
point. 

3. Reduced industry employment resulting from much 
consumer purchasing. 

4. Loss of much-needed revenue to State and local governm: 

Government witnesses have furnished the committee with c 
figures in support of Treasury tax increase proposals. 

While I do not pretend to be a professional statistician or an \ 
in Government finance, nevertheless it is necessary for me as 
nessman to make some estimate as to the effects this tax in 
would have on my business. 

In his statement before this committee on February 5, 1951, S 
tary of the Treasury Snyder estimated that Federal receipts 
distilled spirits excise taxes would reach $2,079,000,000 in th 
vear 1952 at the proposed $12 per gallon rate. This assume: 
payment on 173,300,000 proof gallons. He further estimated 
if the present $9 rate were continued, the anticipated revenue \ 
be $1,750,000,000 for the same period. This revenue would rep: 
tax payment on 194,400,000 proof gallons. He therefore assun 
drop of about 11 percent in tax-paid gallonage and consumptior 
to the effects of the tax increase. 

I believe the Secretary’s anticipated revenue for fiscal 1952, 
even the present $9 rate, is based on very optimistic premises. \\ 
you consider that the annual average tax-paid units for the past t! 
fiscal years, 1948-50, was only 157,500,000 proof gallons at a $9 
rate, it appears highly improbable that tax-paid gallonage in 
1952 would be 23 percent above this 3-year average. The figur 
the last three fiscal years clearly show a constant level of con: 
resistance to legal high-tax liquor. 

Is it therefore reasonable to assume that a 33% percent tax | 
would result in sharply expanded consumer purchasing of legal | 

Secretary Snyder’s estimate of 1952 revenue at a $9 tax rate 
to be based upon tax-paid withdrawals for the second half of « 
vear 1950, when withdrawals were 98,404,000 proof gallons, 26 p 
over the same period of calendar 1949. I certainly do not by 
valid to base estimates of fiscal 1952 tax-paid gallonage upo 
withdrawal figures for the second half of calendar 1950. He app 
has overlooked a very important reason for the big increase 
paid withdrawals during that period. Both wholesalers and r 
were stockpiling because of anticipated shortages and oth» 
certainties. It is highly significant that most of this stockpil 
tory is still in the hands of wholesalers and retailers. 

As a matter of fact, the last half of any calendar year conta 
seasonal peak of sales for this industry. The fallacy of using 
period as a basis for projecting estimates for a full vear | 
evident in the actual figures for calendar year 1950, when tot 
paid withdrawals were 164,654,284 proof gallons. Secretary 5 
apparent projection of the second half total would bring the ca 
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r withdrawal total to 196,914,066 gallons—98,457,033 gallons for 
nd half 1950 multiplied by 2. Therefore, projecting second-half 
res to get a full year total in this case results in an error of more 
39 000,000 gallons. 
In short, the second half 1950 figures that the Secretary cites are 
indicative of actual consumer purchasing. The 16 monopoly 
s which sell at retail provide the most accurate index of consumer 
iases. If the figures for these States are adjusted to exclude 
lesale purchases by on-premise outlets—which also were stock- 
actual sales in monopoly State stores in the last 6 months of 
the Korean erises period were up only about 7 percent over 
How much of even this moderate rise represents consumer stock 
we do not know 
le my estimate, like that of anyone else, is simply an informed 
| believe that the tax-paid gallonage figure for fiscal 1952 at $9 
nm would be about 169,200,000 proof gallons [ arrive at this 
ate simply by taking annual average tax-paid gallonage for the 
three fiscal vears, 157,500,000, and increasing it by 7% percent 
percent, to be exact-——the indicated actual gain in consumer pur- 
sing activity during the period of the Korean crisis. I feel that 
this is an optimistic figure. My 1952 tax-paid gallonage esti- 
based on the $9 rate, therefore, is far lower than Mr. Snyder’s. 
While Mr. Snvder evidently expects a decrease of about 11 percent 
tax-paid withdrawals if the tax is raised to $12 per gallon, in my 
lement the reduction in withdrawals would be somewhere in the 
ehborhood of 15 to 20 percent If the proposed increase resulted 
lecline of 15 percent in tax-paid gallonage, the total in fiscal 1952 
ld be 144,000,000 proof gallons. 
proposed tax increase even without anv mark-up would have 
adverse effect at the consumer level. The addition of the tax 
would push the price of legal whisky out of reach of many con- 
On a case of fifths of a typical blend, for example, the pro- 
$3 increase would amount to $6.25, bringing the total Federal 
tax burden to $25 a case. Naturally, the tax would even 
on a case of bonded whisky. 
wether, under the proposed rate, Federal, State, and local taxes 
| represent at least 12 to 15 times the current cost of producing 
merchandise, assuming no rise in State taxes. This results in an 
mely high price to the average consume! It represents an 
se of 50 to 60 cents a bottle of whisky, depending upon the Size 
proof. This represents an increased incentive to the llega] 
ator 
| have made the statement that at a $9 rate tax-paid gallonage in 
is much more likely to be closer to 169,200,000 proof callons 
Secretary Snyder’s highly optimistic figure. I have also given 
v informed guess the fact that an increase of 334 percent in the 
al tax rate would result in a drop of at least 15 percent in tax- 
vallonage for 1952. Let us see what these figures suggest in the 
probable revenue returns. A 15-percent drop in tax-paid 
ize under the impact of a $12 tax rate would bring the figure 
to approximately 144,000,000 tax-paid proof gallons. At the 
ite proposed by the Secretary of the Treasury, this would yield 
rederal Government only $1,728 million in the fiscal year 1952, 
$351 million below the Secretary’s estimated collection total 
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If the decline were 20 percent instead of 15 percent—which is ent 
possible—Federal revenue in 1952 fiscal year would be only a 
$1,625 million or about $454 million lower than the collection 
estimated by Secretary Snyder. It is obvious that at that point 
revenue from legal distilled spirits would have approached the 
of diminishing returns. 

Where the advantage of a Federal tax increase in terms of Fe: 
revenue is open to question, the impact on States is dramat 
negative because they have no tax-rise cushion. A decline of 
proportions whatsoever in consumer purchasing would be imme: 
translated into a direct revenue loss for States. 

Estimated State income from excise and monopoly sales of dis 
spirits were approxims ite ‘ly $339 million for the fiscal vear 1949 
latest period for which accurate figures are available. A 15 p 
drop in consumer purchasing below 1949 levels would resi 
drop of $51 million in State liquor revenues. 

[n terms of individual State needs, the prospect of such a de 
an alarming one. Consider, for example, New Jersey. In 1949 
Jersev collected $9,844,034 In excise taxes levied on distilled 
\ drop of 15 percent below this figure would mean a loss of $1,471 
for New Jersey. 

Because I thought you gentlemen particularly might find it int 
ing, | have made a breakdown of just the States represented on 
committee and have computed the estimated losses to each St 
consumer purchasing fell off 15 percent from 1949 levels. 
losses should be deducted from any Federal revenue benefits to 
a complete picture of total public revenues from distilled spirits 

Any benefits derived from an increase in the Federal tax rate wi 
be offset by the greatly expanded illegal production which wi 
certainly follow. Resistance to highly taxed legal whisky would « 
many consumers into illegal markets. In other words, not 
would there be a loss in net public revenue, but law violation wou 
shamefully encouraged. Any tax increase automatically increas 
competitive advantage of the illegal operator and creates enfore 
problems. Personally, I am more familiar with the situation | 
Jersey than in the other States, although my wholesaler colle: 
tell me that there is grave occasion for concern in every State i 
Union. When people decide they cannot afford legal whisky 
don’t just stop drinking. They continue to drink as much but 
their business to our competitor, the illegal operator. 

l realize that we are only the tax collectors, and that it 
consumer who ultimately pays the tax. But it costs us mor 
collect these taxes for the Federal Government. And already 
pressure of increasing costs and depressed mark-up, the whol: 
profit before taxes has dropped to a level of 1 to 2 percent, 
national average. 

A survey we have just completed shows that, depending upon 
locality, collecting the proposed tax increase would cost up to 645 « 


& case 

Keme mabe rr also that the wholesaler must advance the tax whi 
pays for his merchandise. He must extend credit to his retailers 
finance tm tax in the meantime. Since he must carry substant 
ventories, every wholesaler will have to increase his operating « 
by over 20 percent if this increase is put into effect. He must 
for breakage and transit losses. He receives no refund for such | 
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the State or Federal Government. He also pays commission, 
interest, and many other items such as personal property, 


{ 7) 


eceipt taxes, and ad valorem taxes. Unit costs would increase 


ince, 
1] tax assessments would increase proportionately. 
e the net profit of the wholesaler is very slim, it 
carrving an increased tax would mean t!} 
ny wholesalers if they were required to 
an increase in price. This is particulars 
her cost markets which represent over 
volume ol ce at . e other na 


sumer would he 


Impetus 


Sponsib 


me! 


an people 


Le 
quty 
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The Caarrman, Mr. King? 

Mr. Kine. Mr. Feldman, the wholesale operators in your bh 
are required to obtain the basic alcohol permit from the alcoh 
unit before they engaged in business? 

Mr. Fetpman. Yes; they do, Mr. Congressman. 

Mr. Kina. There is no charge made for this permit by the Go 
ment, is there? 

Mr. Frupman. There is no charge by the Federal Govern 
however, the State licenses which wholesalers are required to 
do have charges. 

Mr. Kine. Does your organization object to there being a « 
made by the Federal Government for basic permits? 

Mr. FetpmMan. Our association has never discussed it, Mr 
because it has never come up. The only charge we presently h:; 
the Federal level is the Federal wholesale liquor tax and the 
liquor stamp which we are required to carry. 

Mr. Kine. Several years ago I interested myself in detern 
what services were being rendered by the Government for whic! 
was no fee charged. I have felt and still feel that there is a {i 
revenue open in various of the governmental services which a: 
tended to the citizens. In my State, for the retail license, 1 thin! 
fee is over $500 a vear. It struck me as being unusual that a 
alcohol permit would be offered to industry without there being 
charge whatever and I was wondering if you had any opinion 
Would you suppose that your organization would object to a nor 
fee being charged? 

Mr. Feitpman. Well, we feel, Mr. King, that the $9 tax 
presently levied on distilled spirits merits sufficient return to th 
ernment for the enforcement problems which they have at the 
sale, retail, and distillers’ level. Basically our enforcement offi 
the various States are the State officials and there is a subst 
charge. For example, in my State of New Jersey | pay $2,000 


State government for a license per year. The enforcement pro 


Mr. King. Do you know how many basic permit holders 


) 


the policing problems, are principally State problems 


in the country? 

Mir. FeLpMAN. I do not know. 

Mr. Kine. Just roughly. 

Mr. Fetpman. I know that the Department of Commerce b 
census for 1948 revealed a total of 1,297 wholesalers engaged u 
holice-beverage business. But that does not indicate the numb 
we would say are wholesalers in the true sense of the word. Th: 
resent some who have a basic permit for some minor part o! 
busines 

Mr. Kine. That is all, Mr. Chairman. 

The Cuatrman. Thank you very much for your appearan 
the committee and for the information you have given, Mr. Fel 

Mr. Fectpman. Thank vou very much, gentlemen. 

The CuatrrmMan. Mr. W. C. Jacobsen, assistant director of 
culture, State of California, Sacramento, Calif. 
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STATEMENT OF W. C. JACOBSEN, ASSISTANT DIRECTOR OF AGRI- 
CULTURE, STATE OF CALIFORNIA, SACRAMENTO, CALIF., 
REPRESENTING THE WINE INDUSTRY 


» CHarRMAN. Will you give your full name and address and tell 
hom you represent? 
fr Jacornsen. Mr. Chairman and members of the committee, mv 
is W. C. Jacobsen. Iam assistant to the director of agriculture 
State of California, and I have been with the department 33 
working directly with our farmers in the production and market- 
of our crops. I am representing the California director of agri- 
re today, as well as the California State Board of Agriculture 
1 is a State-wide board composed of representatives of all branches 
r State’s agricultural economy. 
have neve 
so today because the increases In wine taxes, as 
ury Department, go directly to the heart of our : 


r before appeared before this comm 


in California To sav we are gravely conc 


lly I will explain 
, while grapes are produced in 14 of the tS State S$ 1n the Na Ion, 
are the prime fruit crop in California, even ahead of citrus in 
st vears. There are 506,000 bearing acres of grapes in California, 
nting more than one-third of the State’s total acre age in fruits 
ts. Our annual grape crops average more than 2,500,000 tons, 
ing to our farmers approximately $140,000,000 each vear. 
ity-six thousand farm families in California alone rec 
nt upon grape crowing for their livelihood 
md, our grape growers are dependent upon tl 
d wineries as an outlet for approximately one 
yrape production The balance of our era 
hipment or tor arying into raisins 
he no outlet for one-half of our gray 
{ surplus, th 
rnc crop th 


that ventus one-half 


vy outlets could m 


aT 
l 


aut ti 
would have to be pulled up, a severe blow to our a 


iv because grapes are not an annual crop but are 

ected length of life of 20 to 30 years, and also becat much of 
reage now planted to grapes 1s unsu table for any other crop 

d, since wineries are in reality the stabilizer of the grape indus- 
vthing, such as the proposed excessive taxes on wine that would 


decrease the consumption, or result in lower ave rage returns to 
owers, or both, 3s of direct i l nediate concern to our State 


ment of agriculture To put it another way, grapes, raisins 


vine are interdependent—any loss of market or income for one 

es automatically a loss of income for all 

\M[r. Baccigaluppi before me has pointed out, the Treasury De- 
nt’s estimates submitted to you indicate they expect the li- 
| rates on wine to cause a decline in consumption. Using their 
the decline would appear to be as much as 15 percent Even 

h the Treasury might get some additional tax revenue along 

a 15-percent decline in consumption, who, may I ask, is going to 

le the market for the 200,000 tons of grapes represented by that 


cent decline In Wine sales? 
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Does this surplus, representing roughly 15 percent of 
rape production, get dumped on the market to depress the p 
isins, fresh grapes, and wine alike? Will the Government s 
h loans for crop diversion or purchase of raisins for Marsh 
or school lunches? Or are we my nd to undertake a p 
of pulling up grapevines and creating idle farm land and 
farm workers? 


Nor ure we fT vi o alone 


a 
i 
able wine consumption 


on Treasury Department esti 
as a result of the proposed 
dent studies made by the Giannini Foundation of Aci 
ol the | niversity of C's wlifornia indicate not only loss of vor 
tion even greater than that the Treas iry estimates, but als 
larg centage decline in rett vintners and growers 
ativ mcreased tay 

been our experience o 
| to absorb the move Db 
d either by dee consumption or by 
harvests . 
Lot me { at e grape indusiry ts not willing 
rest of agriculture, ar its fair 


‘. oy Nation’s p! 


share of any tax p 
effort on as nearly a 


s possible would like to file with this com 
Tgp pose, ‘alifornu I , ure to that 


wine taxes should 

other sources of revenue, 

can afford to bear without serio 

. vrape and raisin industries have, on a few oc¢ 

the past, found it necessary to seek Federal aid in the form ot 

and purchases of surplus crops, and may in emm apa have to 

again, | know that our people much prefer self-help to 
financial aid. 


{s a specific example, | would like to point to the voluntary 
adopted by the wine growers, and admunisteres 
State Department of Agriculture. Under this p 
ias been in operation since 1938, the wine growers of tl 
USSCSS¢ d themselves about one and i half eas la 
which tax is collected by the State and set aside ina spe cial fu 
used to print educational material on the proper and temperat: 
wine, to show dealers how to properly handle and display w 
conduct market surveys, and to prevent, modify, or remove 
barriers to the distribution of wine in other St: ates. We feel t] 
m has been partly responsible for recreating in the Unites 


ana o 


, 


ls lo = OL! 
rovVvi 


} 


- 
LiLo} 


ndustry that was virtually killed 


by prohibition. W 
asonable, continu une 


expansion of the wine market 
best means of developing a non] 
le outlet for our frequently recurring grape-crop surpluse s 
Other and additional marketing-e poms programs are also in 
tion. These are designed to improve the quality of shipping 
to improve the orderly flow to market of raisins, and the orde1 


to marke of W ine. 


SLaAtes otle rs one of the 


One program for raisins, for 
raisins in bakery channels 
Inge the ent 


efforts afl 


instance, is to promote the 
and in other ways with a view of pn 
ire tonnage produc ed in commecrial channels. All of 


ting the marketing of raisins, grapes, and wine ta 
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are reasonably successful and will undoubtedly continue to 
fin further progress, but none of them singly or taken together 
be in a position to withstand the terrific impact that would 
es upon table wines from 15 


d 
from an increase 1n Federal tax 
ents pe! rallon, and in. increase trom 6U cents 


1 
1 upon dessert 


nued icouragement by our committe 
taxes, we can ali ie { xpand 

s, thus relieving 1 o 
| roviding the Federal 
ncreasing amount 





REVENUE REVISION OF 1951 


The CaarrmMan. Mr. King? 

Mr. Kina. I trust that you did not mean by your statement 
you had not been here before as a form of apology for being here? 

Mr. Jaconsen. Mr. King, I have been here before, but not b 
this particular committee. 

Mr. Kine. I think your department should be here more oft 

Mr. Jaconsen. Thank you. 

Mr. Kine. I have seen instances where our State has suffer 
bit because of the lack of a man, we will say, in your capacity 
here to assist the delegation in seeing to it that our State receiv: 
consideration. 

Mr. Jaconsen. Thank you. 

Also, Mr. Chairman, I have to offer for inspection, and fo: 
committee’s use, Economic Situation and Market Organization } 
California Grape Industries. 

The CHarrman. That will be made available to the comm 
through the clerk and will not be made a part of the record. 

Mr. Jaconsen. Yes, sir. 

The Cuarrman. Mr. Reed? 

Mr. Reep. You have made a very fine statement. It is not nm 
sary for me to ask you any quesions because you have presented 
tax picture very vividly. 

Mr. Jacospsen. Thank you, Mr. Chairman and members of 
committee. 

The Caarrman. Mr. Benjamin Josephs, president of the Nat 
Retail Liquor Package Store Association, 


STATEMENT OF BENJAMIN JOSEPHS, PRESIDENT, NATIONAL RE. 
TAIL LIQUOR PACKAGE STORE ASSOCIATION, BOSTON, MASS 


The CuarrmMan. Will vou give the reporter your name and also 
capacity in which vou appear? 

Mr. Joserus. My name is Benjamin Josephs. I am a retail 
package store owner in Worcester, Mass. I am also president 
National Retail Liquor Package Store Association, which em! 
about 44,000 licensees who sell liquor by the bottle not to be con: 
on the premises, and who are in the group of those usually referr 
as “the small American businessman.”’ 

Most of our stores are family operations with one or two o 
emplovees. We are active in the civic affairs of our various com 
ties and in the forefront when any worthy charitable or patrioti 
isto be s¢ rved in short We try to be cood citizens 

We are an important factor in the orderly control of liquot 
pe nsing 

In the capacity of businessmen, as well as neighbor and frie 
are in constant contact with a great cross section of the Am: 
publie—the consumer. We realize as Americans and parent 
urgency of the times and are ready and willing to do our share; 
judging by the buying habits of our customers, the consumers \ 
react sharply to any further liquor-tax increase. I have reaso 
fear very strongly that because of a sharp drop in sales a large n 
of us will be forced out of business if any further unreasonab! 
burden is placed upon us. 
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Even though our industry has always carried a much heavier tax 
len than any other, we have struggled along somehow while 
ng put in the unique position of financing out of our pockets, in 
ince, the very taxes which are strangling our efforts to make a 
nt living and at the same time doubling as Government tax 
ctors—without pay 
io get back to consumer reaction to the prop sed tax increase 
simply but very graphically expressed by one of my customers 
lows: “‘“Goodness knows the price of whisky is high enough now; 
f new taxes boost it much higher, I’m just going to have to give 
altogether When | stop to think that I'll have to pay out 
than 10 percent of my week’s pay for a bottle, it’s time to call a 
That is a very simple but accurate summing up of a condition 
h cannot be ignored That statement transferred into action 
s just one thing to me—I’m out of business 
{nother reaction from a different customer is this: “Let those 
ro on, Mister, ana I’m either buying moonshine or Making my 
nd don’t think for 1 minute he’s fooling 


show that under the present $9 per gallon rat 


) moonshining 
wen increasing by leaps and bounds since the end of World Was 

| don’t mean in just those sections where illegal WHISKY making is 
raditional, either. Here is the story of a still which was raided in 
Hi erhill, in cood old solid Massachusetts, less than 20 miles from 
I place of business: The capacity of this still was 1,500 gallons 
day, and it had been in operation about 3 months ‘This means. 


1980 proof, this on till cost the Federal Govern 1 S$?6.650 


dav it operated f th liquor tax were not so high, it would 
ve been profitabl r that still to operate When ! questioned 


xistence of any more of these stills in the vicinity, n Vv customer 
ptly offered to show me three In operation within a radius of 
les of my place of business. 

Further exorbitant tax increases become an open mvitation to 
re in the illegal making of whisky and only tend to hasten the 
vhen I am forced out of business with the loss of that revenue to 
Government for which I now account. Project this condition 
n-wide and the ve ry purpose for which this measure is intended, 
of rs ising money will be defeated, as the anticipated revenue 
excise taxes will be offset by the loss of revenue in the form of 
me taxes which have disappeared You can't vet taxes irom a 

ss Which no longer exists. You’re all familiar, I’m sure, with 
story of the goose that laid the golden egg. That this situation 
{ onal is evidenced by letters and telegrams I’ve received from 
able representative dealers throughout the country 
istomers, in other words citizens and voters, are confused and 
ntful over the establishment by law of class distinction. They 

» resent having the law push them into breaking the law. By 
| mean, unless they are in the class of the wealthy, they cannot 
d to buy liquor legally and will be forced, because of Govern 
action, to become lawbreakers by rome tt the bootleggers lo! 
supply. 
rtainly, in our democratic form of Government, we frown on 
distinetion, and no rood citizen wants to break the law 

the contradi tory sil lation of having voted on one hand 
“e the sale of liquor and establish rules for its orderly handling 
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then on the other hand watch that vote nullified by the impos 
of higher and higher taxes, depriving the majority of voters of | 
legal rights simply because they do not happen to be of the wea 
class, causes to confuse the thinking of otherwise decent citizens 
results in compromising with conscience and increases disregar 
all laws. 

To point up more clearly how close to the vanishing point wi 
now operating, I point to, according to Dun «& Bradstreet’s busi 
information division, an increase of 1,650 percent in the numly 
business failures among retail liquor package stores between 
and 1949, compared with a failure increase of 1,357 percent fo 
other retail busmess. We can thank the present excessively 
Federal tax of $9 per gallon, which represents a 718 percent in: 
above the rate of $1.10 per gallon which was in effect at the tin 
repeal, for that trend. Also, according to Dun & Bradstreet 
average markup for 51 lines of retail trade other than liquor is 
percent. Our markup is only 28 percent; but, even more impo 
our gross margin based on selling price is only 21.6 percent on a 
of blended whisky. 

As a result of the squeeze between fixed margin and increasing 
package-store retailers are now realizing an average net profit of 
percent In other words, we get back about 24 cents out of ey 
dollar we put into our business. If the tax is raised exorbitant) 
will sound a death knell for thousands of small businesses. 

What we need at this point is not more taxes but relief from 
last excise-tax increase. The whisky business is no different from 1 
other businesses except that the costs of the visible product in 
bottle account for only a fraction of the selling price most of the 
being taxes, Which go to our business partner, the Government 

As it works out, the commodity we're selling is taxes. Tax 
really a part of the production cost of the product that we sell 
part of the price that we pay to our suppliers for the merchandis: 
sell. It’s part of our investment in our business. We therefor 
that we are entitled to a reasonable return for our investment 
services, and should not be kept in constant turmoil wondering 
month to month what new problems might be added. 

Not only would it not be good business judgment to add t 
present heavy liquor tax burden, but it is not in the American w 
single out one industry and so severely strangle it that it is fore 
extinction 

To sum up, unreasonable liquor taxation will serve to subsidiz 
increase moonshining and bootlegging. 

It will put us, the retailers, out of business. 

[t will establish class distinction and a disregard for law and o1 

None of these things will help with rearmament, or the contr 
social evils or anything else. 

Thank you, gentlemen. 

The CuarrMan. Thank you very much, sir. 

Mr. Joserpus. Thank you, gentlemen. 

The Cuarrman. Mr. Greyton H. Taylor, chairman of the W 
Conference of America, Hammondsport, N. Y. 
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STATEMENT OF GREYTON H. TAYLOR, CHAIRMAN, THE WINE 
CONFERENCE OF AMERICA, HAMMONDSPORT, N. Y., REPRE- 
SENTING THE WINE INDUSTRY 


TAYLOR. \i nan is Greyton H Tavlor % ide at Ham- 
port Steube t ¢ iT) " N.Y | am i op tT] - 2 ad manavel ol 
Wine Co., Hammondsport, N. ¥ pe growers and wine- 


CHAIRMAN. Will you give your name and address, please? 


S UOur comp a family-owned bu 3 es lis lay Rai) 
i vel | int ad ry ip ais T ’ ‘ | N ¢ Yo : 
] 

R D Who I vou in the Cor 

i YLO} (on man Sterling Col r a: he y 

Kk ED | KnOW \ ad ply int ed | 

\ abliv sa | 
ay! iH Cine ? ) | 
, 

K », Kine ( } 

faytor. la heh 

acne Prod ice! it : i trne Asso itor | ‘ member 

| " 

es are located in New York, Ohio, and California 


\s chairman of t! Wine Conference of Amet testimony 


oO support the vy Of i co | 


\ ! 
\ heal ve ‘ j fil] ‘ } , ] 
1 Win a e comp na oO 
{ ment thro World War I] No oO finat } 
wartim r! f the Congress <¢ ! ssary 
furthe! se taxes, we WIs th 
that our both willing and a pav its fal 
of such increase an equitabl INGuUSLTy- I V ba 
er, We must quickly add that our industry does no 
S prope soc} \ } eT AT ry of if Tre \ 
| quit ib! ! Inany reaso \ s ) 
eally cultural industry p 
le in the al erage field d da 
nd erap 3 We tend ou 
mocratl } i] \ 
crowing of eral and produ tion Of wine Sf Nation-w de 
ry, with grapes | ng grown in 44 States and VW ¢ produced com- 


uly in 29 States isa New York produce! and as chairman of 
] 


14 ’ 9 . l 
Wine Conference of America. I want this committee to know that 


Mr Baccigaluppi and Mr Jacol en preceding me have said 
the adi astrous effects on California vrowers ot the proposed 


sury tax rates on wine is equally true to! 1e ¢ owers and producers 
‘ substantial ora pe and wine-producing States of New York, 
Ohio, Michigan, New Jersev, | svivania, Washington Oregon, 


» . 
th Carolina, Georgia, Iowa, Arkansas, Missouri | Virginia. 


are grapes the only crop affected. Fruits and berries such as 
blackberries, loganberri peaches, and cherries are widely 
lor wine production in most of these same States 1 
wine industry uses by far the largest tonnage of grapes from 


mer each yeal In the East, we grow 12 pru Ipal comme rcial 
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varieties of grapes, of which the Concord is the most widely gr 
A small percenttge of Concords are used in the fresh-fruit ma 
but the bulk is used for winemaking, table juice, jams, and jelli: 

Since World War II the Concord grape has become increas 
important in the Kast as a wine grape, principally in the producti 
a sweet table wine. 

Excessive wine taxes will mean diminishing wine sales, 
Treasury Department estimates indicate, and also because we 
from experience that there is a limit to the amount a consumer wil 
for a bottle of wine in comparison to other food and beverage iten 
his table 

In the East, where farmers grew 197,800 tons of Concords and « 
eastern grapes in 1950 for which the growers received an avera; 
$100 to $130 per ton, decreased consumption with a resulting su; 
of grapes could easily result in a drop of price of $50 per ton, t; 
over $9,900,000 directly out of the farmer’s cash crop in the E; 
States 

In 1949-50 all States other than California peoduced 10,65¢ 
gallons of wine, the total Federal tax from which averaged 5! 
per gallon at the present raies or $5,434,000. Under the new prop 
average rate of $1.20 per gallon, the consumption could easily 
25 percent. The Government would then collect about $9,500, 
taxes, a gain of $4,000,000—while the farmers would stand to 
$9,900,000. 

This possible gouging of the pocketbook of the American grape 
fruit grower living in 29 States where commercial wine is made | 
only of deep concern to him—he is alerted to action. In his inde: 
able spirit he has weathered reoccurring surpluses and crop fail 
Already the wine maker in the East is paying $80 in excise taxes in s 
wines and $480 in excise taxes on champagne in each ton of grap: 
buys from him; now it is proposed that this be increased to $20 
$704 per ton, respectively. Where is it going to stop, and when? 

I feel thai many people overlook, when they point to the ri 
growth of the wine industry from 1933 to date, that most o! 
progress was accomplished in a period of only 7 vears, 1933 to 
During these 7 years table wines were taxed 5 cents per gallon, «i 
wines 10 cenis per gallon, and champagne 50 cents per gallon. Tl 
10 vears have seen che industry about holding its own under a crus 
tax burden now 566 percent higher than the period 1933 to 1940 

Another factor to which I would like to eall to the commit 
attention is the subject of home-made wine. Now no one, I am s 
would want to see a wave of home-made-wine-making sweep the 
trv. But remember that grapes are grown in 44 of the 48 Si 
They grow not only on 675,000 acres of cultivated land but ir 
backyards of our citizens everywhere. They are already planted 
vielding their cTOps. They are being set out year after year in 
creasing numbers and new varieties. A man’s home is his casil 
high wine prices due bo exces ive eXel e taxes will drive millions 

down into their cellars with their inexpensive equipment and thei 
and barrels—free from the long arm of the Treasury Deparin 
Grave danger lies ahead for indusiry rather than the hopes and sp 
of free commercial enterprise. 

In contrast, I would also like to mention a particulac instance w! 
sales have increased by a reduction of tax on wines to the point w 
it shows a rise in revenue. 
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nd increase 
reflect in 
and consequen 
ral Government. 
Cc] the taxes on so-ca led x V is Wine 


Wh } consumed fl the rai } UU rallons 
compared on a luxury basis with the 


_ hous S nitu minusements 
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nd tobacco are the only y ari I 
op is subject LO eXCls taxes. 
7 1 1 
h reference to the champagne industry, which is 
of the grape and wine industry, I would like to 


x Increases proposed by the Treasury Department 


nwarranted 
mpagne is a tvpe of table wine that ré 


the bottle to produce natural cat bontiec 
injected into sparkling soft drinks Champay 


at ‘ } 
ally in New York, Ohio, New Jersey. Missour 
e wine in a bottle of champagne without the bubbl ' ld 

18% cents at the consumer level under the proposed rates before 
. } 


When vou pull a cork froma bottle of champagne with bubbles 
<7 proposed taxes Ol be in effect. vou would pea S1.46 


nal }Uust for the Dubbie iet vou be the judge 1 


I you o1 


} } l J i 
LaXDaAVEe! feels Dubbdbies Irom any bh i Ci 


irsi veur 3 ‘ epeal of prohibition Wi 

mpagcne were ( hnsumed, the CONSUMDLK 
h the vear 1941 

42 the tax on champagne had reached the exorbitant figur« 
vallion—up 400 percent from prewar vears. From that point 
principle of diminishing returns set in with the exception of che 
Om Vearrs of World War il. Tax boosis since th ‘nn are progres S- 
taxing the champagne industry into stagnation 


or the vears 1933-50 showine the rate of excise tax on 


sparkling wines and apparent consumption of United 
g wines in the United States appears as an appendag 

atement. 
ation im. the champagne industry is in direct contrast 
ar l] vears when the ove r-all sale of wine increased appro. 
T 


0) percent during a period when reneral DUSINeSS Was steam 


sumer industr 
caused by hea 
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The table I refer to clearly shows it. The mistake was made 

the 1944 excise tax increase was not removed and it is questio 
whether in normal times the champagne industry can stand ey 
$2 per gallon tax as was levied in 1942, if it is the desire of our Goy 
ment to let it proceed with normal growth along with other busin 

The Treasury Department now has proposed a tax of 22 ceni 
each one-half pint, or fraction thereof, on champagne. This ame 
to $10.56 per case for 12 four-fifths-quart bottles, which is the 
dard unit of packaging. After customary wholesaler and retail n 
ups, this per case tax becomes in reality $19.80—$8.25 per gall 
$1.65 per bottle. 

If it is the desire to kill the champagne industry in this cou 
bankrupt the farmers who grow the select grapes needed for its 
duction, ruin the companies engaged in its manufacture, and d 
laborers of their jobs in our wineries it need not be done by prohil 
legislation, the Congress can do it by excessive taxation. 

| would like at this point, to make a recommendation on the m 
of taxing sparkling wines which I trust will receive your careful 
sideration in any new tax bill. 

For many vears the excise tax on champagne and sparkling y 
has been figured on a basis of X number of cents on each half- 
bottle or fraction thereof in traditional sparkling-wine bottles w) 
do not break down, into half-pint units, forcing the industry to 
a larger tax per bottle than Congress intended. 

The present Federal tax on champagne is 15 cents on each 
pint or fraction thereof. It is apparent that the Congress int 
to tax this wine at $2.40 per gallon; that is, 16 half pimts at 15 « 
each. However, the wine maker has actually been paying a 
$3 per gallon on all of the champagne he sells, because there ar 
2.4 wine gallons in a case of champagne—instead of 16 half pints 
gallons. He has been paying $7.20 per case instead of $5.76 per 
an over-payment of $1.44 per case, because of this quirk in the R 
Code. 

In view of the present critical state of the champagne indust 
earnestly recommend that your committee tax champagne and sp 
ling wines on a per-gallon basis; change the present rate of 15 
on each half pint or fraction thereof (32.40 per gallon) to $3 per 
In keeping with the excise tax basis for other wines, champagne 


sparkling wines will then be on a gallonage basis. 

(Artificially carbonated wines on the same basis would be t 
under the present law 10 cents on each one-half pint or fraction the 
or $1.60 per gallon. I would recommend that this tax be put 
gallonage basis at $2 per gallon 

I won't trv to confuse you with these figures which would appé 
raise the tax on sparkling wines—they don’t—it’s just a matt 
making the winery pay the exact amount of tax on a case of ¢ 
pagne, sparkling wine, and artificially carbonated wine that | ¢ 
the Congress originally intended. 

This would not increase the revenue from excise taxes on t! 
products However, a careful study will prove, as | have attempt 
to prove in this statement, these taxes should not be increased at 
time. 





REVENUE REVISION OF 1951 2149 


ou follow my suggestions and correct a situation that for a long 
has been most unfair—you will take the first step necessary to 
the champagne industry which is in a truly critical state—too 
} part of its base selling price is made up of the present exorbitant 
» tax. 

ne. due to the very nature of the product. its 


I 


ise in the home as 
perature beverage with food, and its valuable properties as a 
for elderly peoples, must be sold at a reasonable price. The 
trv can be commended, first, because the far any increased 
rrape yields per acre by improved pruning, fey 
tion: second, be ise the wineries by modernizing th r plant 
ties and expanding markets have thus increased 
alone have kept costs of wine down in Spit 
eadilv increased cost of labor, materials, an 


“ee : 
nt ot the Governn 


i i > 
e $10 billion more annuall, 


» DASI 


nomic Report 
tee on levvil 

of inflation. 
total consun 


of the Da 
LO ad] 


opinion, 
Industry 
should he. 


vour committee finds 1n it bera hat 1 alco- 


erage industry as a whole should contribute : rtain addi- 
amount of excise tax to the total needed, ‘nm increase the 
tax rates on an equitable basis comparable to increases on all 
ources of revenue 
us feel we are contributing our ¢ ie other 
1 proportion to hat li has been prove 
and still survive Onlv by keeping « 
De able to continue to Dav taxes 1n ihe ver 


Vou. 


pendix A and B attached to the statement are as follows:) 
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APPENDIX A 
MEMBERS OF WINE CONFERENCE OF AMERICA 


American Wine Association, 292 Madison Avenue, New York, N. Y. 

Associated Vintners of the Middle West, 33 North LaSalle Street, Chicago 

Bottle Fermented Champagne Producers, Inc., 901 Barr Building, Was! 
D. C. 

Council Bluffs Grape Growers Association, 900 South Seventh Street, | 
Bluffs, lowa 

Finger Lakes Wine Growers Association, Naples, N. Y. 

Marvland Institute of Wine & Spirits Distributors, Inc., Suite 600, Hearst 
Building, Baltimore, Md. 

Michigan Wine Institute, 460 South Kalamazoo Street, Paw Paw, Mic! 

National Association of Alcoholic Beverage Importers, Inc., Room 700, N 
Press Building, Washington, D. C. 

Wine Association of Pennsylvania, P. O. Box 6790, Philadelphia, Pa 

National Wine Association, c/o Quality Fruit Association, Yonkers, N. Y 

Ohio Grape Growers & Vintners, O. Box 595, Sandusky, Ohio. 

Ohio Grape Growers Institute, 31734 Lake Road, Avon Lake, Ohio 

Ohio Wine Dealers Association, 70 East State Street, Columbus, Ohio 

North Carolina Association for Wine Control, Apartment 4—A, Carolina 
Raleigh, N. C 

Texas Wine Association, Brown Building, Austin, Tex 

Vermouth Institute, 601 West Twenty-sixth Street, New York, N. Y. 

Washington Wine Council 9117 East Marginal Way, Seattle, Wash. 

W istributors of Northern California, 814 Montgomery Street, San Fra 


17 Market Street, San Francisco 3, Calif. 


ApPrENDIX II 


wines and apparent consun 


beet 
States 








REVENUE REVISION OF 1951 9151 


Keocu. Mr. Chairman, I am sure that our distinguished 
ue, Mr. King, and the other gentlemen from California will not 
my noting in the record that we from New York are indeed 
roud of the products of the New York State wineries of which Mr. 
’s company is such an outstanding example. I would like, 
lavlor, if you would please, Lo have you tel] mea little more about 
rence you made which has not been touched upon by any other 
ss. On page 4 of vour prepared statement vou refer to the ques- 

home-made wine. 1 would like you to tell me whether the 
ned of home-made wine is legal? 

Taytor. Sir, it is legal. At the present time the Alcohol Tax 
lows a householder to make 200 gallons of wine for himself and 
ch of his family without any fee, but a permit is necessary. All 
s necessary is a permit and, of course, there being no tax you 
et no super, Islon 

Krocu. They must get a permit. Is it vour opinion that all 

engaged in the making of home-made wine apply for these 
ermits? 

Taytor. I am quite sure that I am correct in the statement 
a very, very small percentage ever apply for such a permit. 

Krocu. Has there ever been any statement made by your 


rence or any other association as to the probabl amount of wine 
it is made in that way’ 
\fr. Taytor. There have been several estimates given from time 


? 


based on fresh fruit shipments in the market which we all 
do not all go for table use as fresh fruit. These estimates have 
nywhere from 30 to 50 million gallons a year now being made 
home. 
KROGH, What 1S the total production of thie \ ‘S| Do 
ive that figure? 
TAYLOR The total production of wineries | 


! llion gallons a vear. 


Krocu. The home-made wine production m 
of that? 

Taytor. That is right 

Kerocu. Thank vou very much. 
Minus. Mr. Reed? 

Ri ED Mr. Keogh asked you about h yme-made 
ite you gave was 30 million gallons? 
Taytor. Yes 

ep. What would you sav would be the result if the Treasury 


i 
» 


iosal becomes effective 


Taytor. I am sure if these proposed Treasury rates went 
fect there would certainly be much greater incentive for the 
to make table wine in his home. It is hard to make any 
ate of what that would be because we do not know what the 
roing to be vet, but | can assure vou that it would be substantial. 

Reep. | would like to ask another question. There is no 
ce of the grape grower being able to rotate his crops, is there? 

Taytor. That is right, sir 

Reep. It takes about 5 years to produce grapes? 

Taytor. Yes, sir 

Rerep. So that it is almost a total loss until after 5 years. The 
s which you represent, the Finger Lakes re rion, has two or three 
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varieties of grapes, I believe. Is it the Clinton grape that th: 
for wine? 

Mr. Taytor. Yes, sir. They also use the Ives. 

Mr. Reep. The Delaware is also used? 

Mr. Taytor. The Delaware is one of the champagne grapes 

Mr. Reep. A small red grape? 

Mr. Taytor. Yes, sir. 

Mr. Reep. Well, that particular region around the Finger | 
is particularly favorable for grape growing because of the 
lakes that control the frost? 

Mr. Taytor. That is the only way we can grow the type of 
we do, those of us located in New York, Ohio, Michigan, and so 
because of the tempering influence of the water. We have to 
our grapes on the hillsides as close as possible to the water and 
of this land is not suitable for other farm crops such as wheat and 
grains. 

Mr. Resp. Then in some of these areas the soil is he auVvy clays 
are not favorable for other crops? 

Mr. Taytor. That is right. 

Mr. Reep. Usually you find the vineyards within a short dis 
of the many lakes in central New York State? 

Mr. Taytor. Yes. 

Mr. Reep. They also produce grapes for jellies, jams, and wi 

Mr. Taytor. Yes. You might be interested to know, Con 
man, that many of the juice plants in your district and in our d 
are now selling substantial portions of their total pack to winer 
make sweet table wines. It has become increasingly an impo 
part of their business. 


Mr. Reep. There is a grape growing section right across thi 


national border in Canada? 

Mir. Taytor. Yes. 

Mr. Res Joes that come in competition with you? 

Mir. Taytor. At the present time they have not shipped win 
into the United States. The consumption in Canada has be: 
to take care of their surplus problem. 

\[r. Reep. Are you getting some competition from France? 

Mr. Taytor. Yes; we always get some competition from imp 
wines in the wine industry. It amounts to around 3% or 4 per: 
year. It is mostly of course in the high priced wines and champag 

Mr. Reep. With the rates that we have in connection w 
trade agreements, if you raise your taxes too high, it will mak 
trouble, will it not? 

Mr. Taytor. They will pay of course the same excise tax t! 
will 

Mr. Reep. Thank vou very much. 

The CuatrmMan. Mr. Keogh? 

Mr. Keogu. May I be permitted to have the record note the 
ence at the witness table of the capable counsel, Fran's Lu lwig 
has accompanied Mr. Tavlor and whose distinguished public and 
fessional services have always been available and of vreat assist! 
the committees of the Congress. 

The CHarrMan. Yes; we are glad to note that. 

Mr. Taytor. Thank you very much, gentlemen. 
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The CHarrMAN. Without objection, and I hope it is agreeable to 
who can remain overnight, we will call at this time those who 

ist leave tonight 

We will hear at this time from Mr. Emmett McGinn, Philadelphia, 
epresenting the National Licensed Beverage Association 


‘ 


TEMENT OF EMMETT McGINN, PHILADELPHIA, PA., REPRE- 

NTING THE NATIONAL LICENSED BEVERAGE ASSOCIATION 

( inmMAN. Will vou give your name a ) to th 
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premise establishment because of higher labor, investment and . 
head costs, the fact is that the present high rate of excise ta 
raised the cost per drink to the point where the tax-conscious con 

has been forced to the relative saving of purchase by the bot 
home consumption. This situation is illustrated by the fact 
during the war years restaurants and taverns sold 70 percent 

distilled spirits, but now we sell only 30 percent. 

The second cause of our further decline in sales volume con 
the individual who has been priced out of the legal market by 
present tax. He is the man who buys the illegally produced pri 
To most people illegal manufacture or moonshining connotes a 
woods operation for local consumption. However, to me it me 
entirely different matter because these operations are taking cust 
from the tavern industry in my city and elsewhere. In my o 
capacity with our association in Philadelphia I receive requ 
least weekly to report specific speakeasy operations to the p 
These are important illegal, tax-free, retail outlets for moonshin 
constitute a vicious kind of unfair competition to the legal tax-pa 
retail licensees, with corresponding revenue loss to the State and 
eral Government both from excise and other taxes. 

Last Saturday I checked with the vice squad in Philadelphia 
is the agency to whom I forward these complaints. I was told 
in the period from February 1 to March 10, a period of 38 days, 
were 87 arrests by the vice squad for the sale of illegally manufact 
nontaxed liquor. 

| can illustrate the magnitude of this unfair competition an 
leak by citing the fact that on October 20, 1950, a 1,500 gallo 
was seized in Philadelphia and a 1,050 gallon still was seized o 
outskirts of Pittsburgh. ‘These stills, two of the largest seized 


country, were marketing tax-free whisky in two of the largest 
in the country. 

With the present reduced volume of business and with ma 
censees operating very close to the line between success and f: 


we are not in a position to absorb an increase in the gallonag 
Neither are we in a position to drive more customers away by ra 
the retail price. 

It must be remembered that the 160,000 tax collectors whi 
facing this dilemma are also taxpayers under the Federal incor 
law and the adverse effect of additional excises will affect by 
revenues from that source. This is true not only as regards 
income tax paid by the retailers but also that of the several hu 
thousand taxpayers whom retailers are able to employ. 

These considerations apply to all of the gallonage excises—sp 
wine, and beer. In the case of beer, the increased tax per u! 
sale is small, but it must either be absorbed by the retailer or p 
on by a rise in the price in units of 5 cents. Retail prices I 
restaurant or tavern in odd cents never have and never will be su: 
ful. Again, we are not in a position where the tax can be abs 
and an increase in price will result only in reduced volume. 

There is a further consideration which affects the welfare of | 
licensees other than in the volume of sales. That is the fin 
necessary to maintain inventories. These small-business men fa: 
necessity, under the increased tax, of payment of the tax on 
now on hand. They realize too that if the taxes are increas 
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of maintaining their inventory will increase by an average of 
vercent. These excises are not like a sales tax but are collected 
vance so that the higher the tax the higher the retailer finds his 
‘ost of doing business. 
view of the present de pressed volume of sales and the extremely 
margin of profit which w » have. we ask the committes to refrain 
ising the excl f taxes on alcoholic bevel izes at this time. The 


. lar n . ] att an 4 Iur 3 ‘ ifriat . } +} 
ses unaer consideration Cahn resuit ONLY In a situation in whie!l 


ndustry will be unable to bear its fair shar of the over-all tax 


, because many on-premise retailers will be forced out of busi- 
ere will be a sharp drop in employment in our segment of the 
il 


and declin ing | ral sales wi 


ded revelhu to Kederal. 


find final express! in loss of 
“sf « 

vou 

of affiliates « the National 


- ¥) 
5 as iOLLOw s 


| i) 


of Wiss 
nsed Bevera 
vern Owners 
lavern Keepers’ Associat 

CHAIRMAN. Mr. Eberharter? 

KBERHARTER. Mr. McGinn, you mentioned two large stills 
vere recently seized in Pennsylvania. Were they seized by 
al authorities or State or county authorities? 

MeGrinn. The still seizure at Philadelphia, they both happened 
ume day, Congressman: The one in Philadelphia was seized 
ennsylvania Liquor Control Board’s agents and the Philadel- 

lice. ‘The one in Pittsburgh was seized by the alcohol tax 
s near Aliquippa 

I BERHARTER. Is there any indication as to how long these stills 

i in operation when they were seized? 

McGinn. Not to my knowledge. The one in Philadelphia was 

| to have operated for a month and the one at Aliquippa 


t sure of. 


1) 
i 
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Mr. Eperwarter. Thank you. 

The CHatrMan. We thank you, Mr. McGinn, for the inform: 
you have given the committee. 

Mr. McGinn. Thank vou, gentlemen. 

The CHAtRMAN. At this time we will hear from Mr. Erwin B. | 
director of the Division of Alcoholic Beverage Control of the St: 
New Jersey. 


STATEMENT OF ERWIN B. HOCK, DIRECTOR OF THE DIVISION oF 
ALCOHOLIC BEVERAGE CONTROL, STATE OF NEW JERSEY 


Will you give your name and the capacity in which vou ap} 
the reporter, piease? 

Mr. Hock. My name is Erwin B. Hock and I am director 
division of alecholic beverage contro] I reside in Bloomfield, 
and I have my office at 1060 Broad Street, Newar 

I wish to preface my remarks by stating that I represent no int 
other than the State of New Jersey as director of the divis 
aleoholic beverage control of that State, and that what I have | 

don my 15% years of experience in liquor control in New Ji 


l 
} 
i 


\. 


as deputy commissioner in the above ag ney, and, since 1947 
its head. 
There } juestioning the fact that the emergency now faci 


country calls for increased revenue to meet military needs. 
problems here under consideration are whether a further across 


i 


board increase in excise taxes on alcoholic beverages should be ado 


and the effee uch increase would have with respect to the 
study recently released by licensed beverage indus 
at the potential producing capacity of illegal still 
al, State, and local enforcement officials during 1949 ex 
ew whisky produced in that vear by the legal taxp 
rits industry. And it appears that these illicit ac 
ased since 1949. 
opinion the persistence of the illicit manufacture of dist 
years after repeal, and the threat of even greater 
in the immediate future stems from the heavy tax b 
pon this commodity. Of course, I do not suggest a ret: 
excise taxes but, if the excise tax of $1.10 per proof 
| on distilled spirits at the outset of repeal were still in « 
al, State, and local enforcement agencies would not no 
confronted with wid spread illicit activities in this field. Taki 
consideration other levies such as Fede ral occupational and ree 
tion taxes, and State and local taxes over and above the pres 
per proof gallon excise taxes on distilled spirits, the burden 
today nearly $12 per gallon. And this, of course, does not i 
costs of production, aging, bottling, blending, rectifying, FT| 
distributing to wholesaler, retailer, and consumer 
lt is renner accept «dl that if] ral distilled spirits ean be 1) 
and distributed to the consumer under current conditions f 
gallon or even less. Obviously this wide differential presents : 
invitation to violation and evasion of the law. Any further i 
in taxes on distilled spirits can only aggravate this probli m. 
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is Governor Driscoll, my predecessor as State commissioner of 
sholic beverage control, told the New Jersey Association of Chosen 
eholders at its annual dinner on February 5, 1951: 

up increase in alcoh * beverage taxes would certainly ré lt in more boot- 


the States and an increa in the st of law 


\ ih a further tax nel ist would eome atl ne x4 ! t} COST of 
leoholic beverag s to the consumer, thus iny ting many of our 
to resort to illecal sources for their si pply of aleoholic bever- 


! 4] ‘ ‘ 
It seems likely nata nx increase would Dring not hi mcrease, 


shrinkage of revenues, Federal as well as Stat 
i) ne the earh \ i! of repeal, iv leral Sto ft nd 1] eanfars 

rencies expended great efforts toward stampu it the illicit 
swhich car r\ from the prohibition era | subsequent 

t } 7] VV Ol , & | or mis 
h these ( rn oOus Ih some reas of t! ) During 
ew vears ) ( larly rece! I ) ( ce r 
ons that the more ambitious, large-scale tvpe of eit activity 


esulh 
Since January 1 1951, my division has s d six stills in New 


v, four of which were large commercial] operations: one being of 
allon capacity, one 300-gallon, and two 250-gall 
\ th respect tO wine tis renerally Accey] “dt iL Oo ful Lt con- 
ion of wine 1s ( persons of oOrelon ¢ C oO orelen e@xX- 
Oo 1 believe that a tax incre: on wine 1 ht many 
is Ol thie C ] ( » hon lil facture o! i) tha 
t decrease 1 nue and an CTeaSE ( ’ I proD 
Even under current conditions, it is not un for mv div 
nd instances of w being illegally manufacture omes and 
lle illy ( l 
Vith respect to be I doubt that an increas taxes would 
ree the days of home bre \ Dut heel l- thre Irie rink of the 
ta | an and | CLE) Lbat an increase in mM: ics ‘ Cc peverage 
ould do him } tie | also { 1 } ul rease l 
ol Det o the co mer as a result of 1 i taxes V well 
i VY col ul CCOLLL th | aiv ¢ - ( Ol lhe dils 
spirits operators he best exam] le of t! is the conversion 
eTOUS preprohit I 1) r drinkers to proh Dit Th ¢ l harcd-] quor 
ving the roblem of iCTOSS oard creas ! 
beverage taxes errous considera ion should De g ven to the 
| financial burden placed upon the alcoholic beverage in- 
particularly the manv thousane of small retailers throughout 
try lf the ropos d increases on the var1lous aleoholie Dev- 
were adopted, it would mean that every licensee would need 


mately 25 pe reent more monev to finance his business ()b- 
this would place an onerous load upon the smal licens es 


hout the ation and would probably force many of them to 


i business. 


Ost States where sale of alcoholic beverages Is lecalized, the 


vides that one of the prunary duties of thi liquor administra- 


the promotion of temperance I am convinced that liquor 


stration can best carry out this duty where there is an ord rly 
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distribution of alcoholic beverages to members of the public 
where the illicit beverages are made available at a reasonable 
Our years under prohibition were the most intemperate in our his 
Inordinately high taxes do not have the sound of prohibition, 

feel sure that a further increase in Federal taxes would resu 
greater intemperance. 

We all realize that both Federal and State Governments r 
increased revenue. It does not follow, however, that a lion’s 
of the increase should be placed upon an industry which alr 
carries so heavy a tax burden. It is a time-tested truth that a | 
tax, widely distributed, produces more revenue than a high ta 
incidence of which falls solely upon a special class. And it 
firm opinion that even greater revenue than is anticipated b 
presently proposed increases in excise taxes on alcoholic bev: 
may be obtained by providing greater facilities for the enforce: 
of the collection of taxes under the present rates and by imp 
more severe penalties against violators. The solution will not 
found in merely increasing a tax on a commodity when 50 pe: 
or more of the available supply escapes without tax. 

In brief, I believe that the enactment of the proposed «alco! 
beverage tax increase would be unfair to industry and, far 
important, to the consuming public; and that the proposed 
increase would most likely be unproductive of increased reven 
but would lead to increased intemperance and increased viola 
and evasion of the law. 

Mr. Keocu. Mr. Chairman? 

The CuarrMan. Mr. Keogh. 

Mr. KroGu. Commissioner, do you know how many separat 
creases in excise taxes on distilled spirits have been enacted si 
repeal? 

Mr. Hock. I believe it started with $1.10, was increased to 82 
then was increased to $3 then went to $6 and then to $9. That 
be four or five times, 

Mr. Keocu. That represents, as one witness has testified 
increase of about 718 percent? 

Mr. Hock. That is right. 

Mr. Keocu. Have there been any deductions during that p 
however temporary they may have been? 

Mr. Hock. In Federal taxes? 

Mr. Krocu. Yes, sir. 

Mr. Hock. None. 

Mr. Keocu. Thank you. 

Mr. Kean. Mr. Chairman. 

The CuarrmMan. Mr. Kean. 

Mr. Kean. Mr. Chairman, I would say that since the rep: 
prohibition the Division of Alcoholic Beverage Control of the 5 
of New Jersey, under Mr. Burnett, and then under Governor Dris 
and now under Mr. Hock, has had a very enviable record, so 
any testimony from this source deserves great weight. 

I would like to ask a couple of questions of Mr. Hock. You n 
a statement in the third paragraph of your prepared statement! 
then again in the next to the last paragraph on the last page t 
effect that 50 percent or more of the available supplies escape withou 
taxes. That is a remarkable statement to me. Do you think 
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lay, 50 percent of the hard liquor that is drunk in the country is 
hootlegged liquor? 
\ir. Hock. It would appear from the statistics on still seizures in 
1949 but their potential producing capacity was greater than that of 
distilleries. And no one knows how many stills were operating 
ere not seized. 
m the basis of their statistics, it would appear that probably 50 
t or maybe more of the illicit alcoholic beverages were reaching 
sumers without producing tax revenues. 
\ir. KEAN. But those stills which are seized, do not work all the 
do they, nor do they work at full capacity if they work full time? 
Hock. Some do and some do not. Some are full-capacity 
tors and some few operate full time, while others do not. 
However, when you take into consideration that these are only the 
g seized, we have reason to believe that there are many that we do 
for some period of time and which are not figured in with the 
ties at all. 
Kean. This increase in the capacity and in the number of 
that you have seized in New Jersey in the last couple of months 
nly important 
Hock. We have had an increase in seizures of stills since 1946 
little over 100 percent. That is from 1946 to 1950. More 
ently the stills that we have seized are larger capacity, 200 § 


allops 


an more, 

Kean. A 1,000-gallon capacity is quite a still? 

Hock. Yes; that is quite a still 

Kean. What part of the State was that in? 

Hock. That still was down in the southern area of the Stat 

KeAN. The southern part? 

Hock. Yes; the southern part of the State. One was seized 

Paterson, one in Garfield, and one in Newark. They are all metro- 

Lh areas, 2S you know. 

| think it is also interesting that in some of the arrests that we made 
mnection with the stills, we have recognized some of our friends, 
might say, from early repeal days and even prohibition days, who 
ently are going back into business 

Kean. They are still going back into business, and would be 
ipt to go back into business, and even more so, if some of the 
s of revenue from the race tracks are taken away from them? 

r. Hock. Well, that is a very good point, Congressman. ‘Today 
rive that is being directed against other illegal activities in this 
investigation against people who were, during the prohibition 

connected in many instances with illegal liquor operations, may 

ip their present sources of revenue, and they will move back into 
iquor field again. 

ir. Kean. Now, your experience in the New Jersey Alcoholic 

beverage Control Division has been just as great as the experience 

the Federal Aleohol Tax Unit and, therefore, your judgment, as far 
\ Jersey is concerned, should be given even greater weight than 
which was testified before us by the representative of the Tax 
and you do not agree with them? 

lr. Hock. I do not 

Ir. Kean. Thank you 

\Ir. Curtis. Mr. Chairman. 
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The CaarrmMan. Mr. Curtis. 

Mr. Curtis. Mr. Hock, what are the State liquor taxes in \, 
Jersey? 

Mr. Hock. A dollar and a half per wine gallon. 

Mr. Curtis. Is it the same on all types? 

Mr. Hock. That is on distilled spirits. 

Mr. Curtis. What is the tax on wine? 

Mr. Hock. Lt varies in the case of wine. 

The taxes scale down on distilled wines, somewhat. I have nothing 
to do with the tax collections. That is handled by an entirely diffe; 
agency. Iam merely the enforcement officer. 

Mr. Curtis. Thank you. 

The CuarrmMan. We thank you for your statement, Mr. Ho 
and the information you have given the committee. 

The next witness we will call, who could not be here tomorrow 
Mr. Lawrence H. Eldredge, counsel of the Pennsylvania Alcoho| 
Beverage Study, Inc., from Philadelphia. 

Mr. Eldredge, will you please give your name and address and {| 
capacity in which you appear to the stenographer for the benetit of 
the record. 


STATEMENT OF LAWRENCE H. ELDREDGE, CHAIRMAN OF THE 
BOARD, PENNSYLVANIA ALCOHOL BEVERAGE STUDY, INC 
PHILADELPHIA, PA. 


Mr. EvprepGe. My name is Lawrence H. Eldredge. My hom 
in Bryn Mawr, Montgomery County, Pa. My office address is 1) 
Walnut Street, Philadelphia. 

The CuarrmMan. About how much time will you need, Mr. Eldredg 

Mr. EvprepGe. Sir, if | may have permission to offer in evic 
my written statement and cut some things out of it, | can keep wit 
12 minutes and just talk to you. May | do that? 

The CrarrmMan. All right; without objection you may do t! 
We appreciate it. 

Mir. EtprepGr. May I say first that I do not represent anybo 
in the distilling or brewing or wine industry, and I never hav: 
am counsel for the Pennsylvania Alcoholic Beverage Study, In 
am chairman of the board of it. Without going into it, if you 
look at the appendix, you will see the nature of that organizatior 
the directors and officers of it. To save time, | won't go into t 
any further. 

I am a practicing lawyer. But for the last 11 years it has b 
one of my hobbies, if you want to call it that, to study the socia 
plications in liquor control and the evils which can arise out of | 
liquor control. The first thing I want to call your attention to is 
increased price which consumers would have to pay if the new | 
go into effect because I think that, with the exception of my frie 
Mr. Hock, whom I went to college with, there is no other persor 
here who isn’t associated with the industry. 

Now, let’s take my State of Pennsylvania. If the distillers ma 
a present to the Pennsylvania Liquor Control Board of one-fift! 
gallon bottle of 100-proof liquor to be sold to the ultimate consume! 
here is what the ultimate consumer would pay with it being given 
the board: It would be $2.40 Federal taxes at $12 a gallon. Then t! 
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State would add its 48 percent mark-up, which it does on everything; 
and on top of that we would add a 10 percent spee ial sales tax on liquor 
n Pennsylvania. So the price just for the taxes and mark-up on it 


would be $3.91 a fifth bottle. 
Now, obviously, it is not going to be given to it. It means that 
vou add the various mark-ups and the manufacturer’s cost a 


\ ana 
profit, that one fifth bottle of 100-proof lj juor is going to cost $5 
more, 


Now. that illustration, which involves a sale in a Stat 


store, a 
opoly State, would certainly be equally true and, 


if anything, the 
would be higher in a nonmonopoly Staté 


ao challenge (‘ommussioner Mealey’s statement before this com- 


that “if tax-paid spirits are available and the customers have 
price, they'll line up in front of the liquor stores to get it I 
wnize the integrity of and | have high respect for him, but I cannot 
wwerlook the fact that he is a Treasury official and | think he has to go 
n the line on what the Secretary of the Treasury wants to do 
But take the statement just as he gave it and you will notice it 
rs to people who have the price. The fact is that 
ivs of prosperity, a good many people are hard put to it to pay thei 
ncome taxes. We are thinking about that especially this week 

HE They are also hard put to it to pay all of the other costs of living 
' The supposition that consumers of liquor will pay prices for legal 
liquor which they regard as oppressive and unfair is unrealistic, I 
submit. Experience shows that when liquor is taxed at prohibitive 
ra many people will patronize the bootlegger who is always at 
| would recast Mr. Mealey’s statement to read, “If tax-paid 
spirit are available only at exorbitant prices, Many citizens who 


not afford to pay these prices will stay 


even in these 


SLé 


awav from liquor entirely 


ju 
up a bootleg er to get it 

If in these days when the Kefauver committe nvestigatin 

teering, we are reminded that criminal gangs will enter any field 


the stakes are high enough, it is likely that if the proposed rates 
to effect, the organized criminal underworld which is now con- 
| ng on gamb ill supply lil | liquor to the pDubblie 


c o lhieit 
point out to vo that one of Mr Mealev’s ATI Irie I} vce a 
D ec statement in Philedelphia in 1949 which was published widely 
100 callons of illicit liquor were being distilled every dav in the 
of Philadelphia Men that I have talked to since then indicate 
that amount has gone up since 1949 
a) eared before th ; committee son vears ago, and | mad th 
liction that if this tax rate went up to its present price, there 
d be a tremendou increase in th bootlegging activities l 
to sav that | beheve that predictiol has come tru 
Gentlemen, the fae ; that the criminal underworld is in th 
rvinge business today on a large sca These present taxes 
} rallon are too |! h rh V promote targe-s ra ed ¢ m 
in the illieit-liquor field The social unp ons of th ro 
| unprecedented tax rise are many and o! rian 
is something shocking about increa tax rates on liqu 
to increase Fe« il revenues when th oponents themsely 
imit it will eau . considerable inerease in ¢1 Ih ict 
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I submit to you even the prospect of a large increase in re\ 
does not justify a tax which will break down law enforcemen 
undermine public support of the liquor laws. It is a bad ba: 
an immoral bargain, which no amount of additional revenue, 
could get it—and I don’t believe you can—can excuse. 

In the discussion of the subject before this committee, the: 
not been much said about the question of fairness of taxes to 
sumers. The Federal liquor taxes should be fair to the consu 
liquor, beer, and wine. Today a man who buys a bottle of bl 
whiskey for $4 pays 20 times its production cost. That is h 
exorbitant. It is exorbitant even if you looked upon liquor 
luxury. A man who buys a diamond ring pays a 20-percent 
which, when added to the retail price is one-sixth of the total 
But one-half or more of a bottle of liquor is taxes. The com 
Federal and average State tax on liquor is $10.48 a gallon t 
compared to $3.99 in 1940. 

I challenge you to find any other commodity in the United S: 
in which that is true. I repeat that even if liquor is looked upo: 
luxury, it is taxed out of all proportion to taxes on other luxuri: 

However, I find it difficult to look upon liquor as a luxury 
consider that a majority of the adult population of the United Sta 
uses it with some regularity. The average drinking citizen looks 
a cocktail, a highball, a glass of beer, or a glass of wine as one o! 
normal parts of pleasant living. He uses them in periods of relaxatio 
even as you and I do, and in social life. He thinks he is entitled 
buy them at a fair price. 

The man who buys a glass of beer does not understand why 
should be subject to still higher taxes while the man who buys a 
drink should escape all Federal excise taxes. The average man res 
the fact that these exorbitant taxes on liquor raise the cost to w! 
only a man of means can afford it. Hae resents prices which only 
wealthy can pay. And this I wish to stress. I think it is an uns 
tax policy which creates a class of favorite customers. Such a po 
enforces a kind of prohibition upon people of modest means, 
allowing unlimited supplies to the rich. 

It is significant that even now the excise tax falls most lh 
upon the drinkers in the lower income group who buy gin and 
cheaper blends of whisky because the tax, being computed on 
gallonage basis, means that he pays the same tax as the purchas 
more expensive whiskies and brandies and things of that type. ‘| 
the percentage of liquor tax falls as the cost of the bottle of | 
increases. Consequently, with high liquor taxes, the average « 
cannot buy the whisky or gin at any reasonable price. The resu 
this is that many decent citizens consider that their Governm: 
treating them unfairly. 

Now, some public officials cherish the delusion that the man 
wants a drink will pay a price which includes any tax that the Gov 
ment cares to impose. As long as the law of formentation cont 
to operate, the man who wants a drink can get it. If the legal 
is too high, illicit sources will supply what the public wants at 
the public is willing to pay. 

lt is quite irrelevant to discuss that the consumer is morally) 
fied in patronizing a bootlegger. The fact is that people do, 
think the fact is that the average citizen doesn’t see that there 1 
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ks upon a law which says that such conduct is unlawful as 
Ww, which is one reason why national prohibition failed and wi 


i i 


morally wrong in buying liquor as cheaply as he can get it. 


i ha 


+] ¢ x . To Pint) 
only way that we can prevent future larg 


ep the profit out of it. There was some talk this morning about 
additional numbers of enforcement agents. But, gentlemen 
prohibition countless numbers of State and Federal enforce- 
ents were Worn on this problem, and bootlegging flourished 
reen Dav tree \\ Ist keep the price ol lecal haquor down 


{ where there ¥ i not be a protit in hoot roving’ to 


Ry nt today ti I iouch pr | in it ) IStily er 3. 
tidant | . ni nt s | o | WwW rand s f . f I. 
student Oi overnment and a& iawver and & protlessor ol l 
. . ‘ ' 
epiv concerned WILK the social etiects of any rs rence oft! 
| . 1 1 . 
rring on a large scale Any law which the people resent and 
} 7 a 7 
makes lawbreakers out of respectable citizens is a bad law and 
I 
" . . 
imi @Vil i ( pi LIDILION. ¢ 1 was an ery oO! wrsa ered 
7 aD | 
ess in this co The worst nature of law t] 
’ , 
ess attitude it engenders toward itself develops into a general 
yf lawties The OW ad otner iaws and ol eT at CiOoDsS LLO 
7 contempt lo inw enio cement officials. 
evolting to recollect that during those prohibits 
rs and criminals of the worst type acquired a « ( - 
: . es ; ‘ 
Ss ndin inh roinipit hn era ha were l aed 
certain L\amiirat mpdvVv a r¢ I uy 1) pie. | t SD It ¢ 
4] { ! 
3S coupled thé ab Ous p onts wi » ¢ : 
injawful sale of liquor, and were made, creat a yn 
is sickenin ‘ vy thouel il student a . 
wholesate D ind ee ntion. even ol trict attormevs 
ili ~ th, r I eme } ’ 
| ‘ ; ’ | 
r ) Liaw and ore } 
’ . \ ' 
eviva { mae wich \ I ye W | 
’ 
Dil m } Oo e] not tor hu iv < Ll p rie 
{ ‘ \ 
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. ' 
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levelops mon the peopl n ati ( ol dl spect 101 
} 
orde! Live o> preservil ( if S nnd oul | ItIONnS 
, ’ , 
i the harae lt nigh tin the Co S$ LOOK Co iIZaAnce 
et that ex \ taxes Ol ‘ yr breed I \ mas ot 


] } 
are davs wi n | . ill requ our na num tren th S 
L ive VW ) ] | ad ( ‘ } re ad ol 1S (20 - 
proud of its proud of its public officials, and ready to 
: i 1 47 4 | ' 
SLItUutle i i VODULCVe! } Piis wilt ire ill iit rhe i 


RHARTE! \ir. Chairman? 


~ 
, 
a 


“berharter. 
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Mr. Esernarrer. Mr. Eldredge, I am very well pleased 
your statement, particularly because you are appearing her 
public-spirited citizen. 

Mr. ELprepGe. | mean to, sir. 

Mr. Eseruarrer. You have certainly presented to us a ver 
statement, and | agree with what the Pittsburgh Press, a news; 
in my home town, said a year or so ago, ‘‘What you are doing is 
ing the truth as you see it, and solely for that reason.’’ And 
presentation today is solely for that reason. 

Mr. EvprepGe. That is correct, sir. 

Mr. Eseruarter. Do you know of any country or many co 
where the citizens do not indulge in hard liquor? 

Mr. E_prepee. Well, I was in France last October, and, of « 
so far as the French people are concerned, they are primarily 
drinking country. I was also in Italy, and there | found that ! 

irinking that was done, except that by American tourist 


EBERHARTER. My recollection is that practically every | 
pean country consumes hard liquors to some extent 

Mir. ExprepGe. Oh, ves; to some extent. 

Mr. Eseruarter. There are no nations which have prob 
taxes on hard liquors. 

\ir. EtprepGe. I am not sure whether there are any excep 
but we certainly know historically that the most primitive tribe 
going back to the Old Testament times, found ways to distill and 
some kind of hard liquor. 

Mr. Erneruarrer. That is true. Today in all of the most er 
ened countries and in all of the most backward countries the 
hard liquor 

Mr. Exprepee. I think so. 

Mr. Eseruartrer. Thank you. 

Mr. Ei:preper. May I say one thing more. ‘There was a qu 
asked a little while ago as to whether there was anv experien 
reduc tion of this Federal tax on liquor. The only experienc 
of is that which occurred in 1868. The tax on liquor had been ra 
$2 a gallon during the Civil War days. The Secretary of the T: 
recommended in 1868 that that be dropped from $2 to 50 cent 


the : 2 vears the Federal revenues from collecting the liqu 


r 


‘rom $14 to $39 million a vear. I think that is the onl\ 
ve have had on what has happened when the Federal! ‘ 
as reduced liquor taxes 
AIRMAN. You would not suggest that the Governme 
50 cents now? 
pREDGE. No; I would not. 
iN. We thank you for your appearance and th 


n that vou have given the committee. 


pce. Thank vou. 
, prepared statement of Mr. Eldredge is as follows 


or LauRENCE H. ELprRet CHAIRMAN OF THE Boarp « 
YLVANIA ALconotjtic Bi 2 Strupy, Inec., PHiLap! 


Mawr, Montg 


board of 





m Cn) 
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are hard put to find enough money to pay their income taxes and pay ord 
living expenses at today’s inflated prices. 

The supposition that consumers of liquor will pay prices for legal liquor 
they regard as oppressive and unfair is unrealistic. 

Experience shows that when liquor is taxed at prohibitive rates, manv « 
will patronize the bootlegger who is always at hond. I would recast Mr. M 
statement to read, ‘‘If tax-paid spirits are available only at exhorbitant 
many citizens who cannot afford to pay these prices, will stay away from 
entirely or line up a bootlegger to get it.’’ 

In these days when the Kefauver committee is invesgitating racketeeri 
are reminded that criminal gangs will enter any field where the stakes ar 
enough. It is likely that if the proposed rates go into effect, the org; 
criminal underworld which is now concentrating on gambling will sup; 
liquor to the public. The birds of prey will go where they can find the 
pickings. If these prohibitive tax rates become effective, Mr. Mealey y 
himself in the position of King Canute, enthroned on the sands of the sea, 
the waves to stand still. Even Mr. Mealey’s ability could not halt the r 
of bootlegging which would follow the adoption of these unparalleled t 
I point out that one of his own Alcohol Tax Unit men said in 1949 that 
gallons of 180-proof illicit aleohol were distilled daily in Philadelphia. 

g in the Philadelphia area has increased since 1949. 
rhe social implications of the adoption + proposed unpredecent 
rates are many and of vast 

there is something shocking about increasing tax rates on liquor, 
increase Federal revenues, when the proponents admit at a large a 
illicit distilling will follow kiven t prospect of a large increase of reve 
not fy a tax which will break down law enforcement and under! 

he liquor-tax laws. It is a bad bargain immoral barga 
no amount of additional revenue can excuse. 

ussion of this subject before the committee, the question of fa 

d he fa 


hottle of 


ta 


taxes to consumers has been ignored. Federal liquor taxes shot 
consumer of liquor, beer, and wins Tod: he man who b a 
whisky for $4 pays 20 times its production cost. That i ighly exorbit 
is exorbi ant eve f vou look upon liquor as a luxury. The ms wl 
diamond ring pays a 20 percent tax ided to tl 
ixth of the total cost But one-ha 
taxes ‘he combined Federal and 

’ t OO In 1940 


f y as 
of relaxation and 
price. The man v 


bject to stil her 


mean 


en now 


is computed on a gallona 
-quality whisky or brandy. s the percentage of tax 


liquor fa as tl rice it “ases. Consequently 


‘a bottle of 


+} 


e ave! e citizel 
iX 
an excise tax 


e average consumer 


el that their Government is 


officials cherish the delusion that the man who wants a 
which includes any tax that the Government cares to 
law of fermentation continues to operate, the man who 

get it. If the legal price is too high, illicit sources will supply w 
nts at a price the public is willing to pay. It is quite irrelevant t 
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Eldredge. He is adjunct professor of law in Temple University Schoo 
lecturer on medical jurisprudence in the University of Pennsvivania 
School, former professor of law in the University of Pennsylvania Lay 
and was twice visiting professor of law in Columbia University Law Sch 
is author of Modern Tort Problems. In 1946, the American Law | 
appointed him revising reporter for the Restatement of the Law of Tort 
is also reporter of the decisions of the Supreme Court and of the Superior: 
of Pennsylvania; president of the Philadelphia Art Alliance; president of | 
Hospital, Philadelphia; director and a former president of the Better |] 
Bureau of Philadelphia; and a former special deputy attorney gen 
Pennsylvania, 

W. W. Keen Butcher, president, is a general partner in the Philadelp! 
brokerage firm of Butcher & Sherrerd 

Other Philadelphia directors are: K. C. Acton, attorney, director of the 
Co.: Nicholas Biddle, Jr., insurance; William W. Bodine, Jr., assista 
Tradesmen National Bank & Trust Co.; Edward H. Davis, member « 
law firm of Synnestvedt & Lechner; , 


homas Hart, attorney, former pri 
Episcopal Academy, trustee, Lankenau Hospital; Nathan Pitcairn, t! 


( 
r 


Co.; Raymond Pitcairn, attorney, president of the Pitcairn Co. and di 


Pittsburgh Plate Glass Co.; Owen Jones Toland, M. D., Episcopal Ho 
Directors outside Philadelphia are: G. d’A. Belin, Seranton, president 
du Pont de Nemours Co. of Pennsylvania; Thomas P. Dunn, attorn 
Fish, president of American Sterilizer Co., and Elmer Hess, M. D 
and surgeon, former president of Pennsylvania Medical Society, a 
Alexander P. Lindsay, member of the law firm of Sherriff, Lindsay, 
MeGinnis, and C. Mek, Lynch, broker, member of the firm of Moore. 


& Lynch, both of Pittsburgh; Donald Markle, Jeddo, president of Mar 
and Jeddo Highland Coal Co.; Federico F. Maueck, Norristown, attorney, 
of the firm of Wright, Mauck, Hawes & Spencer; Hon. Thomas W. Phi 
sutler, former Congressman and Republican gubernatorial candidat: 
1930 primary. 

The organization’s executive director and counsel is Randolph W 
Philadelphia, a former member of the board of governors and former sect 
the Philadelphia Bar Association, member of the law firm of Adam 

» 


MeKaig & Lukens, author of Making Repeal Wor 


i 
PRESS COMMENT 


Pittsburgh Press, February 10, 1948: “‘Pennsylvania Alc ¢ Beverag 
Inc., probablv has the soundest and most useful ideas and criticisms of 1 


system, vear in and vear out, of anvb dy mecerned wit! his probl m 
Pittsburgh Press, December 27, 1948: ‘‘Aleoholic Beverage Study) 


nonprofit, nonpartisan, nonofficial organization of citizens interested i 
1e liquor traffic clean.’’ 
The Evening Bulletin, Philadelphia, February 6, 1951: ‘“The Alcoholic 
an association of public-spirited citize who keep a vigilant 
nt of liquor control.”’ 
h Press, May 16, 1948, from fi re article, The Man Who W 
ess: ‘Mr. Eldredge, in a cura 7 a public-spiri 
loes in the public interest, he , fo 
_ probably, the satisfaction of trving 
fees for his trouble. His best known activity, 
law, is Pennsylvania Alcoholic Beverage Study, In 
The CuarrmMan. Our next witness is Mr. A. K. Barta, repr 
the Ethanol Committee, Washington, D. C 
Mr. Barta, would you give your name and address to the 
rapher, as well as the capacity in which you appear for the be 
1» 
the recora, 
I note there that there is appear with vou a distingu 
Member of the House, Mr. Robe A Cirant He 
SUCCE ssfully in the Congress and we s| all be at lich 
statement he wishes to make. 
Mr. Grant. Thank you, Mr. Chairman. I am aware of th 
ich the commitiee is serving. I will only say that | 
l h vou here today. 


: : ; 
Lo be back and to be wit 
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have a brief statement that I would like to submit for printing in 
- 


record to supplement the statement which will be given by Mr. 
Barta on behalf of the Ethanol Committee. 


STATEMENT OF A. K. BARTA, REPRESENTING THE ETHANOL 
COMMITTEE, WASHINGTON, D. C. 


Barta. Mr. Chairman and members of the C 


l qvitiil LLe¢ ( l 
na \leans I hamMe 1s A. kK. Barta, and [ ar Cl 2 ol bie 
Committee whose membership consists of inv compa 3 
listilled pil hy alcoho! il} the prose On ol leCalel al 
rimaceucical pre S 
five Vears ago Convers Ss recognized i cl I : ise of 
ndustry generally and made provision for the tax-f $8 
s essential chemical During the fiscal vear 1949 a total of 
} 000 gallons of lcohol Was used on a LAaX-ire 1) Hloweve 
yhol was used in the production of an internal me¢ he, 11 Was 
free, but paid a net tax of $3 per proof gallon Now the 
f aleohol used the production of these ( rhe $s oul 
mately 2,000,000 gallons, an infinitesimal amount con pared 
ovher industrial uses of alcohol hus ve have cd | ne 
ng to umpress on Cor ress the inequitable tax situation confronted 
anufacturers en eavoring to promot the pu hi he ilth. 
Ethvl aleohol used in the production of medi ! phari eull- 
; of 190 proof, so that today we pav a tax of $17.10 on each win 
at the time of withdrawal. Partial tax relief is obtained through 
w-back system, whereby after about 6 month mant has 
to him $11.40 of the tax paid on each rallon of alcoho! But 
this reef, the manufacturer of medicines sulfers anothe - 
< burden. The ev paid for taxes mu h wal 
mn ‘ Lo ! rrowed SO | iif { 
( rers are ied, th iN i} il ( il he 
Dep mes be we ) ’ 
! »interest eal \\ ibmit thi : Put 
I the recom on of the 7 ry ) 
ad spirit 51 pe prool ¢ ) l 
oll eu Day ta i 22.580 
yn, and have o O n the T d of 
Mion ao 
Lin ll introd ( th Col ti . ‘ . 
rel I \ it ( wh it \ ) ld | iit ) mo il- 
tL more eq ) x | isl \l 1) II nvoives 
S 1 administra proe fur \ ! } Bir ot Intern | 
rich Chye tte chon to ( mr oO nen S 
furthe oO! ) ( ol 1) i) GO | 
\ | Ist be on th j nt Ol the i W- 
n, a ce toa h d of ml , 
0 Mhis » ! : 
1 if} ) ) ) \ we 5 
nan if the dep 9 ( a 
‘ l el 
, | tn mahi hat } , fo n 
' ie | of o wi , 
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was recognized and additional tax relief recommended. Yow 
on that bill stated: 


ol 
because a lower rate in these cases might 
liverte d to beve rage purpose s oT which th 


I 


Drawbacks are used in these taxes (medicinal alcol rather thar 
the rate of tax } result in dist 
r rate of tax 
nes al nedicinal preparations as a source 

} 


bei e high 


e policy generally foll 


ire taxes on m 


Inasmuch as the Committee on Ways and Means has re 
the equity of our position in the matter of taxes on alcohol! 
medicines, we su 


bmit for your consideration the following 


for incorporation in the new tax bill: 


further information of the committee I should li 
attention to a small chart which I would like to have mad 
of the record. This shows on a commonly used and well 
medicinal (aromatic spirits of ammonia) just what the tax o 
means in the cost of production. With the present tax the 
facturer’s cost is $6.23 per gallon, under the proposed tax t 
will be $10.17 per gallon, and if the tax is remitted under the 
bac! prov isions the cost would be but $2.30 per rallon. 

Mr. Chairman, I want to thank you and the members 
committee for your courtesy and your patience. 
The table referred to by Mr. Barta ts as follows: 


‘a ehurer.e ~/ red ; 
wclurer’s active-ingredien 


é] 


Are there any questions? 
Mr. Chairman. 
. Mr. Curtis. 
‘Tis. Mr. Barta, not to take up too much time, but 


t 


state what were the provisions of Mr. Dingell’s bill tl 
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Mr. Barta. Mr. Dingell’s bill provides an amendment to the 
Internal Revenue Code whereby alcohol may be withdrawn at a 
reduced rate of $1 per gallon, at the time of withdrawal, if it is used 
in the production of medicines, flavors, and flavor extracts; in other 
words, food and medicine products. ‘Those are the only two products 
that are penalized because they use ethyl alcohol, and yet we have to 
ao that under the Pure Food and Drug Laws. 

\ir. Curtis. The way it is handled now, even without the tax 

ease, it does increase the cost of medicines? 

Mr. Barta. Yes, sir. You see, we have to put up so much money 

leave it on deposit in the Treasury until our drawback is paid. 

adds to the cost of production considerably. If the new rate 

in, we will be paying $22.90 tax to the Government at the 

we withdraw our alcohol. Then we have to wait almost 6 
mths before we get part of our money back. 

\ir. Curtis. Then at the end of 6 months you have to add some 

re money ? 

ir. Barra. At that time we add more money. ‘The result is that 
ive a revolving fund in the Treasury all the time, and it amounts 
between $10 million and $12 million. 

Mir. Curtis. The law does not permit you to furnish bonds? 

Mr. Barra. No, sir. The Dingell bill would provide for a bond 
system and the payment of $1 at the time of withdrawal, the theory of 
the $1 charge being that it would pay for the cost of administration. 
On the other hand, there are more than 324 million gallons that aré 
used on which no tax is paid, nor is there any charge for administration 
or anything else. That is especially denatured alcohol or alcohol that 

ix-free to the Federal Government. ‘There are some 2 million 
ons of alcohol that are tax-free to universities, reseat 
other institutions. 


\ 1 


Mr. Curtis. Do those groups that you have just ment 
drawback system? 

Ir. Barta. They do not pay any tax. 

Ir. Curtis. They do not pay any tax at all? 

Mr. Barta. No, sir. 

Mr. Curtis. Does the Government have a big problem in policing 


Barta. I think not. Over the years, it has been pretty well 
ened down. A fee is charged for the withdrawal permit. Other 
in that, there is no charge. 
Over the vears the Alcohol Tax Unit has done a good enforcement 
’b, and I think they know the fellows that they have to watch and 
se they have to trust. 


Mr. Curtis. About how many manufacturers use alcohol of this 


\ir. Barta. As near as can be determined from the annual report 
m the Commissioner of Internal Revenue, there are approximately 

200 permits issued. 

\lr. Curtis. Now, that does not include retail druggists’ 
Ir. Barra. It could include retail druggists. 

We have another tax which I did not want to bother the committee 
h, an occupation tax of $25, $50, or $100. If vou use 25 gallons of 


hol or less, you pay $25, and then you are eligible to make a draw- 


? 
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asatax. For the average user who may not use more than 10 
and even 5 gallons, in the year, it is not worth while to pay a: 
pational tax and have his money tied up for 6 months and k« 
the records that are hecessary to get his draw-back. 

Mr. Curtis. So he just pays it? 

Mr. Barta. He just pays it with the result that today a 
alcohol will cost the retailer about $25. 


back If it is 50 gallons it is $50, and over 100 gallons vou pa 


STATEMENT OF ROBERT A. GRANT, SOUTH BEND, IND., REPRE. 
SENTING THE ETHANOL COMMITTEE 


Mr. Granr. May I comment further on the question t 
asked by Mr. Curtis? 

\Ir MIILLS Yes. 

Mr. Granr. I set forth in the statement which I have sub 
but which IL have not read, the fact that there are about 325 
proof gallons of alcohol each withdrawn and used tax-free. 
the alcohol that the gentleman had reference to, and it 
everything from shellac to the antifreeze in your automobile 

The alcohol that is involved in medicines and in pharmac 
products, such as we are here representing, is less than 1 per 
that amount, namely, it is about 2 million proof gallons pe 
Sut because of the fact that it is not a denatured alcohol, \ 
required to make that full payment of tax at the time that the a 
is withdrawn. Sometime after the end of each quarter, o1 
reselling that it has been used for medicines, or for pharmac 
products, we may claim our $6 in Federal refunds 

The point is that, except that there be some additional lar 
written into any bill that this committee might write, medicu 
medicinal products, are going right up the ladder along w 
tax that the committee may impose here on liquors and win 
beers, because we use alechol in the manufacture of those p1 
The draw-back today is $6. If there is not some additional la: 
written into a bill, as I say, we will go right up the ladder a 
additional cost would be a burden on the cost of medicu 
pha mace itical products which are found in the average 
medicine chests, 

ire here not only pleading for some language that wo 
wainst anv increase that this committee might di 
ovel and above that, to point out that if is a cost o| 
s, the medicines and the pharmaceutical products 
And we hope that we may be relieved of that tax altoget 
How much revenue would be involved in the pa 
cell’s bill? 

anTA. Today there is $15 million in the net tax that 
Government, in round numbers 

is. That would be cut down to what, about $10 

CA Yes 

is. At a dollar a gallon? 

ra. No: it would be cut down to about $5 million alt 
licinal industry uses a little over 2 million gallons a yea 


and flavoring industry uses approximately 3 million ga 


round numbers there are 5 million gallons involved, an 
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those 5 million gallons pay a tax to the Government of $15 million. 
if the Dingell bill, for example, or the rates in there were used, it would 
in a revenue to the Government of $5 million, which is more 


wring 


than enough to pay the cost of administration. 
\ir. Grant. It has been our position, Mr. Chairman, that it ts 


wnalty enough to have some $10 millon or $12 million of the indus- 
rev’s funds tied up all the while, without interest. It is our position 
that penalty of itself should be sufficient for being in a business 
ises this ingredient in our manufacturing process. We hope 
whatever might be the ultimate taxes determined by this com- 
in its wisdom, that the drawback which might be permitted 
makers ot medt nal and pharmaceutical products might be 
il with the or cinal outl Ly We feel that the soli pel alty S 
| have to beal and Lin only burden we should have to arry 
i be to have the Mndustrv s funds tied up with the Alcohol Tax 
while we are making proof to them that there has been a proper 
of the aleohol so withdrawn 
\] (‘uRTIS What portion of thie alcohol that Is sold to othel - 
1st! ; that is entirelv tax-free is denatured alcohol? 
\ Grant. The majority of it 


1 
i 7 . 

Mir. BARTA The majyorivy of it is denatured alcohol 
7 


\ Curtis. But not all of it 

Mr. Grant. | would say that the principal users of alcohol which 
has not been denatured and which is used free of any tax whatsoever 
are the hospitals, research institutions, and organizations carrying 


on allied work, such as that by colleges and so forth. 


\ir. Curtis. That is all, Mr. Chairman. 

\ir. Eperuartrer. Mr. Chairman. 

Mr. Miius. Mr. Eberharter. 

\ir. Ereruarter. I take it vou were satisfied with what the com- 


miltee did a& year ago insofar as the committee’s action was con 
cerned ? 
Mr. Grant. We were satisfied; ves, Mr. Eberharter, in one way 
ha you recognized oul roblem We were i little disap vointed 
: | I 
vith the greater drawback which vou provided It as only a dollar 
OTC? rawt ‘ iit 1 you provided, Wi OoniVv a dolla 
per gallon 
Mir. Epneraarrer. It was still a little high insofar as what you would 
| 


ive Is concerned 


| 
Barta. Yes, su 


~~ ‘ } 47 ‘ } - +4 ligl , 
ir. GRANT \\ HT Very well pleased thab the Comm ec ald recog- 
" a dan " ' : 
ur particular probiem and, In doing so, you did recommend 
. | if } | | ° : YJ’, ] J 1! . 

he rate ot drawbac k ve increased Qh aaadilional Goal Now 

, _— ] : »} ] ; f l ; : 19 1] 

‘ are very much perturbed that if the new rate is $12 a gallon 


» | 
that means that our alcohol will cost us $22.80 per gallon in taxes 
would like to have that rate of drawback moved right up along 

\ it. 
\ir. Enernarrer. We would have to insert some new and specific 
GRANT. That | righ , if it cannot be dont , It must nevitably 


i] , 4 { } -—s " | } 
eflected in the cost OL Medicines and pharmaceutical products 


uge In a bill in order to take eare of vour needs 


e are talking about 
Vir. Mriuus. We thank vou, gentlemen, for the information you 


civen the committ 


\ 
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ntlemen 


re 
m4 


Mr. Grant. Thank you, Mr. Chairman, and 
committee. 
(The statement of Mr. Grant is as follows:) 


STATEMENT OF Ropertr A. Grant, Sours BeEnp, INp. 


pear before you as a representative of the Ethanol Committee, 
of users of ethyl alcohol engaged in the manufacture of m« 
tical products. 


ongress recognized the necessity of making provision for 


leohol free of tax in the anufacture of manv commoditie 
; - 


lay life. This was a 
o as to make it unfit for beverage purposes 


t 
tax-free alcohol would be far too long 


by providing for the 


we are dea i! 
snalty which must be paid, 
unserupulous user. It may b 


of the draw-back system, tving up, 
the industrv’s funds, without interest, is the 
guard agai th ble abuse of 
that the rate raw back 
ito SO per ga: ! ier he exist 
yhol should be increase« 
manufacturers of medicinal and pharmaceutica 
ased accordingly. We seek only to be piace d on an eq 


11 } 


is of users of millions of gallons of tax-free alcohol. 
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Mr. Dingell requested that the following statement be included in 


the record, following Mr. Barta’s testimony.) 
Marcu 12, 1951 
House Ways AND Mrans ComMITreEsr, 
1 Offi ¢ Buil l ng Was} naton 5, dD. ez 
EMEN: Your petitioners, Flavoring Extract Manufacture 
nited States, National Fruit and Syrup Manufacturers 
Manufacturers of Soda Water Flavors, respectfully r 
has been direc ed to the recommen lations of 
of the United Sts to this committee that the 
now provided ion 2890 of the Internal R 
rmendments theret be further increased from the 
n to $12 per 
titioners furt! 
yr a draw-back or ill S 
3, medical | , food L\ 
nfit for bevers I ‘3, in the sum of $6 per } 


i ) 


nt that section 


mir ; ; } 
yirits used in the 


products. fl 


2500 


aw- iwc 
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intended for use in the production of food product 
n rovided thereunder, uy 


it a Lie mA 2 2 


ant o 


, . 
won 


lustry, al i 
r finance such activ 
deposited with the 

Che Internal Revenu 
} 


order for a member ol 
ifact I é 
‘ial tax rraduated amounts or SLO 


‘rs further repres« 1e ell 


1 for 


~ Keep prope 


irchased by them 


of said food produe 


irposes, and 
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Mir. Mrius. Our next witness is Mr. Wagoner, of Livermore, Calif 
presenting the wine industry. 

\(ir. Wagoner, will you give your name and address and the capacity 
n which you appear to the stenographer? 


STATEMENT OF WILLIAM J. WAGONER, LIVERMORE, CALIF., 
REPRESENTING THE WINE INDUSTRY 


\ir. Wagoner. My name is William J. Wagoner, my home is in 
rmore, Calif 

Mr. Miius. About how much time will you need? 

\fr. Waconer. About 5 minutes or less. 

Mii \ITLLS All right: you may proceed. 

\ir. Waconer. I am a small grower with about 200 acres planted 


> 


»erapes in the Livermore Vallev of Alemeda County, Calif Che 
rmore Valley is a rolling or hilly section where grapes are grown 
nout wrigaction It has a very licht and eravelly soul and fairly 


climate, which combination tend to make the white table wines 


n around Livermore among the finest in the world 
While I do not own a winery myself, the only varieties of grapes 
‘ will eTow on m\ land are oTapes that can be used for nothing eise 
it wine These J sel] each harve st to mn neighbors, the Went 
thers, who also grow their own grapes as well as having a winery 


\lv situation in growing grapes for which wine 1s the only outlet 


ind being dependent wholly upon wineries for greater portion of my 


ye, 1s similar to that of thousands of other wine yrape rowers 
throughout California At least one-fourth of all grapes grown in 
( fornia can be used only for wine; they are not suitable for table 
erape juice, or for drying into raisins, as are some other varieties 


rapes Which are suitable to several uses. 
The land upon which these wine-variety grapes are grown is located 


rallv in rolling or hilly country, in small patche s of 10 to 40 acres. 


Thev are really little pockets of land that are not suitable for anv other 


Dp, not only beeause of their smal] size but because ofl lioht or 
elly soil This acreage might be good enouch for erazing. but 
small parcels, as vou know, are not practi al for CTAZING 

We estimate that out of the 506,000 erape-bearing acre n Cal- 

at least 150,000 are s iitable only for wWine-varietyv grap S, and 
amount, 75,000 would not be suitable for any other cash crop if 
st our market for wine grapes. They would have to be 

andoned. . . 

Most of the families growing wine-variety grapes, like my own, 


back to the original plantings in the seventies and eiehties of the 
entury My family and my neighbors, for whom | am speaking 
iv, have spent our entire lifetime in the cultivation of and crowing 
he-variety grapes; most of us have no other business or source 
velihood 
_ : 


the grapes that we grow are principally cabernet, pinot blanc, 


non blanc, riesling, sylvaner, semillon, chardonney, and 
nbard, the original cuttines of which were brought around Cape 
lorn from Europe by the founders of our present vineyards. On 

farm, [ still have a patch of grapevines that were imported from 


‘and planted by my father 50 years ago, and are still producing 
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Not only was extreme care used in selecting the original plat 

but we believe we have improved the original stock by careful cu 

tion and practical experimentation and elimination over the y 

This has been a long and costly process, but it has enabled 
produce high-quality wines which we are proud to match wit! 
world’s finest. It 1s only after all these years of cultivation 
experimentation that we have been able to put our vineyard 
profitable producing basis, and to win a consumer acceptanc: 
assures us of a fairly steady market 

These grapes I am talking about are not easy grapes to raise 
yield per acre is extremely low, sometimes no more than 1 or 2 
per acre. ‘They require special cultivation and attention throu 
the entire growing season from February until September 
selected picking throughout the ensuing harvest. Despite all 
added care and cost, our average returns have been only $50 t 
per ton, only slightly more than the State average of $37 per | 

The present Federal excise tax on our table wines of 15 cents 
gallon is equal to $24 per ton, or about one-half of the gross 
which we receive for our grapes. The tax of 50 cents per gallon 
posed by the Treasury Department, is equal to $80 per ton, or 
siderably more than our average returns. 

We have worked a long time, as I have explained, cultivatin 
vinevards and building a consumer acceptance for our table \ 
We feel that the increased taxes proposed by the Treasury Di 
ment are too sl arp and too sudden for our market to absorb. Ii 
consumers won’t pay the increased taxes—and there is a li 
what the consumer will pay for a bottle of wine—then we as gro 

“i to absorb part or all of the increased taxes in or 


i 
ise taxes, should he subject 


itlet for ir wine-varl LY grapes. We don’t think 


ax increases i proposed Without pr pel 
, ' : 


Ve nnood fhe people invoived 


EXECUTIVE VICE 
‘OHOLIC BEVERAGE 
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Mr. Mitts. About how much time will you need? 
\ir. Lourre. About 9 minutes. 
Mr. MUILLs. You may proceed. 
Mr. LOURIE. The association is a membership, nonprofit organiza- 
n organized under the laws of the State of New York. Our mem- 
we estimate, bring to the United States more than 80 percent 
the imported alcoholic beverages tax-paid for sale in our country. 
ported alcoholic beverages, in addition to paying the tariff 
; set forth in the Tariff Act of 1930, pay the same internal revenue 
sas are paid by like and similar domestic articles. It, therefore, 
vs that since in addition to the taxes which are imposed by the 
nue Act of 1943, we pay rates of tariff, the taxes collected on 
ted alcoholic beverages by the United States Government aré 
diy greater per unit than is true in the case of similar domestic 
Prior to the adoption of the Revenue Act of 1917, imported distilled 
s paid a tariff of $2.60 per gallon, but paid no internal revenue 
The Revenue Act of 1917 was a First World War measure and 
da provision for the collection of existing internal revenue taxes 
| imported alcoholic beverages. 
Vhen prohibition was repealed in December 1933, the rates of duties 
vided for in the Tariff Act of 1930 were identical with those carried 
he Tariff Act of 1922. The rates were extraordinarily high becaus¢ 
it the time of the enactment of the Tariff Act of 1922. 
is in effect in the United States. 
holic beverages and the 


prohibition 
There was no import industry for 
small amounts which came here, and were 
tted entry into the United States for consumption, were to fill 
iptions issued by doctors. As a result, the tariff rates were 
raordinarily high figures. 


the Various trad agreements, these hig 
of the imported ; 


‘its, been reduce 
he tariff on imported whiskies is $1.50 
e tax of $9} 

‘view that 


per 
I 
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spiriis a quick and immediate source for establishing dollar cre 


the United States 
Our position may be summarized in the following points: 
The proposed tax of $12 per gallon on distilled spirits wil 
e case of imported whiskies such as Scotch and Canadian w! 
ral tax of $32.40 per standard c: ' 12 four-fiftl 
lt is ou 


as compared with the existing tax of 
proposed tax Is extraordinary in It amo 


cdloes hot | l tube bane 


bottle and. of course 
v amount of the proposed tax may » visualized 
if it can ima rine asi ion whereby mporters cot 


the 
thre 


Canadian whisky 


bottle without 
DAS “d on the propos 
cost f le WhISKY, Lransportatio 
tablishment, the 
» consuming 
gy sales, and so forth. 
\ 1) partment has | 
and the amounts thre 
ollars paid various 
LQ50, thre ‘WAS 
vhisky Ne ba A} ; S562 
tates Grovernment ce 
e181) You will thus 
paid by t 
the Ca 
n Canada a 
‘ted on this Cana 
4) 


We bel 


of these items although 


in 
i 


ve revel equal to or perhaps 


there is little doubt that the 


Stutes Grovernment Mav recs 


than under present conditions 


received by the foreign governments will fall decidedly 


sible lor the consumption ol Scotch 


I Ss, lor ¢ cample, p 
in the United States to decline 25 percent without any drop 


tax receipts shown at the $9 rate 


low r, a decline in the consumption of 
a verv sharp drop in the 
t would have available for expenditures in the United Stat 


met 
What will the effect be on the 250,000 retail establishments 
imers alcoholic beve ages DY the bottle or by the d 








REVENUE REVISION OF 1951 2181 


Here is a group of small-business men, small retailers operating 
ler limited capital and under limited credit facilities. An increase 
in the tax on Scotch or Canadian whisky from $25.20 to $32.40 per 
ase will result in a serious financial burden for these small companies 
Under the system emploved in collecting the tax, the goods handled 
these retailers have all been tax-paid in advance of sa 


les to cone 


mers In other words, the industry pays the Federal taxes to the 


ry 


asury Departm: nt and then proce eds to collect the taxes from the 
nsumers Ever Vv one of thes small companies must havi ittie ient 
ancial resources to enable this advance tax pDavment Kor that 
son, the position ol these operators should be viven most ‘areful 
fleration Chey are not in the same position as other retailers 
andling jewelry, luggage, furs, or cosmetics. Thos tailers advance 
5 te the Government, but at the time of sale collect a 20 per nt 
‘ from the buvet When you consider the enormous portion the 
Federal tax repre nts of the price paid by the retailer for the aleoholie 
ages he ils to consumers, you will realize that his financial 
blem is not eas 0 rive ar re again, we are not nciuding the 
State taxes which Ol vurse, the retaile: als ms to advane 
Ever since 1946, the volume of business done by the average retail 
wkage store h S de ed We ur ly ( ! rhe conon posi- 
yn of the small hborhood tavernkeep has b sharp! m- 
pare {since 1946 Phere is nothing n vsterious about the ipplication 
of the Federal taxes on alcol olle bevera , Hi a who pays the taxes 


Although they are paid tor in advance oj} sale, iltin a ely, the taxes 


| s SO | ! ~ ‘ th ] t} = rt ol i ) s «lk li ] 
) rr} ' oN fax svstem s ‘ 1% ] 
from SO to ) { inl oO { , ' \ bint vill 
I l ( lo iil | ) oul 
prop nt lefinit < ot only 
1 dith it I ling th Lax ) » deci in 
( um rf ming at { ( f ) of operatiol 
ee voing 
We feel th ful cor hi 
D it ) ! in ot Dal ) i tl ( 
| ' Wiese J 
Vi of the Stat 4 
\ f the SI e considerable 1 ! cohol 
’ r must! 1) ‘ | i \ thy ) 1) mio j = | ! SOs 
States through 1) tion of State store syster the increased 
no ld rt lt } cil p I ) ! | onasl j mit ! th rey 
CeLDLS O] th States will bye mpaire j 
The tax historv of this industry indicated that whenever States 
ve found a drop revenue, they also consider an mcrease ip tax 
That happened after the sharp decline in consumption which came 


1) We feel that the aleohohe be ae 
»>nCHRIN IO! nereased taxes Wi recoconiZe the needs ol our 
ronment. We are willme to pay our share There must be a 


! i] should not be 


o the amount of taxes which may be collected from any one 
try Some members of the committee mav recall that when 


| } } 
emergency taxes of! 1940 were be Ing considered, we recon mended 
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that the excise taxes be left unchanged and that a consumers’ 
tax be collected at the time of sale. 

We renewed this recommendation at the hearings held in | 
We feel that such a tax on a percentage basis would be flexib! 
nature, since it could be increased or decreased in accordance 
the Government’s needs and would avoid imposing on the indus 
especially on the 250,000 small retailers, the heavy burden of finan 
in advance the excise taxes collected on alcoholic beverages. 

We feel that serious consideration should be given to our y 
that the tax burden now carried by the alcoholic beverage t: 
should not be increased. 

Thank you. 

Mr. Miius. Mr. Lourie, we thank you for the information you h 
given the committee. 

The next witness is Mr. Freeman Mills, of Lodi, Calif. 

lr. Mills, will you give your name and your address and 
capacity in which you appear to the stenographer, for the benefit 
the record, pleas 1 


STATEMENT OF FREEMAN MILILS, LODI, CALIF. 


Mitus. My name is Freeman Mills, and I am from Lodi, ¢ 
Congressman Mitus. About how much time will you need, 
Mills? 
Mr. Mirus. About 5 minutes. 
Congressman Mitis. You may proceed. 
Mir. Mitus. My father and myself are partners in the grow 
Tokay grapes on about 175 acres of land. I have been in the busi: 


since 1940, and he has been growing grapes for about 35 years. 


ye 
We are in what is known as the table-grape business. This bus 


involves - ‘rowing of grape varieties that have an attractive ap} 


ance, well-shaped bunches, of good color, and which will stand 
‘ " ! ; or . 
tral ntinental hauling necessary to get them into the ¢ 


Thes 
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their composition and structure as well as the weather in the districts 
in which they are grown, cannot be dried. Wine is our only other 
outlet. 

Since wine is a partial direct outlet, returns to growers for wine 
‘involve our business directly. 

In addition, the returns we receive from our table market shipments 
are directly correlated with returns received by all growers from wine. 
It is a historical fact that the base returns received from the table 
market vary up and down each year in direct relationship to the 
nnual returns received by growers from wine. 

Therefore the tax on wine, and its effect on consumption of wine, 
or upon return to growers from wine, or both, is of great importance 
to the table grape growers indirectly throughout the State. The 

ason we are so alarmed, and the reason I am here today representing 
all of the table grape growers of California, is because the sharp wine 
tax increases proposed by the Treasury Department will result in a 
very definite consumer resistance with a resultant decrease in wine 
onsumption. This will mean that we will be deprived of part or all 

the outlet for table variety grapes that we normally find in wine, 

nd consequently we wil have an oversupply of table grapes. This 

oversupply either will have to be taken out of production, or be moved 
into table grape channels as surplus at depressed prices. 

Another direct effect would be to lower the quality standards for 
eating grapes that we have established through much effort during the 
last 10 years, under marketing agreements sponsored by the United 
States Department of Agriculture. 

Our fears of decreased wine consumption, with resultant surplus and 

pressed prices to our table grape industry, seem to be borne out by 
the Treasury Department’s own estimates which indicate a decreased 
onsumption of wine amounting to as much as 15 percent. 

As Mr. Jacobsen, our assistant director of agricu re, has pre- 
viously told the committee, our own independent studies made by 

Giannini Foundation of the University of California, estimate 
that the proposed extreme wine tax increases will result in deer asing 
wine consumption by an even greater amount. 

Kven taking the lower estimate, a decline of 15 percent in wine 
imption would take from wine utilization approximately 200,000 
of grapes, which of necessity would be turned back into other 

innels. In our case, the only other channel is shipment for eating 
oses, and might require doubling the amount of grapes we would 

e to ship into the fresh market. There never has been that big a 
market for table grapes, and there is no indication of there being 
such a market in the immediate future. 

[ am neither a tax expert nor an economist. I am just a grape 

wer. But I do know that if our winery outlets, or any sizable 

wt thereof, are taken away from me and my neighbors, we will have 
our hands an awful lot of grapes that we won’t know what to do 


{ don’t know upon what the Treasury Department is basing its 
mates of wine consumption and the future economic conditions of 
country generally, but it does seem to me that somebody is 
king a terrific gamble with my business and the markets upon which 
based. During prohibition we had to pull up many acres of 
able grape vines, the remaining table grapes after fresh shipment 
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rotted on the ground. I hope somebody isn’t making a wrong 


now that will force us again to uproot our vines, 
Thank vou. 
Congressman Miuts. Mr. Mills, I feel certain that, in view of 
very fine statement, as well as your name, that the committe 
have said We 


give very serious consideration to what you 


you very much 
Mr. Mitus. Thank you, sir 
(‘ongressman Mu LS. Is Mr. Setrakian here? 
Mr. Serrakian. Yes, Mr. Chairman. 
Congressman Miutus. About how much time 
your statement? 
Mr. Serrakran. I think Mr. Hines and I will 
minutes 
Mr. Miuus. Mr. Setrakian, would 
ry it over until tomorrow morning? 
Mr. Seri AKIAN.,. That is perfectly a wht, Nii 
Mr. Miuus. The witnesses who have not been called today 
‘tral Ir. Sharp, Mr 


On the 


Cul 


Ss, Klan. who is accom panied by Mr Hine S 
and Mr. Krieger. Those witnesses will be in 


‘1u 


tomorrow 
Without objection, the committee stands adjourned 
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acres of vineyards providing ye: 
workers whose annual wag 
dollars ($157,000,000) ; and 

Whereas, tax increases of 
or more per ton on 
tax burden of twentv-fo 
twent' 


ur-round and seasonal employment t 
‘ss in 1950 totaled one hundred fifty-sever 


such magnitude would place a tax burden 

dollars ($80 grapes grown for table wines as compar 

ir dollars ($24) a ton, and a tax burd 
dollars ($120 


raise 


mon grapes grown for dessert wines as 
tax burden of fe ‘ight dollars ($48) a ton, which is unr 
: 


» to that borne ! agricultural food produ 
the ric ; $40) a 


ARL WARREN, G 


Executive MANAGER, Natio 


Or Awe Rr 
le Chairms d members of the Wavs and Meat 
H. Hopkins ar cutive manager of the N: 
of America, Ine., of North Wabasl 
alf I am authorize ! this sta 
to raise the Federal excise taxes on fermented m: 
National Beer Wholesalers’ Association 

itely 2.000 indivi 


temen 


is an organizatior 
and through 40 


rent 
lual n affiliated 
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Beer Distributors of Indiana, Inc., Indianapolis, Ind 
Kansas Wholesalers of Malt Beverages, Topeka, Kans 
Kentucky Beer Wholesalers Association, Louisville, Ky. 
Louisiana Beer Wholesalers Association, New Orleans, La 
Montana Beer Distributors, Association, Livingston, Mont. 
Maine Distributors of Malt Beverages, Augusta, Maine 
Massachusetts Wholesalers of Malt Beverages, Boston, Ma 
Vichigar Seer and Wine W holesalers, D troit, M cl 
Minnesota Beer Wholesalers Association, St. Paul, Minn 
raska Beer Wholesalers Association, Lincoln, Nebr 
Hampshire Malt Beverace Association, Manchester, N. H 
Beverage Distribut s of New Jersey Newark, N. J 


Jew York State Whe sale Beer Distributors, New Yor N. } 
North Carolina Associat of Beer Distributors, Raleigh, N. ¢ 
' Dakota Beer W] salers, Fargo, N. Dak 
ahoma Malt Bevera Association, Oklahoma City, Okla 
\\ sale Beer Ass of Ohio. Columbus. O} 
Malt Beverage Distr rs of Pennsylvania, Pittsburgh, Pa 
South Carolina Beer Dist itors, Columbia, S. C 
~ h Dakota Beer Wholesalers, Rapid City, S. Dal 
" sale Beer Distributors of Texas, Austin, T¢ 
ee Malt Beveras \ ciation, Nashville, Ts 
Beer Wholesalers ciation, Salt Lake City, 1 
a Malt Beverag ’ ciation, hichn A Va 
t W lesa B it st \ i \ 
t B \\ Sea \\ 


, 
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reverses previous Federal and State policy that has favored the n 
ges in contrast with distilled spirits. Wine will be priced out of the 
who use it properly as an adjunct of food. 
importantly injure the Oregon wine industry. Overcoming 
‘les and intense competition, Oregon wine producers have just gain 
hold on the national market. Wine production has been impor 
agriculture, particularly the farmers of the Willamette Valle) 
Honeywood Winery, alone, annually buys $224,000 of Northwe 
nany, this is a tax on food. Thousands of Oregon residents part 
lescent) use wine as a staple food of their daily diet. Their foo 
» respect and protection as much as those of any other 
st there are 23,000 Italian voters in Oregon, from wl 


+} toh 
nic 
on may be calculate 
d tax is so extreme t! it may well meet 
sesid grape and fruit gr 
f ‘d industri 


STATE OF ARIZONA, 
DEPARTMENT OF Liquor Licenses AND CoNnTROI 
Phoeniz, Ariz., March & 


Inc., 


nforcen 

IS simple, A $3 
> aor» 
>3 more attractiv 


stitute, to dilu 


erner the true meani 

is one Over and see 
is foolish econon 
producir 


trend ec 


OMMONWEALT KENTUCKY. 
F ALCOHOLIC EVERAGE CONTR 
Frankfort, Febru 


led States. Off 


4 


PRESIDENT BARKLEY: My attention has been called to 


ending at present in the Congress a bili that would raise tl 
whisky from $9 to $12 per gallon. This bill is designed 

»btaining additional revenue for the Federal Government. W 
ht produce additional revenue, in my opinion it will also 


nal enforcement problems. The newly created enforcement prol 
the Federal and State levels will necessitate large expenditures of money 
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yment of many men, thereby further depleting our national manpower 
tage. For these and other reasons, I am of the opinion that the revenue will 
nearly as great as anticipated by the Secretary of the Treasury 
ring World War II, the excise tax on whisky was raised from $6 per gallon 
¢9 per gallon. The people in the industry and others were led to believe that 
¢3 increase would be repealed as soon as the then existing national emergeney 
rminated. ‘To date, Congress has not reduced the tax as the 
lustry and public generally was led to believe. When Co 
itment and goes so far as to include it in the origi: 
ibe kept. The commitment should be kept, if the 
peal the legislatior lt only fora period of 6 months 
ymmitme! ts destrovs the people’s confidence in cons 
vy, at a later date, w the detriment 
litional revenus I tne same is greatly 


cy 


» whi 
‘Lionately The 
- Commonwe i 


Sho 
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for beverage purposes, liquor stores 

tories Therefore, dri 
with local liquor 
for shipments 


the comm 
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TUESDAY, MARCH 13, 1951 


House or REPRESENTATIVES, 
COMMITTEE ON Ways AND MEANS, 
Washinaton. D. C. 
committee met at 10 a. m., pursuant to recess, in the Ways and 
Committee room, New House Office Building, Hon. Robert 
hton, chairman of the committee, presiding 
CHAIRMAN. The committee will be in order 
\I ARTIN. Mr. Chairman, before we call up any 
are coming pretty well to a close now according t 


arlier in the hearings 


iu There was some talk 
r | ' 

sury Department officials ba: cup nel 
nto any subjects that hould by 


. 


3 and also to vive us some 1de% eir proers 
1: . [ ] 

$6 billion of tax revenue ' der if the comn 

] } ; . . * . 4 he . ‘ 

» take up the matter of having » Treasury of 

| , iby] 


f next we wrain and go over this in pu 


an up-to-datl | revenue s 


nformati 


ne cant 
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The CHarrMan. Naturally if we had prepared a bill and d 
of it and then they later brought up other recommendations, of 
they would have been the first witnesses, the first to appear 
new legislation. But now the way it stands, if they want to « 
right. If they do not want to come, if there is nothing mo 
want to say, that is also all right. If any members of the cor 
want to invite them we will take that up. Will that be satis! 

Mr. Martin. I would appreciate that very much. 

Mr. Kine. Mr. Chairman, I desire to ask unanimous cor 
have two gentlemen who were on the list of witnesses vester 
who through no fault of their own were not reached, taken n 

The CHarrRMAN,. It is not convenient for them to remain lo 

Mr. King. They have made reservations and it will great! 
venience them if they are obliged to wait until late this aft 
Both gentlemen have considerately reduced their statements 
aggregate for both of them will be 10 or 12 minutes 
The CuarrMan. The chairman hopes that the unanimous 

‘st will be agreed Lo We tried to arrange the schedule I 

ast inconvenience to people from out of town. These w 


ried over from yesterday, and it is necessary for ther 
afternoon. Is there any objection? The Chair hea 
‘all Mr. A. Setrakian, president, California Grape G 


|, Fresno, Calif., who I understand will have a brief stat 


STATEMENT OF A. SETRAKIAN, PRESIDENT, CALIFORNIA GR 
GROWERS COUNCIL, FRESNO, CALIF. 


\KIAN My al is A. Setrakian 1 am the pl 
ormia Grape Growers Council, Fresno, Calif 
verv appreciative Qi 
given the privl 
(Committee to present our case ur consideration 
I say a word or two about n | ent the es 
Armenia, Where | suffer ‘reat fear and want 
th all the sincerity possess, that no price ts 
our Wa. i | . the best in the world 
need for ine! 
lifornia want 
wine | 
‘to the r 
ss of produ 
rapes and grape products represents one of 


ai enterprises in California The livelihood of soi 


I 
wers, their families, and tens of thousands of wor 


ploved packing houses and processing plants solely depe1 


il grape products selling at fair prices 


nliiornia produces ann ially some 2.S00,000 tons of fres| 
are marketed through three outlets: that 3 , grapes 
ls grapes converted into raisins, and grapes cI ished 
| weet Wines The economic interests of these three o 
through which the annual grape crops Is marketed are intel 
and inseparable 
is our humble, considered judgment that if the propos 
become effective, the consumption of wine will drop 
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The utilization of the grape crop will be drastically dislocated and the 
‘income of grape growers will be disastrously low 
During World War Il, our Government requested that grape grow- 
produce the maximum tonnage of raisins. At heavy financial 
fice to themselves, growers responded to this request Ample 
viuction of raisins was made for the domestic market and for the 
of our allies. This shorted the wine market and disrupted the 
rmal distribution of grapes between the customary outlets 
\fter the war, grape growers were faced with a war-created surplus 
raisins and a broken raisin market As a result 
flooded with grap 
ent in 1947 


erowers OL Palsil ? recy grapes were again 


the wine marke 
es in 1946 and grape grow 


icomes fell 60 


es which bankrupted thousands 
nd 1930 


x Government 
ited States De 
iS Into noncon 


\ rr’ why 
reTyY WiHICcd 


would sharply 
have hor- 


where the 


| aim 
apr and 
propos 
at the vintn 


se Income r capacity to tribute economy of t 


Growers of 


thank you 
COOPER Any quest 
King. | have question 
Coorer. Mr. Ki Cal 
King. What 
rakian? 
SETRAKIAN 
Advisory Board 


alifornia will 
izations 


Congressman, | 
This board is elec 
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Mr. Kine. Have you participated in discussions with gro 
regarding Federal aid for the raisin industry? 

Mr. Serrakian. Yes, sir. It has been my good fortune for 
past 10 years to act as the chairman of the committees which we | 
had from 1941 until 1950 to present to the Department of Agricu 
our industry problems, and during those 10 years our Government 
very generously assisted the raisin industry in purchasing surp 
and thereby enabling the grape growers to make both ends meet 

Mr. Kina. Thank you very much, Mr. Setrakian. 

The Cuarrman. Any further questions? If not, we thank yo 
your appearance and the information you have given the commi 
~ Mr. Walter K. Hines, general manager, Sun-Maid Raisin Gro 
of California, Fresno, Calif. Will you please give your name 
address to the stenographer and the capacity in which you a) 
here, Mr. Hines? 


STATEMENT OF WALTER K. HINES, VICE PRESIDENT OF CALI. 
FORNIA GRAPE GROWERS COUNCIL AND GENERAL MANAGER 
SUN-MAID RAISIN GROWERS OF CALIFORNIA 


Mr. Hines. My name is Walter K. Hines. I am vice presid 
the California Grape Growers Council and general manager « 


Sun-Maid Raisin Growers of California. Our association is a « 
ative engaged in the producing, manufacturing, packing, ar 
tributing of raisins. 

I have been associated with this organization for about 23 


ymposed of approximately 3,000 


the grape industry of California, in 


We have a membership c: 
During much of that period g 
the raisin industry. has been placued with recun 
( I ) naustry, nas veenh pingue WILn recul 


te marketing problems During much of the 


World War II, the raisin industr’ 


In lar r( 


l 

? 

ip untu 
lie 


. ] 
ea in adom { 
eontiniati nrnliy 

HLINnUAaALYV S&S Pius 


re reliel shipmen 


: been very limit 
. } 7 ar Lg 
nent and even under the EK 
o reestablish a n 


? 


expect i that the primary effe 


restrain consumption ol grapes or 


oposed increase In taxes on wine, woul 


r prices to grape producers. 
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In view of present production cost levels, the grape producers 
cannot take a drastically lower price without greatly reducing their 
standard of living and in many cases substantially lower returns 
would involve actual grower bankruptcy. 

It is my opinion that the proposed increases in wine taxes would 

ate a consumer resistance that would substantially reduce the 

ial consumption of wine. This in turn would also reduce the 
cipated increase in wine-tax revenue. 

"The reduction in the use of wine would reduce the annual crush of 
rapes by a corresponding amount and would certainly materially 

duce, if not elimir ate, the volume of raisin-variety grapes used in 

production. This would mean that more raisin-variety grapes 
ld be converted into raisins, thus aggravating the marketing 
lem for raisin producers. 
would summarize the position of the raisin producers as follows: 
If consumer prices for wine are increased to absorb the proposed 
tax increase, resulting sales resistance will cause a drastic loss of 
consumption. 
b) Loss of consumption means that large tonnages of grapes now 
in wine making must seek other outlets. 
Raisin-variety grapes which would normally be crushed into 
would be dried as raisins thus creating a surplus production of 


Surplus production of raisins always means lower returns to 
lucers of all varieties of grapes. 
Any substantial surplus production of raisins would again bring 
the picture the need for Government financial assistance by way 
lirect subsidies or by way of export or other diversion payments. 
r of such procedures would involve huge sums of money, thus 
ther reducing the net income to the Government from the increased 


All-in-all, whatever way the situation is viewed or in what man- 
it is considered, one cannot get away from the fact that those who 


will suffer and pay the bill are the grape producers 

The CaatrMAN. Any questions? Mr. King. 

Kine. Mr. Hines, what is the normal sale of raisins available 
to commercial outlets? 

Mr. Hines. Today, Mr. Congressman? 

Mr. Kine. Yes. 

Mr. Hines. It will run anywhere from 150 to 175 thousand tons. 

Mr. Kine. What is the total bearing acreage of various varieties of 
grapes in just the State of California? 

Mr. Hines. There are approximately 230,000 bearing acres of raisin 
grape varieties, about 170,000 acres of wine variety grapes, and about 
70,000 acres of fresh table grapes. 

Mr. Kine. The total bearing grape acreage would be what, Mr. 
Hines? 

Mr. Hines. Around 500,000 acres in total. 

Kine. What is the approximate yield per acre in relation to 
various varieties of grapes? 

Mr. Hines. In the case of raisin grape varieties, the bearing ton- 

‘per acre approximates 9 tons. It is a little less than that, about 
to be exact. In the case of wine it runs substantially lower. 





2200 REVENUE REVISION OF 1951 


That is something over 4% tons per acre. With the table grapes 
about 8% or a little more than that. That would give a po 
production of all grapes in California of 3'4 million tons. That 
be 100 percent production. As previous testimony has indi: 
the usual outturn is around 2,800,000 tons, but the potential 
million tons. 

Mr. Kine. What percentage of all grapes grown in the | 
States are grown in California? 

Mr. Hines. I believe it approximates 85 percent, in that 
borhood. 

Mr. Kine. Thank you very much, Mr. Hines 

Mr. Hines. Thank you 

The CHuarrMan. We thank you for vour appearance and 
formation you have given the committee 

Mr. Hines. Thank you 

The CuatrmMan. The Chair is informed that Mr. Harry Sha 
the Southern States Beverage Journal, Coral Gables. Fla.. must 
by noon today and inasmuch as he was on the calendar yvesterda 


+} 


was not reached, unless there is objection, the Chair will call him 
We unde rstand his statement is verv brief. The Chair hears } 
objection Mr. Harry Sharp. 


STATEMENT OF HARRY SHARP, EDITOR, SOUTHERN STATES 
BEVERAGE JOURNAL, CORAL GABLES, FLA. 


Mr. SHarp. My name Harry Sharp. I live in Coral Gabl 
I am the editor of the Southern States Beverage Journal whic! 
liquor trade publication received by 13,000 liquor retailers throu 
the South. I believe copies of the current tissue are on the «de 
you gentlemen. 

The CuatrmMan. About how much time will you require? 

Mr. Suarp. I am going to file my statement and cut myself 
to a maximum of 5 minutes of oral remarks if that is agreeable 

The CuarrMan. Thank you very much. You have permiss 
file vour statement 

Mr. SHarp. Mr. Chairman and gentlemen, I want to prefa 
remarks with a brief comment on a newspaper report publish 
night in the Washington papers regarding my testimony. | 
from this report that one of the discriminations “that kindle so 


resentment,’ | am quoted as saying, ts the resentment of an 
revenue man before the committee to the effect that moonsh 
lations are not really Important, hat they predominate onl 


South 
entlemen of the Aleohol Tax Unit, at v 


! 


In fairness to the 
7 
ark, | am not quoting them explicitly, 


yr 
' 
I 


was aiming in this re 
men 1 think the attitude that moonshining is not a serious 
t but not 


heca me ib occurs principally in the South IS LNpPiLIcl 


in the statement made by Mr. Mealey before this committ 
wi 

it) South Carolina, Georeia, I lo in Kentu ky, T itssee, Lo 
and Arkansas and Texas We work with the agilers in these 


ri iat ther problems ar 


} 


] ] ; ; 
KS ago Our nublicat on circulates to every [tegcitimat 


times, and we think we k 


want to call to vour attention tl act that moonshint 
ous situation in thes Sti than has been pres il 


i 
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ee up to now. My good wife and I in driving up here from 
ami came through the poorer section of town, and in a space of 
- blocks passed the distinet odor of fermenting mash in two loca- 
The moment I arrived up here my office communicated with 
nd informed me of a moonshining situation in the Florida county 
iately adjoining the one in which I reside, Broward County, 
h the county seat is Fort Lauderdalk This is a resort area 
high income. Nevertheless the moonshining situation there 
bad that retailers are protesting and Mr. Serr, of the Alcohol 
iit. who was here, will bear me out when I state that I imme- 
called him on the phone from my hotel in Washington to give 
vant data on the situation. 
tlemen from the South on this committee need no reminder of 
ious moonshining ts in their States | have with me the lates 
ie report for the State of Georgia. In the month of January 
nade pe ndently of the Federal Aleohol Tax Unit, which does more 
ts share of work, g ntlemen, the State enforcement dé partment 
ted 1,981 raids in 1 month, January of 1951. In that report 
January they seized 300 stills, illicit stills, that is. There was 
rable dist USSLON he I'¢ vesterday, rentl men, abo 11 the Cupat ily 
licit stills and the amount they defraud the Government of. 
lon’t wish to lav myself open to quotation that woul 
Is more illicit li juor than there is licit Liquor! 
ntrv as a whole, but I am certain that gentlemen from 
your committee will bear me out when I sav that in some areas 
South it is very definitely true that illicit liquor predominates 
citliquor. In Georgia, for example, as a result of the inordinately 
ax, $5 a gallon, as you gentlemen heard, and our State tax legiti- 
liquor sales have rone down and down and aown | think the 
; best shown by these statistics I cited, which with vour per- 
1 will file with mv statement They are the official raids 
eted by the State of Georgia, 300 in the 1 month of January 
ther wish to indicate, ventlemen, that the men closest to the 
n of enforcement in the South, the administrators of the beve 
trol laws are in My opinion unanimous in tl 
ordinate increase in the Federal excise tay 
» vou, and | would like permission to file wit] 
inieation from Mr. James Clarence Evans, fron 
State ol Tenn SSe¢ M Kove ns is the comm) 
n Tennesse \Ir. Evans was | 
all the earings and could not be 


hed bh fore the senate Kefauve eommitter 


1 DM I 
ords that it was his opinion that any serious 


excise tux would only contribute to iAw Vi 
His letter dated February 27, says 
SHAT 


? 
( 
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I have a letter from Mr. R. W. Winston, the chairman of th 
of Alcohol Control of the State of North Carolina, Mr. Ch 
Mr. Winston says: 


I have your letter of March 1 which can best be answered by enclosi: 
letter on this situation, which I have recently written to all of my Co: 
and Senators. 


And his letter is: 


While I realize that you have in vour possession many facts relative t 
structure of this country with which I am not too familiar, at the san 
have, for the past 2 years been very close to the situation as it relates 
of alcoholic beverages, both legal and illegal, in the State of North Car 

| have come to the very definite conclusion that the Federal excise tay 
has very nearly reached the point of diminishing returns particularly i: 
where, as you know, the people have not completely 


I think that is an understatement 


have not completely lost their taste for the home-made variety which, 


| , bstantial tax advantage over t 


pr nt Federal levy enjovs a ver su 
manufactured brands. 
I} 3 no question in my mind that an increase of $3 per proof gallor 
rice legal goods out of reach of most of those who presently prefer to | 
tlets and therebv make our task of enforcement even more diffic 
g chairman of this board I have made a conscientious effort to « 
manufacture and sale of whisky in North Carolina. I am confide: 
: per gallon on legal whisky will turn some of our people b 
moonshiner and bootlegger and make the task which I have undertak« 
urably harder. 
If you and your colleagues reach the decision that additional levies 
imposed on alcoholic beverages I sincerely hope that the increase will b 
& minimum, 


se OL >) I 


I have a similar communication from, Mr. Guy Shearer, C 
sioner of Alcoholic Beverage Control for the Commonwealth ot! 
tuckv. I don’t want to read the whole thing to you. It is 
lengthy. Mr. Shearer has pointed out that Congress in 1944 
a $3 proof gallon increase in the excise tax as an emergency m 
To date Convcress has not reduced the tax. 

In conclusion, sir, I have a communication from Mr. C 
Stevenson, the administrator of the Texas Liquor Control Boa 
I will terminate by stating his remarks: 

rsonally believe if the Federal tax is raised from $9 to $12 per g 
re of moonshine liquor will increase considerably in our Sta 


a 


a serious enforcement problem. 
Coxe R. STEvENs: 
Adn 

I have petitions from consumers in the South, sir, which | 
like to file with you, not for the record. I have a communi 
the House Ways and Means Committee by a number of 1 
which I wish to transmit to you. 

The CHarrMan. Without objection. 

Any questions? 

Mr. Kina. I have one question, Mr. Chairman. 

| read an article in the Saturday Evening Post a short tim: 
Mr. Sharp, which had to do with a very distinguished southern 
men from North Carolina. He, because of his genius in me 
and his work for the Government in ordnance, has become p. 
the most famous man in his field in a generation. But his dut 
the War Department and certain arms manufacturers have 
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necessary that he remain in and around New Haven and New York 
for the past 10 years. On being interviewed by the Saturday Evening 
Post reporter about his impressions of the North—he apparently is 
one of those sincere North Carolinians—stated he had two objections. 
First, it was very difficult for him to become acquainted with Yankee 
ways, and secondly, he abhorred Government liquor. He refers to 
Government liquor as legitimate liquor. 
| am wondering whether or not the liquor distillers of this country 
not making a mistake in not having some research done that 
would equip them to make Government liquor, particularly for sale 
the South, taste something like the stuff that is made down there. 
This was just 2 weeks ago. Iam not taking this out of the air. We 
ear so much about the desire of southern men for their own liquor 
that | wonder why our distillers can’t arrive at getting a flavor some- 
what like southern liquor. Would that be helpful? 
Mr. SHarp. Mr. King, you will recognize, of course, that I cannot 
ik for the distillery industry, which has its own able representa- 
ives. I recognize the fact that there are many in the South who have 
ever tasted what they call Government liquor, and therefore cannot 
itivate a taste for it. I also recognize the fact, I believe it was in 
: State of Tennessee, there was some publicity about a man who 
was caught by Federal agents pouring Government liquor into other 
bottles and selling it to those who claimed they preferred moonshine. 
This was tax-paid liquor, mind you. But I don’t think, sir, that a 
majority of the people prefer the moonshine product to the one made 
der Government supervision if for no other reason than to get 
formity of product. I will grant you there may be some people 
ho prefer a stronger flavor to a weaker flavor, but the distilleries have 
ducted a lot of research, as I understand it, into majority prefer- 
They study markets from that standpoint. You will find 
there is a variation in the proof of the product marketed in one 
State or another under a certai brand name because in one State 
they like an 86-proof whisky and in another State they like a 90-proof 


are 


sn 


Whisky. 

Mr. Kine. This man was up north 10 years and in that time he 

idn’t get used to Government liquor so I thought there was 

ably something to it. 

Thank you, Mr. Chairman. 

Che CoarrMan. We thank you for your appearance and the in- 
formation given the committee. 

Matter furnished by Mr. Sharp follows:) 


| 
4 


STATEMENT OF Harry SuHarp, Epiror, Sournern States BeveERAGE JOURNAL 
ntlemen, I am appearing before your committee on behalf of over 13,000 
ior retailers in the South. Our business publication is received and read by 
licensee in South Carolina, Georgia, Florida, Kentucky, Tennessee, Louisi- 
\rkansas, and Texas. We work with these people all the time and we know 
their problems are. 
special concern to these licensees is Treasury Secretary Snyder’s proposal to 
quor excise taxes to $12 per proof gallon, and to raise wine and beer excise 
s at the same time. Retailers in our area noted with alarm Commissioner 
y's testimony regarding the moonshining threat posed by the suggested 
"ease. 
Mealey stated that the effect of the proposed increase in rate upon the 
tax-paid liquor problem deserves little consideration compared with the more 


re 


smental and basic aspects of such taxes. In addition he remarked: ‘The 
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posed Phe relatively low income of the South makes the disproportionate 
weo and liquor taxes an added burden, and we all feel that a halt must be 
d some Ww here 


"5 The situation is bad enough now It. will grow far worse with an added tax 
rden. Not only is the southern retailer suffering from the burden of moon- 
there is another way in which he suffers \ survey of the Miami drug 
reveals that two Miami drug stores do 90 percent of the retail business in 
rum Both of these stores are in the derelict or “Skid Row” section of our 
rwise Magic City The owner of one of these stores, located across the street 
the Federal Building, states that bay-rum sales in the last 5 years have 
wed from an annual three to four hundred dollars to an annual three to 
wousand dollar And his customers don’t use bay rum as a cosmetic. 
same thing is true of rubbing alcohols, and also of patent medicines whose 
listinction is the high percentage of alcohol they contain 
i like to stress that not only will the southern retailer suffer—the whol 
e Oo vy of the South v suff rr. Government expert have estimated that the 
nt’s budget for 1952 relies on a sale of 194 million gallons of liquor Secre 
ury Snyder’s estimate based on the proposed $12-per-gallon tax calls for sale of 
73 million gallons—a drop of 21 millions or almost 11 percent Has it oe- 
» vou gentleme that this drop of 1] percent w be fe t bv the State ad- 
rations, which rely or lor-tax revenues for a high percentage of their State 
» If the Stat try to meet this shrinking revenue by increasing their owt 
’ roportionat« t ill be caught in the vicious circle of added tax incen- 
to the moonsh er and the boottlegger 
Since preparing this statement, I have received letters from Mr. R. W. Winston, 
nan of the North Carolina Board of Aleoholiec Control, and Mr. Guy Shearer, 
issioner for the Kentucky Dy partment of Aleoholie Beve rage (Control, 
Statements from these gentlemen are included for the record 


The Cuarrman. Mr. E. A. Barit, president, Hudson Motor Car 
Co., and chairman of the Committee on Taxation, Automobile 
Manufacturers Association 

Is Mr. Barit here? Mr. Barit, please give your name and address 
und the capacity in which you appear to the stenographer, for the 

ord 


STATEMENT OF A. EDWARD BARIT, PRESIDENT, HUDSON MOTOR 
CAR CO.; CHAIRMAN, COMMITTEE ON TAXATION, AUTOMO- 
BILE MANUFACTURERS ASSOCIATION 


Mr. Barrr. A. Edward Barit. Lam president of the Hudson Motor 
Car Co., and | appear here this morning as chairman of the Taxation 
Committee of the Automobile Manufacturers Association, 

The CHarrMan. About how much time will vou need, Mr. Barit? 
‘ir. BArrr. L think I can finish in 15 or 20 minutes, but I will ask 
vat if possible you not hold me too rigidly to that time because we 

! caged here with a matter that represents a most serious situation, 

(CHAIRMAN You may procee d. 
\ir. Barrer. For the purpose of emphasizing its significance, I would 
first to call vour attention to the title of our presentation, “What 
profit taxes if they deny our people necessities and weaken our econ- 

We of the automobile industry are deeply concerned over the pro- 
il to increase the excise tax on automobiles, because it constitutes 
ave threat not only to our business but also to the general economy 
the Nation and the success of the taxation program itself. The 
h an action would be serious indeed, especially Lo 
efense economy. The concern of those in the industry, is in fact, 


4) 
eefold. 


quences of Silt 
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First, is a concern for the welfare of the industry’s millions of 
tomers, who likewise are important contributors to Federal, Stat: 
local treasury coffers through their payment of taxes on the pur: 
and use of motor vehicles, parts, and fuel. Ability to pay is, | 
sure, a cardinal principle of successful taxation policy. 

Gentlemen, before I proceed to No. 2, I would like to dwell a 
longer on that matter of ability to pay. Just think of it. Unde: 
proposal to increase excise taxes on automobiles, it would mean 
the purchaser of a low-priced car would have to pay $215 in excis 
alone, and of a medium-priced car he would have to pay $300. | 
ing at it another way, it would mean that one-third, approxim 
of the total selling price or purchase price of the car would hay 
go to pay the various taxes that must be paid before an auton 
can be built or sold. It doesn’t seem right to deprive a man of 1 
sary transportation. There are many places in this country, a 
gentlemen know, where public transportation is not availabl: 
about the only means people living in those localities have of tra: 
tation is to own an automobile. 

Another phase of the situation is the matter of taking a « 
lump sum of taxation and saddle it to one particular item. Obvi 
families in this country require many things, and they presumably 
a choice, if their funds are limited, of deciding which is the most im; 
tant of those necessary things. When you saddle it all on, let’s 
the automobile, you force the issues, so to speak, with certain p: 
If it were distributed more evenly and a lesser amount put o1 
automobile and something put on each of the various other t! 
people then can choose, and obviously the situation is not the s 
with all families. In some families the automobile might b: 
mount. There are others where perhaps some other article ordi 
purchased may be paramount. By distributing it, you give 
American family their choice, and certainly free choice is one ¢ 
cherished heritages of people in a democracy. I think, gent 
that is a most important point. 

You might consider that the used car is the solution; th 
people can buy used cars, but | would like to call vour attentio! 
fact that the supply of used cars is limited and, in order to insu 
continued supply of used cars, the owners of those cars must be 
to give them up, and they won’t give them up unless they ar 
purchase a new car. Therein this taxation would come into p! 
cause it would stop many current owners of cars from buyn 
cars and, therefore, they would not place their current used cat 
market. So, the supply would in a sense dry up im time. 

Now to fo on to No. 2: 

Second is a concern due to the fact that any tax formula afl 
the automobile must be carefully devised to avoid a crippling o 
duction, since the highest possible output is desirable in light 
essentiality of the motor vehicle to our normal peacetime econon 
particularly to a defense economy. 

Third is a concern arising out of the fact that the motor-\ 
manufacturing firms are leading contributors to Federal rm 
through their own tax payments. 

In congressional consideration of any broad tax legislatior 
subject of various kinds of excises inevitably arises, as it has 
present instance, Therefore, this presentation is made in the 
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we you may find helpful the experiences with and the fundamental 
nclusions of the members of this industry on the subject of motor- 
veh ‘le excise taxes, 
(he Federal excise taxes on automobiles and trucks, when imposed 
ring the depression and then increased with the advent of World 
r If, were admittedly emergency levies and purportedly temporary 
nature, although at the end of the war they were never removed. 
is we have pointed out repeatedly in the past in presentations to 
s committee, the existing automobile excise taxes are high dis- 
ninatory. Because many other products that are used by the 
1t majority of the public in the course of their daily living bear no 
ses, the special automobile levies are a distinctly unfair burden. 
Discrimination against a necessity: This discrimination is particu- 
glaring when it is realized that it is aimed directly at a product 
fundamental to the lives of virtually all Americans. With 
rrowth of the motor-vehicle industry since the turn of the century 
nd the universal dependence of our population upon highway trans- 
ation, it is difficult to think of any product more basic to our 
tional strength and vaunted American standard of living. 
A few statistics very quickly underline this fact. Aside from the 
early minus one-half million privately owned commercial vehicles 
ow in use, which of course function 100 percent as productive tools, 
‘e are also nearly 40 million privately owned passenger cars in use. 
than 95 percent of these cars are used partly or entirely for 
sential transportation. ‘To state it another way, 63 percent of all 
r trips and nearly half of their total mileage is for the purpose of 
ling their owners to do the work that is their source of livelihood 
other essential uses, such as going to og grocery or taking the 
nm to school, and the ficures rise to th reent of the a ileage 
77 percent of all trips. Thus a spec ial excise tax on automobiles 
vy on the basic mobility of people. 
of auto tax load: Existing automobile excise taxes already 
ent a burden superimposed on a vast labyrinth of other Federal 
and local taxes. In fact, on the average passenger car 24 per- 
price paid by the motorist represents taxes. Parentheti- 
vould like to add that that would rise almost one-third if you 


idopt the increase in excise taxes which is the subject of the 


} 


before - Should motor vehicles be further discriminated 
through an increase in the automotive excise levy, 
uch taxation would defeat its own p 
lv greater total of 
h y levies import 
ipon by all levels of govern nt. In 1949, lates 
fi ‘s are available, the Federal exci Lxes on ne 
taxes levied ags 


na total of { 
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Exorbitant tax proposals: Just before World War II, exor! 
automotive excise taxes were proposed to discourage purchasi 
production. Fantastic levies have now again been proposed, alt! 
the current situation is one in which the objective is to raise r 
to meet abnormal armament costs. 

The argument has been made before this committee that 
taxes on passenger cars should be nearly tripled, as am 
diverting scarce materials to defense production. We believe 
is not and should not be the intention of this committee nor of 
gress to use the taxation power to control the use of materials 

On the contrary, the Congress has created, under the D, 
Production Act, specific agencies to control production and th 
of materials, and to divide facilities between civilian and 
goods. ‘These agencies already are in operation and hav: 
issued orders limiting the materials used in automobiles 

To superimpose a control by taxation on top of materials reg 
in order to divert various commodities to the defense effort is ni 
unnecessary but it contains positive elements of danger to the 
economy. ‘The impact of duplicate controls could quite p: 
result in far greater reductions in civilian production—and 
ment, general economic activity, and tax revenue—than co 
foreseen or be desirable, bearing in mind that maximum ; 
production compatible with defense needs apparently is the po 
C ongress and of the defense agencies administering that policy 

Dangers of self-defeating taxes: At what point any com 
howevel! necessary, starts to be taxed out of the market is very d 
of definition, but such a point obviously exists, and in the ca 
motor vehicles, reaching it would be tri vic to the whole 
First, the very tax revenue sought would not be obtained 
our already deficient and overage highway transportation plant 
be further crippled. In this connection, it is well known t! 


average age and operating condition of the cars and trucks 
roads today, and the state of maintenance of the roads an 
themselves, are both inferior to what they were at the be 
World ye r Il. As the last war showed, any deterioratio: 
quality hig hway transportation has serious repercussiot 
x cane. of the national economy 

Should the Congress after its consideration of new tax legislation 
to the conclusion that manufacturers’ excise taxes should be a s« 
large or small, of the over-all tax structure, the automobil 
believes the present discrimination should be eradicated 
increased. Specifically, the industry believes the present imp 
structures of excises on motor vehicles should be W Iped away 
and that if excise taxes are to be imposed in the future, the pro 
of the motor industry should bear only their fair share in rela 
other manufactured products produced in this country. 

Termination of emergency taxes: It is further believed 
new legislation includes excise taxes on manufactured produ 
same legislation should embody a definite termination date re 
the time the present emergency abates or ends entirely. En 
defense tax increases, such as are being considered by this C 
should be definitely labeled as such, and their withering effe 
health of the economy should be eradicated as quickly as 
times reappear. 
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The automobile industry is a major employer. Directly and in- 

directiy it is the support of one out of every seven jobs in the whole 
country. Any artificial burden on the production, sale, and use of 
its products should therefore be removed as quickly as possible SO 
that, with the better times that we all devoutly hope for at sometime 
head, it can continue to make its contribution to the strength and 
ilare of the Nation. 
Virtually alone among the manufactured items burdened with 
se taxes, the motor vehicle itself, through its use, renerates 
onomic activity. Every mile traveled by a passenger car, truck, 
- bus results in the purchase of goods and services of all kinds, thus 
eating income both for taxpayers and the tax collector. 

lherefore, the members of the industry wish to emphasize to this 
mmittee two fundamentals which it is believed should characterize 
nv future Federal excise taxes of whatever magnitud 
} rst, that such taxes should be equitably distributed, with the 
otor industry bearing only its fair share rather than an increased 
scriminatory load; and, second, that such em gency levies should 

ry with them provision for their automatic termination when the 
eason for their creation has ceased to exist 

Gentlemen, we have prepared many figures in support of the state- 


ments which we have made concerning the essentiality of the auto- 
mob le and Its veneral use In SOTne Cases they have be np it up In 
the form of charts, and they are all contained in the folder along with 
he brief which | have just read. Among other things, we show in 
these tables firures concerning the essential charac ter and use of the 

tomobile by States. I think you will find them extremely interest- 


ng, and I am very hopeful that vou will find time to examine them. 
[ think you will find it much worth while. 

In conclusion, I would like to call attention to the inflationary 
haracter of these Federal excise taxes, and this at a time when our 
people are being asked to accept sacrifices of various kinds in the in- 
terests of stemming inflationary tendencies, 

May | also bring to vour attention the fact that vou will greatly 

luence the state of mind and the attitude of the people if by your 

m you indicate a disregard for rising selling prices. It is hardly 
aT expected that the people who supply the materials and the labor 
that go into making of an automobile and which of course determine 
he selling price of that automobile will accept very much in the way of 
nee to keep down prices if ( ‘ongress does not show an interest in 
loing the same thing, keeping down selling prices. 
| thank vou, gentlemen 
Mr. Coorrr (presiding). The Chair observes that you have 12 
bits attached to your statement which was distributed to the 
mmittee. Do you want all 12 of those exhibits included in the 
ord here? 
Mr. Barrr. I will leave that to your judgment, sir. They are 
important statistics, and I think that they should be given 
ntion. Whether it is practical to put it into the form you suggest 
lon’t know, but | certainly believe that they are important enough 
rrant study by the gentlemen interested in this subject. 
Mr. Cooper. All right. 
‘lr. Reed of New York will inquire 





2210 REVENUE REVISION OF 1951 


Mr. Reep. I was just going to ask unanimous consent that 
tables, which I think are very valuable, be included in the r 
Otherwise I fear, with so much of this literature outside the r 
we will not be able to find it or use it. 

Mr. Cooper. Without objection it will be included in the 1 

(The complete statement of Mr. Barit follows:) 


Wuat Prorit Taxes Wuicu Deny Our PEopte NECcEssITII 
Owr Economy? 


Statement by A. E. Barit. chairman, taxation committee, 
Manufacturers Association 
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but other special Laxes levied sper if 
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a total of five times that much. 

t 10.) Moreover, this huge sum is in addition to the very large income 
paid by automobile manufaeturers, which likewise would be jeopardized by 
pecial tax heavy enough to cripple production and sales Meanwhile, pas- 
r-car excise taxes paid in 1950 rose to $563 millio1 ; 
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TERMINATION OF EMERGENCY TAXES 


her believed that if the new legislation includes excise taxes or 
tion should embody a definite terminat 
abates or ends entirely Emer 


this Congress 


roducts, the same legisls 
the present emergency 
such as are being considered by 
and their withering effect upon the health 
normal times 

Direct!y and indirect 


the time 
AX Increases 
beled as such 
be eradicated as quickly as 


ile industry is a maj 


reappear 


plover 
) 


Exhibit 12 


of every seven jo 
he product 
ckly as possi 
SOs 
welfare of 
alone among thx 
hicle itself, throug 
by & passeng 
rf ind 


tt N 





tEVENUE REVISION 





REVENUE REVISION OF 1951 
-Purposes of passenger car uses 


IS FOR NECESSITY USES 


Exuisigr 4. 


55 PERCENT OF CAR MILEAGE 


Miles Round tr 


Purpose 
Percent of Annual av- 


Annual av- 
total erage per car 


erage per car 


1, 205 179 
2, 662 167 
335 
64 


bo 


. 186 


PASSENGER CARS ARE EMPLOYED 


NECESSITY TRIPS 


Percent ol for indi 
I' ype of use " 
Rural are areas 


59 
54 
42 
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59 percent of car frips are for the pur pose of m king a livi ng. 
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Exuisit 7.—Passenger cars provide transport for most city 


CITIES OVER 250,000 POPULATION 


Mode of travel 


tal, weighted ! 
from group averages weig! y relative populati 
ip 


twar surveys by cities and § ’ engineers in cooy 
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Exursir 10 Special taxes paid by passenger c 


» registration fees £520. 000. 000 
gasoline tax__- 1, 065, 000, 000 
il city and county taxe 75. 000. 000 
e, tunnel, ferry, road tolls ‘ 105, 000, 000 

ral excise tax: 

New vehicles 149. 000. 000 


Parts, tires and tubes, gasoline ar il 520. 000. 000 


Total special taxe 2. 734, 000, 000 
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Mir. Barir. The demand at the present time is very heavy. It is 
ine largely to the fear of possible shortages later due to artificial 
yntrol on the part of the Government, control of production, and 
hen the fear of rising prices. 
\ir. Ererwarter. There was a shortage before the Korean situa- 
tion arose, though. There was always a waiting period for most 
yuld-be purchasers, was there not? 
\ir. Barir. After the war that was true, Mr. Eberharter. How- 
we were arriving at a period of leveling off about the time 
Korean incident broke. That has changed the character of the 
picture, as I said before, through fear of the results of artificial 


ol 
\fr. ERerwarrer. We had before this committee Mr. Eric Johnston, 
\ ninistrator rf tha he nomic Stabilization Aven if and \ir Di- 
Sal Director, Oflice of Price Stabilization. They both were very 
phatic in saying that it was absolutely necessary that we impose 
it nal taxes al this time in order to have a balanced prograin of 
wluction for war essentials. They gave me the impression that 
take exactly the opposite viewpoint from yours 


Mr. Barir. There is another element in this situation that perhaps 
“u ntlemen you speak ol made no att mpt to tour hy ipon, and that 
he situation with respect to the user of automobiles. If you will 

: | dwelt upon that quiet at length, calling attention to the fact 
hat our concern here is to try to foresee the situation that will be 


faced by the American people in regard to the matter of the availa- 


ty of transportation at prices \ hii hy they can allo d Lo pay l 
emphasize too strongly the importance of that | think that 
of the very essential elements and possibly was not given any 
ieration at th particular time that you |! ler to Nir. KE ber- 

\i | ERHART! Then vour contention s that mmposition 


e 
, , , 
increased excise tax would slow down the cd mand on the part 


(merican » tbhe for automobiles so that it will affect Industry 
ely. 
Mr. Barrr. If I might, I would like to express it in a little different 
v. 1 would like to say that our primary concern or our first con- 


the fact that it will aeny essential transportation to many 


i 
in this land, t! as that occurs it will have an effect upon the 
d and the production of automobiles, and just when that will 
the point ol his Ving a serious elfect upon our gen ral economy 
tter of mr phee Y and | do not claim to be a prophet. We 
t will come, and how soon it 1s difficult to tell, but it is inevit- 


it nat it will comme 
EsBerHARTER. You are prophesving that that point will be 


d at some future time. However, it was not reached at any 
auring World War Ll, insotar as the pout is concerned, that 
facturers were able to supply the demand Was there any 
ing World War II that the manufacturers were able to supply 
mand despite the fact that an excise tax was levied? 

Barir. As you recall, Mr. Eberharter, no automobiles were 


ed during World War II. 
HE BERHARTER. That is just it. 
Barir. And a most serious shortage di Occul The peopl 


e results of t] hi 
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war measure. If they were to be subjected to the same thin 
peace economy their attitude might be a little different. 

Mr. Eperuarter. We are not exactly in a peace economy 
are expected to be in a 15 percent war economy within about 
Right now it is about 8 percent and it will go higher. 

Mr. Barir. That is a question of degree, of course. 

Mr. Esernarter. If the excise tax on new cars is increa 
you think it would be fair or unfair to put an excise tax on 
automobiles when they are disposed of and transferred? 

Mr. Barrr. On used cars, you say? 

Mr. Eseruarter. Yes, sir. 

Mr. Barrr. Any tax that is put upon automobiles of 
the effect of a burden upon the purchasers of those cars. I wo 
care to express an opinion as to pened the used car sho 
included in the same category as the new car. It would have th 
of putting qui te a burde mon lov \\ -ine ome people. 

Mr. Eperuarrer. It would have a direct effect, also, on 
of new cars if you put a tax on used car sales. It would n 
affect it to some extent, would it not? 

Mr. Barrr. It would have the effect of making it more diffi 
used car purchasers to purchase those cars, and it would have « 
the same sort of effect as on the new car. 

Mr. Eseraarter. Do you think in that case the excise tax 
cars Would have the effect of partially eliminating the so-call 
market in new cars? 

Mr. Barrr. I can’t see that that would have much effect upo 

Mr. Esersarrer. Just one more question: | have a memo 
here to the effect that if all the excise taxes, the various taxes s 
by the Secretary of the Treasury, are imposed by Congress 
only raise the consumer aeies index about 1 percent. That 
be too heavy a burden to carry, would it? 

Mr. Barrr. Mr. Eberharter, I don’t think that that expr 
that that term properly expresses the situation that will exist 
we are up against is the matter of the viewpoint of the consur 
average man, and that 1 percent represents a lot of ian, 
sum total of dollars is placed too heavily on certain selected 
to the point where certain of our people find it impossible to | 
you force an unwelcome choice upon them. Since a, of 
people operate cars because it is necessary in order to hold t 
which means their livelihood, it becomes a very serious ms fou 
individual. There are many such individuals around the cour 
think, rather than deal with a statistic of that kind which might 
lead us, I think we have to break it down into the individual m 
recognize his problem. 

Mr. Esernarter. We have that problem in my area wher 
sands travel to the mills in their automobiles 4 or 5 miles a da 
thev have no other available transportation. 

Thank you very much. 

Mr. Cooper. Further questions? Mr. Simpson of Pennsy 
will inquire. 

Mr. Simpson. Mr. Barit, won’t the increase in excise taxes « 
new car carry through and be reflected in a higher price on t! 


») 


car! 
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Mr. Baritr. Yes; when that new car becomes a used car, Mr. 
Simpson, certainly it will. 

\ir. Srupson. In addition to that, I should think that the effect of 
nereasing the tax on the new car will be to make it impossible for a 
rtain number of people to buy a new car, and they will increase as 

ers in the used car market. I should think it would immediately 
result in an increase in the price of the used car. z 

Mr. Barir. Yes. That 1s a sensitive market like all others. It 
sponds to the relativity of supply and demand. If the price of the 

w car were raised by reason of increased excise taxes it means that 

current owners will not sell them because that will restrict the 


Simpson. If we should now impose a new tax on the used ear, 
excise tax on the used car when it is sold, we would be imposing 

fect of two excise taxes on many used cars. 
BARIT. Yes; one a direct tax and the other indirect. 

Srupson. The Secretary of the Treasury told us that he 

| to raise $687 million in new funds as a result of this increase 
se rate from 7 percent to 20 percent. That estimat 

the cut-back Was directed, What was the extent of that cul- 
do you know ? 

Barit. I don’t believe I understand your question. 

Simpson. I understood—perhaps | am in error—that there had 
a directive to the automobile manufacturers that thev should 
ik on production to conserve materials. 

saRnIT. Yes. 

Simpson. How substantial is that et ; } 

Barir. It has been imposed first upon such ma 

d copper, and that has varied from : 


fa littie tat 


ec was made 


oned that th 
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transportation, wl 
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ages in orde! 
that 
Barit. It is inflat 
hing that adds 


the value of tl 
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e aollar and he! lationary. secondly, 
Or UNIONS are operatl iv \ tn ! { Lha provide ior 
clauses based upon the cost of | Vine’ inde, Th automobils 

items in that index from wi 

it gives labor an opportunity to demar 
41 l ! | | 
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upson. There certainly is a direct argumet ‘reas to why 
mmediately be inflationary and under their contracts woul 


1 
higher wages to the workmen. But take the millions of 
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individuals who are not covered by any contract or agreement 
must have an automobile to get to work, the emplover must 
them at work. Consequently, they will say “‘We can’t get t 
unless we can buy a new car.”’ Isn’t that a first demand fo 
wages which is hard to defeat? 

Mr. Barrr. Yes; because it will put that sort of labore: 
position where he must pay the higher cost incident to the ex 
for his automobile, but he gets no more wages, his earnings do 
up 

Mr. Simpson. That is right. I notice that the members 
committee do not include the Ford Motor Co Is the Ford 
Co. not a member of the Automobile Manufacturers Associat 

Mr. Barirr. No; they are not, but they do cooperate wit 
many public matters, including this one. As a matter of fae 
representative is here this morning, and there is also a repres 
of the Chrvsler ¢ ‘orp and some other companies who ure rep! 
here this morning. 

Mr. Simpson. They are in general agreement with your 
tation? 

Mr. Barrr. Oh, ves. They endors 

Mr. Simpson. That ts fin Thank you very much, sir. 

Phat is all, Mr. Chairman 

Mr. Cooper. Mr. Barit 1e inquire briefly for informa 

nderstood you to state that the automobile industry was w 


yay its fair share of any increased taxes that may be necessary 


i expdenses Ln ident to thy defense etfo { is that correct, su 
Mi A I] That Is correct 


Could vou tell us what vou think that fair sha: 


If the taxes 
“« titably distril 
hose providing food 
is | should sav that would ri 
MM Coorer. That is a rath 
nore specili 
BARI 1 am afraid that is as specific 
broad and has as many ramifications 
ate that | feel a very important preliminary move ts t 

the needs of the Government to the very minimum, that th 
Crovernment should he cut ruthlessly, that thev should in¢ 
the Tht eds lor the defense program and the absolut essential 
having arrived at that very minimum requirement, I beli 
the judgment of this committee that excise taxes should b 
in, then they should be spread over as broad a list of articles p 
as possible, excluding only such things as food articles, so a 
the lowest income people 

Mr. Cooper. Do you mean by that statement to be recor 
a general sales tax? 

Nii ,anit. Yes, sir: I do, with that modification 

Mr. Coorer. That is what you are talking about 

The CHarrMan. Further questions? 

Mr. Mason Yes: I want to ask a questlon, Mr. Chairmat 

[I understand that approximately one-fourth of the pric 


; 


cars, such as Fords, is a reflection of the 7 percent excise tax 
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and all of the hidden taxes that are upon them, 
statement verified that, is that right? 

\ir. Barir. Yes, su 

\ir. MASON. About a fourth of the price of new 
\ir. Banir. Yes, 
\lr \LASON. If we 
out a third of the | 


i 


sir 

change 
them, will it not? 

\ir. Barir. Yes, su 

\ir \VIASON In view of 
hed the 


and the fact 
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down into the innumerable taxes that enter into the price . 
automobile? 

Mr. Barrr. Yes, sir; we have attempted to make a general s) 
that 

Mr. Reep. Would you mind putting that in the record? |] 
haven't it with you now, would you mind inserting that in the r 

Mr. Barir. 1 will be very glad to and I will submit it later if | 
do SO 

Mr. Reep. Thank you very much 

Mr. Martin. Mr. Barit, in exhibit 1, the taxes that you list 
do not include gasoline taxes, do they? 

Mr. Bartr. You mean the Federal tax? 

Mr. Martin. Yes. 

Mr. Barir. There is the State gasoline tax, I notice. 

Mr. MiaArtrin. I see the State gasoline tax. Under Federal you 
have it listed “Federal excise taxes,” in next to the last column 
tho Cc Fede ral excise taxes include casoline taxes? 

Mr. Barrr. I believe so, but I would like the privilege of vi 

iat and make certain and ‘eport for the re cord late Pe 

\ir. Martin. That would have a considerable bearing on th 

olumn there, the amount of thi total special taxes paid 
vehicle field. You have a grand total there of $4,480 1 

to which the SECs tary of the Tr asury proposes Lo add SOS7 1 

through automobile taxes. ‘ reason I asked the question, | 
dered whether \ should add to that a good portion of the $581 
proposed increase in gasoline taxes. . we are getting ri 
our i Iul ia ‘evenues Irom this one so 


In my discussion this 


ll ha the further effect tl 
perhaps forego the purchas oO 
tvailable a used car that tl 
f this thing is passed on down 
income bracket to the other. Even though 
$to the « emana of pe opte in h her than the lows 
affects the latter because it ends to cause a scal 
which feeds the lower-income brackets. 
rin. The ere atest elleet will be on the low incomes 
f the dangers involved in raising this tax. 
Yes; it will have a very serious 
1ot greater on the higher brackets perce 


Serious in the lower-income rackets. 
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Mr. Martin. I have had that very point brought home to me very 
forcibly out in my own district on the Mississippi River, at the Bur- 
lington Ordnance Plant and the Rock Island Arsenal. There are no 
adequate public conveyance systems to serve the workers at either 
of those plants. ‘The workers in those two plants actually overlap the 
whole distance between Davenport and Burlington. They live up 
and down the river. Practically their only means of travel to and 
from work is by automobile. 

\ir. Bartr. I think what you have just stated emphasizes the fact 
hat in all phases of this problem we face an evil. It is a question of 
selecting the lesser of the evils that we face. There is a natural desire 

protect people in the lower-income brackets, but bear in mind that 

i: find automobile users in every income bracket right now to the 
west, and very frequently it is in the lowest brackets that the 
tomobile is the more essential because it means protecting the job 

h means the livelihood of the owner. That is why I spoke before 
{free choice. It was a better distribution of this lump-sum taxation 

you gentlemen want if you will spread it over a wider group of 

les and then give the individual the opportunity to decide what 
ticle he will buy and how much of this lump sum of taxation he can 
stand and is willing to pay, because the situation is not the same. I 
couldn’t sit here and tell you and say anything that would apply to 
ry member of any income group, because it varies from family to 
family. If the matter is so handled that he has a choice, he certainly 
s happier than if you say to him by putting this lump sum of taxation 
one article, that he can’t have an automobile which is in effect 
you do. So it is a case of the choice of the lesser of the several 

s involved. 

Mr. Martin. I agree very thoroughly on that point, because in 

king what the market will bear in revenue we are seeking here, it 

ns that we must bear in mind that there are some other factors 

to which we should give consideration, and the transportation of 
ssential workers, whether in agriculture or in armament production, 
should not be literally put out of their means of communication or 
transportation. We have some very weird examples of that brought 
your attention in the course of our controlled economy. This 
mmittee cannot entirely rely upon the wisdom of the officials in 
ge of the controls. We must not put the brakes on America’s 
ndard of production, agriculturally or industrially, just because 
an squeeze out additional revenue. To me it is rather a serious 
itter depriving the working class of their customary transportation. 
That would have a very decided influence on my position in addition 
to the matter of charging what the market will bear on the assumption 
tif the poor people can’t pay the tax, the better-paid people will. 

at isn’t the whole answer to me. I want to keep those workers 
iveling in their customary mode of transportation. Just to show 

i how absurd this thing can go in the matter of relying on the great 

viedge and wisdom of administrators of such programs in a con- 
| economy, I could tell you some shocking experiences that 
ned to me during World War II. I put in some appeal for 
superintendent of schools—this all comes home to Mr. Mason 

| formerly lived in the country and I wanted to get the county 
ntendents to their country schools on their yearly rounds. 


} 


120—51—pt. 3 i 
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This actually happened to me. I called up the principal ad: 
trator of rubber and 1 was told by him flatly that county sup 
tendents of schools didn’t need automobile tires, that they could 
a railroad train to visit the country schools. He said if they 
get a railroad train to go by the country schools, they can tak« 
I said “You are talking through your hat. There just isn 
bus around that way either.’’ But we ran into that. That 
personal experience of mine. 

The top administrator of rubber tires suggested to me tl 
county superintendents could use a railroad train or they cou 
a bus line to make their visits to the country schools 

Mr. Barrr. As you probably know, there was a controversy 
ing over a long period as to the essentiality of automobiles, bi 


vears ago it was settled and the recognition of that is proven 
fact that it is now a part of the index which is relied upon to det 
the cost of living. It is so thoroughly recognized that it 1s ess 
the livelihood of all people that it is part of the cost of living 
think that is the best proof of that 

Mr. Martin. I don’t want this tax on automobiles to go so | 
to put the workers out of their customary method of travel to a 
their work, and that is a very real issue out in the main pai 
country where distances are a real factor in getting our worke! 
from their jobs 

Mr. Barir. Our recognition of that fact accounts for app 
here this morning and our very earnest plea that you recogn 
seriousness of the proposal that is before you. I can’t emphas 
too strongly 

Mr. M Al rin. I had occasion to observe the practices in 
during World War II, and we cannot do as they did. Our d 
will not permit our going to the bicycle or to foot traffic the w 
went in England during World War Il. We just can’t do it v 
distances. I don’t want to break down our efficiency of prod 
especially in food production and in the essential war industr 

Mr. Barrr. It is very important 

\lr. Foranp. Mr. Barit, I have been somewhat disturbed 
complaints that have come to me relative to so-called used ca 
are really new cars, but are in used-car lots. I understand 


some areas some of the new-car dealers, in cahoots with the 
lot operator, have managed Lo channel some brand-new cars 
used-car lots and that these new cars are being sold above the 
price of a brand-new car. Have you given any thought to a 
to that probl m? 

Mr. Barrr. It has had not only thought, Mr. Forand, but 
been the subject of activity on our part, and when I say that 
the entire automobile industry continually. It is unfortunat 
there are men who will attempt to take advantage of an econon 
is artificially controlled, that has the effect of bringing about s! 
and will attempt to take advantage of it. We always give imn 
attention to any reports of such action and attempt to run it « 
find out who the responsible parties are. It is a practic 
decry very, very much. 

Mr. Foranp. What is done if you do find out there has beet 
crooked work along that line? 

Mr. Barrr. It depends upon the circumstances, of course 
times warnings are in order, sometimes fines; sometimes ev 
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punitive action than that is resorted to the stamp it out. It is so well 
known now among the dealers that they are fully cognizant of the 
risk they run in doing it. Iam not sure, | haven’t figures to illustrate 
hut | would guess that the practice is less than it was in the past. 

Mr. Foranp. I imagine that you would agree with me that prac- 
tically all of the new-car dealers in the country have waiting lists, 
people waiting for brand-new cars, and the dealers tell them they 
ean t deliver, and yet they see these new cars on the used-car lots and 
can buy them provided they care to pay more than the new-car prices. 

Mr. Barrr. Of course, we are very seriously concerned with any- 
thins that increases the price of cars. We have more than proved, 
1 think, to the satisfaction of some agencies that the prices of new 
ears have not risen an\ where near as much as increased costs would 

which is the best indication I can give you of our concern 


] 


the increased prices When you sacrifice your pocketbook, 
] the best indication we could v1ve of our concern about It. The 
practice you Mention has that same effect. Since we are very careful 
where our own profits are concerned, we think it is wrong for anyone 
to do the same thing in order to profit themselves 
Mr. Foranp. Has the franchise been taken f! 
vour knowledge for such violation and practice? 
’ Mr. Barrr. There were many such cases. Speaking of the industry 
as a whole, there were many such cases 
Mr. Foranp. Where franchise was taken away? 
Mr. Barrr. Yes 
Mr. Foranp. There is another angle to thi I was wondering 
your views would be on proposing the same type of tax that 
applies to a brand-new car, first sale, upon a used car that is less 
a vear old. Don’t you think that would have some effect in 
that practice 
Barir. I doubt 1 1 would like to thin! about 
| am just giving my offhand opinion. I am thinking aloud 


ou see, the prac tice Was born is the result of bidding by pu chasers. 


dealers to 


) 


n desiring to purchase a car, being unable to get it except through 
wait through ordinary channels, begins to bid 1 think they 

been responsible in many instances in leading the automobil 
rs astray It is a great temptation to take a proht increase of 

nd, which is in the nature of a bribe I presume that th 

you propose would have some effect upon that situation 

se every dollar that is involved in such a tax would mean just 
ch more the purchaser would have to pay. It might have the 

effect of lower bids on the part of the would-be purchasers. It would 
have some effect, but I would hesitate to say that it would stamp 
| 


lr. Foranp. But vou would agree with me that it is a subject 
worth further study and I think this committee should give serious 
consideration to the possibility of levying a tax on the resale of a car 


} 


s less than a veal old. 

Barir. It is a subject which should be studied but I would like 
ommend a very serious and deep study of the subject because, 

pointed out, | believe by Mr. Simpson or Mr. Mason, the very 
of the increase in the excise tax on the new car reflects itself in 
ed-car situation. The big question is, it is very evident that 
ould be doubling up on the used car by doing that That is 
think it should be given very careful study. The used car 
scape the effect upon the new car. 
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Mr. Foranp. But the fact still remains that most of these car: 
I am referring to are new cars, and if they don’t get them th 
regular channels they should pay the double tax on that. 

Mr. Barrr. I wouldn’t say most of them. Mr. Forand, 
tunately I am not in possession of figures that would enable 
perhaps convince you, but I think you will find that the volu 
the so-called gray-market operations, which I believe is what you 
in mind, is but a very small percentage of the total of cars 1 y: 
and less. I think it would be easy to exaggerate it because th: 
are frowned upon, they are not regular, and wherever one is un 
a great deal is made of it. It is like anything else. It is vocal 
brought to attention and assumes much greater importance }y 
the average case is not vocal, is not brought out into the lig! 
don’t believe it is any large percentage. 

Mr. Foranp. Would your organization be able to furnish 
as to the number of cars under 1 year old that are turned over? 

Mr. Barm. You mean that are in effect new cars? 

Mr. Foranp. What I am trying to get now is, is possible, th 
ber of cars under 1 year old that are transferred from one owne 
other. 

Mr. Barrr. I believe we could get figures on that subject. 

Mr. Foranp. I believe it would be very helpful if you would « 
and supply it for the record 

Mr. Barrr. We will be glad to. 

Mr. Foranp. That is all, thank you. 

The CuarrmMan. We thank you very much for your appeara 
the information given the committee. 

Mr. Barrr. I thank you for your patience. 

(Mr. Barit later submitted the following material in answer 
tions asked during his testimony: 


ro Questions ASKED BY THE Ways AND MEaANs Commi 
OF THE TesTIMONY GIVEN BY Mr. A. E. Barrr, ReEpR! 
MOBILE MANUFACTURERS ASSOCIATION 


tabulation of all tl 
» attached list of Federal, State, and local taxes 
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nave asked the \ Polk WX Co ‘ wi o col pile mont 
of new motor vehic by makes, for sale, as to whether 
npile figures on the number of ears less than | year old app 
* market, but the 1 that they do not compile any figu 
ly on new-car and tru revistrations 
so 1 quired of statis cial ni umber of companies ¢ 
abulatior I 1 
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» whether the umn headed ederal excise 
ide » Federal excise tax on gasoline: 
ver. Yes: Federal gasoline ’ 
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ute either raw materials or finished parts entering 


oto the final assembly of automobiles, and hence, the tax laws of the States, 
ties, and cities in which the producing plants are located apply to the making 
automobile. In addition, Federal taxes, for example, corporation income 
material or finished 


Most of the States contril 


1 a 

and excess profits, apply to all corporations producing any raw 

art or the transportation of these to the final assembly plant, and the further 

nsportation of the completed car to the point of purchase by the consumer. 

aggregate amount of Federal corporation income tax included in the price 

‘9 particular car does, of course, vary with the profits made by the particular 
wnies whose products are actually used in the processing of the automobile, 

vnd of course varies from year to year. 

: rhe combination of Federal, State, and local taxes of course likewise varies 
ach make of car, because of the particular combinations of the thousands 
pliers involved it ‘he manufacture. It is estimated that the aggregate 
r of suppliers for the automobile industry as a whole Is In excess of 15,000 

s each of which has 4 somewhat different list of taxes applicable to its 
= hecause of the particular location of its plant or plants In particular 
inties, and States. 

FEDERAL TAXES 
on income taxes Normal! tax, surtax, specia tan Cc olidated r I 
onts taN 
< axes: Bonds, stocks (original Iss _ stocks (transfer deed 

,.eturers’ excise taxt sales: Automobile chassis and/or body (passen- 
eses, tractor, truck); & itomobile part sutomobile accessories, b ; 
nes: electric appliances; electric light bulbs; electric tube rasoline; inner! 
lubricating oils; mechani al refrigerators; air-conditioning units photo- 

equipment (camera, lenses, etc.); photographic a! { motion pictu!l 

s plates; radio receiving sets, tubes, parts, etc.; tires and be 

taxes on facilities: 

Communications: Cable, radio, and telegrap! dispatches or messages, tele- 
one use or radio message, leased wire (teletypen riter or talking circuit 
al telephone service, wire and equipment service 

nortation: Tra ortation of pe rsons, bv rail, motor v¢ hicle, water or 
transportation of property; transportation of coal, pr hort 
ransportation of 
‘ eous: Safe deposit boxes, electrical ¢ erg 
PAYROLL AND WITHHOLDING TAXES 
i-age benefit Emplovers, employees. 
empioy iit { 
lividual income tax withholding 
S mplovment taxes Emplovers (45 States 4 Distr of Ce mba 
es 3 State : 
. enefit taxes (4 States 
<TATE, COUNTY, AND LOCAL TAXES 


Gross receipts (sales) tax 

Income tax 

Inspection tax 

Intangibles tax. 

Kerosene tax. 

License tax. 

Lubricating oils tax. 

Legal documents tax. 

Motor vehicle registration tax 

Manufacturers’ license tax. 

Old age assistance tax 

Occupancy tax. 

Property taxes In one or 
ing tax jurisdictions. 
township, school, city, village. 


sportation tax 


ms 


tax on corporat ( 
leposits tax. 
acid gas tax. 
ration franchise tax 
ation organization and qualifi- 
ns tax. 
ration permit tax. 
ration annual filing tax. 
ration charter tax. 
stock tax. 
ration stock statement tax. 
sating use tax 


nortgage filing tax 
tax. 

, ntary stamp tax. 
motor fuel) tax 


General retail sales taxes 


bhi 


y more of follow- 


State, county, 





REVENUE REVISION OF 1951 


STATE, COUNTY, AND LOCAL TAXES APPLICABLE 


INDIRECTLY IN 
AUTOMOBILES 


PRICI 


Metalliferou 


18s mines license t 
Mining tax. 


aX 
d iron ore mining Oil and gas conservation tax 
on carriers tax Oil and gas production tax. 
nage tax. Ore severance tax. 
t and carbon bla Public utility special taxes. 
anufactories Petroleun 
tax. 
ss companies tax. Railroad companies 
icts tax. Telephone and 
ducts severance ts 
rain handling tax. 


and natural gas 


; taxes. 


| 
orest | 


telegraph 


gg pris lege tax 
ce company spt cial t 
r carriers tax. 


aN 


ul 8 license tax. 
The Crarrman. Mr. Stuart G. Tipton, 
Transport Association. Is Mr. Tipton here? 


STATEMENT OF STUART G. TIPTON, GENERAL COUNSEL, AIR 
TRANSPORT ASSOCIATION, WASHINGTON, D. C. 


TIPTON. 
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The casoline 
ly does not fall in either one of those categort 
tainly, there can be no question but that continued op 
and rapid expansion of the airlines is a prime essential. The op 
of the Nation’s economy has become more and more reliant 
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id and services of air transportation. The enormous production 
rements which have been imposed upon the Nation’s business 
midsummer of last year hav e made this hee d for rapid movement 

n greater. Not only are existing airline services essential, but the 
ising speed of our production machine is going to require rapid 

‘ansion of the industry. Rapid expansion of the industry is also 

| to meet thi military transportation jobs which are being 
osed upon the airlines. As the committee knows, the commercial 
es have furnished a large part of the airlift to Korea, and their 
are still serving in that essential operation. Military plans 


; 


rlift requirements generally are hinged upon 


percentage of the commercial airlines’ fl Thus, for both 


lization of a 


trans) : oh is essential, 


ess and militar VY uses, expanding air 
ri soline is essential to ar transportation 
does the Secretary's reference to materials wh h are in short 
wy presumably had in mind that a tax imposed on such mate- 
would discourage their purchase and use ecat 


haracter of air-transport operations, it Is 


if 


have any application to the gasoline used by air carriers. The 


iblic interest does not require a reduction in 
r carriers. The public interest requires just 
Thus, the increase in the tax upon gasoline 
justified on either of the grounds suggeste 
vating his recommendations for increased excis 
We hope that the committee will also give consi 
atory and burdensome effect of the 


' 1 . 
LUSLTS re adopting It a 


il ! 
he total am 
Federal Government under thi: 
an its total net profits in 1949, a 


90 and 1951. 

he tax were increased as propose: , Federal gasolul axes a 

} . ] 1 i ; ] . 

| constitute on the average about 2): pel f the total oper- 
’ 


P 4] : ‘ so 1d] -_ 
xpenses of the airlines. Substar tially more would be spent fo1 
I 


} 


ne taxes than is spent in maintaining the entire communications 
lispatch personnel organizations of the airlines 
In order to compare the effect of this gasoline tax increase with the 
t of an increase in income tax, we have determined the percentage 
h the proposed additional tax bears to the net operating Income 
he domestic airlines. There follows a table which sets forth 


ll t 
relationship. 


? table referred Lo follows:) 
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Relationship of proposed increase in gas tax of 1% cents to net operating i) 
carriers in 1950 


Percent 
Net op- Ba | Net op- 
erating net oper- Company | erating 


Incolne Income 
sting ; = 


Income 


Thous | Thous 
All American 122 
Bonanza la 
Central Lo 
Empire 
Frontier 
Lake Central 
Mid-West 
Piedmont 
Pioneer 
Robinson 
Southern 
Southwe 
rrans-Texas 
West Coast 
W iggins 
Wisconsin Cer 


A review of this table reveals that even for the largest airli 
increase in gasoline taxes alone would constitute 6 percent 
operating income, and for the smaller airlines the new tax 
virtually wipe out anticipated small profits. Thus, the new tax 
have an effect similar to a vast increase in corporate income ta 
vill be recalled that the Secretary in his statement recommend 
increase in the corporate income tax by 8 percentage points ind 
great reluctance in going that high, because of the possibility 
further increases in corporate income taxation would impair inc 
He justified the proposed increase only on the ground that the ur 
of the Nation’s requirements would offset the dampening efl 
the increase in taxation. As a result of the gasoline tax incre: 
airlines would be subject not only to the additional income tax: 
also to an additional similar burden which is proportionately 
higher. 

A question will be immediately raised as to whether the a 
cannot shift this heavy burden by increasing their rates to the | 
In an industry as highly competitive as the air transport in: 
this is hard to do, and with respect to the bulk of the industry 
smaller carriers—it is impossible. The committee will recal! 
previous consideration of the industry that, in the interest of n: 
defense, the airlines receive some subsidy to maintain and co! 
their operations. Consequently, the objective of the industry 
the Government regulatory authorities is to see to it that 
passenger rates are set to obtain maximum passenger revenu 
sistent with the maintenance of high service standards to the 
The more passenger revenue secured, the less will be the sub 
be paid by the Government. Our rates per passenger-mile hav: 
forced up since the war from about 4% cents a mile until now 
the transportation tax added, the basic passenger fare is abo 
cents a mile. Even a modest further increase might well resul 
reduction of traffic. Thus, tn all likelihood the entire industry 
be required to maintain rates at approximately the present ley 
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But even if one large airline were to decide to make the rate increase 
necessary to pass on the tax, that would not mean that the other 
airlines could require their passengers to pay the increased tax. As 
will be discussed in detail a little later, the gasoline tax discriminates 
between airlines, and a rate increase which will make one carrier 
vhole will still not even cover the tax imposed upon another. In 

y of the vigorous competition among airlines, no airline can stay 

usiness with a rate level higher than its competitors. Conse- 
quently, all of them would be held to the lowest rate increase estab- 
ed by any one of them. 

Finally, even if it were possible for the industry to require the 

traveler to absorb every bit of the additional tax, it seems unfair 

d unequitable to impose an additional burden of taxation upon 
n because he is already paying very substantial taxes for the 
rivilege of riding on anairplane. In the vear 1949, the air traveler paid 

$46,700,000 in transportation taxes. In 1950 he paid $53,200,000, 
and it is estimated that in 1951 his tax bill will increase to $62,500,000. 
While it is always hard to say when an individual or a class is paying 
nough taxes, it does seem to us that the traveler is paying enough. 
\pparently the Secretary thought so, since no increase in the trans- 
portation tax rate is proposed. 
- This is particularly true when it is considered that the policy of 
the Government is not to discourage travel by air, but every incentive 
is now being sought to increase the use of air transportation in order 
to justify the acquisition of additional transport aircraft for national 
lefense. 

\s we have noted previously, this new tax will impose a very heavy 
irden on all airlines—a burden which cannot be passed on to the 
raveler. An even greater objection to the gasoline tax increase, 
wever, is the fact that this burden is not and cannot be spread 

nly over the industry. It is the small airline that is particularly 

As a matter of fact, the smaller and weaker the airline, the 
heavy the burden of the tax. 

In the air transport industry there are about 40 certificated airlines, 
ranging from airlines with assets of over $100,000,000 down to very 
small enterprises whose assets do not exceed $200,000. Their annual 
gross revenues will vary in approximately the same degree. Route 
systems also differ. Some airlines have a high percentage of long-haul 

flie between major traffic centers; others, particularly the feeder 
nes, serve primarily the smaller cities where the traffic volume is very 
small. For this reason, the percentage of seats occupied on the air- 
planes of the various companies will very from 70 percent down to as 
ow as 25 percent. 

(he gasoline tax, which is an arbitrary figure assessed against the 
purchase of each gallon of gasoline, bears no relationship to the ability 
of the particular airline to pay the tax. No consideration is given to 

ining capacity of the airline, the traffic-producing potentialities 

is route, or to the passengers or other cargo that it carries. Con- 
ntly, when this tax is applied to the various airlines in the 
stry, the discriminatory effect of the tax becomes plain. The 
smaller and weaker the airline, the heavier the tax burden. Most of 
smaller airlines operate DC-—3’s, which consume about 100 gallons 
asoline an hour, and on the basis of the proposed tax the airlines 
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would have to pay $3 tax for each hour operated. It would ha 
pay this same $3 even though it is actually carrying only six o1 
passengers in the airplane, 

Some concrete examples will serve to illustrate this point. 
mont Airlines—a feeder line which serves a large number of poi 
the South—has been in operation only about 3 or 4 years, and ha 
a hard struggle in developing the traffic along its route. Eve 
Piedmont’s load factor is under 35 percent, which means tl 
operating a DC-—3 the airline normally had only six or seven pass 
in the airplane. ‘Trans-Texas—another small airline which ser 
number of points in the Southwest—has also had a hard ti 
getting all of its routes in operation and in developing the traffic 
them On an annual basis its load factor has been in the neighbor 
of 25 percent, which means that it normally carried five or six pa 
gers ina DC-3. All American Aviation—which has its headqu 
in Washington and serves a number of States here in the East 
had a similar experience. The management of the company 
worked hard to develop traffic in this area, and very consid 
progress has been made; but it is a relatively new airline and th 
factor carried is in the neighborhood of 35 percent. 

There are a large number of these smaller airlines throughout 
country, which are seeking to develop air service to the smaller « 
munities, which will be very hard hit by an inflexible tax imp: 
upon the carriers without relationship to their ability to pay it. 

Here again the small airline cannot meet this problem by a 
increase, In the first place, this airline, carrying very limited t 
can least of all afford to increase its fares, for its main object 
and should be, to maintain a constant increase in its passenger tr: 
Consequently, it must hold its rates at the lowest possible lev: 
order to attract the maximum traffic. In addition, its compet 
position will not permit it to raise rates. It is in competition 
both surface transportation and other larger airlines, and its rat 
is necessarily held to a point where it can compete successfully 
them. ‘Thus, it has no way of mitigating the discriminatory effect 
this tax except by applying to the Government for subsidy, and 
clearly unsound public policy to impose a tax upon an airline 
promptly increase Government subsidy payments in an amo 
sufficient to offset the tax. 

The burdensome character of the gasoline tax is increased w! 
is considered that gasoline is also taxed by the States. While tl 
lines are not subjected to as large a State tax on gasoline 
operators of motor vehicles, they are subject to gasoline taxes 
States. Meetings of the State legislatures each year bring mo 
more proposals for additional taxation of aviation gasoline b 
States. In addition to the 17 States that now impose taxes on avi: 
gasoline, the legislatures of five others now have pending before t 
proposals for such taxation. 

Since I wrote this statement, Mr. Chairman, I find that th 
those legislatures have acted, that two of them have increas¢ 
tax on aviation gasoline by 1 cent, and fortunately one of the 51 
reduced the tax on aviation gasoline by 1 cent. So, while we 
an increase of gasoline taxation there, we did get some relief 
otate. 


i 
j 
} 
i 


} 
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Already the airlines are paying $1,400,000 in State gasoline taxes, 
and this amount, which represents more than one-fifth of current 
Federal gasoline taxes, would be substantially increased if the other 
States now proposing such taxes actually plac e them in effect 

One State of that number has under consideration a tax bill which 

ould impose 7 cents a gallon on aviation gasoline purchased within 
the State. The taxes we now pay in other States range from as 

cr] as 7 cents in South Carolina down to 1 cent in other States. 

nsequently, Im co sidering the wisdom of ImMposmg upon airling 3 
ld tional Federa tax on casoline, the committer should consider 


naa 
t that all 48 States may make similar impositions on that same 


ansons we have stated, we hope that the committee 
not impose this additional gasoline tax on the airlines. We do 
peeve that such a tax increase is hecessaryv mm order to make 
tain that air transportation makes its proper contribution to the 
tional revenues required. The transportation tax, for mstance, 
| nis collected for the Government by the airlines, will increase 
from $53,200,000 in 1950 to about $62,500,000 in 1951, thus pro\ iding 
additional revenue of over $9,000,000—more than half again as large 
» amount proposed to be collected by un increase 1n vasoline 
taxation. 
The CaarrmMan. Mr. Martin? 
Mr. Martin. Your comment on page 6 is very significant. The 
comment there reads: 
his is particularly true when it is considered that the policy of the Government 


») discourage trave by air, but everv incentive is now being sought to 
a th } 


use of air transportation in order to justify the acquisition of additional 
port aircraft for national defense. 


tX 


To me that is a very significant statement because I know that 
that is so, and I know that it is of vital importance to our national 
defense to have those facilities available for all in the event we are 
plunged into an all-out war mobilization. That was one of the 
reasons why [ worked so hard with regard to the airlines in the excess- 
profits tax field. I don’t want to see anything cut down on the 
expansion of airline development at this time. We are in too difficult 
a situation nationally to cut down on the operation of our airlines 
and the acquisition of their equipment, which would be held in 
stand-by relation to our national defense needs. 

Then I am quite interested in your statement about the discrimina- 
tion which comes in regard to the feeder lines. That is a great field 
for further expansion in airline operation in this country. It seems 
to me that any tax which takes a percentage of the return from the 
airline operation that this tax may take would nip in the bud the 
lurther development of the feeder line system in air transportation. 
| think you have made a very real contribution to the hearing by your 
statement. 

Mr. Treron. I wish to thank you very much, Mr. Martin, for those 
comments and to thank you for your continued interest in the prob- 
lems of the airlines. 

Mr. Martin. I have no airline interest other than their contribution 

the national defense self-sufficiency. I don’t own any stock or 

e any interest other than as a passenger as far as their actual oper- 


, 


his concerned, 
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Mr. Tieron. I might comment for just one second on the first | 
that you made, Mr. Martin, the use of the tr: insport aircraft o 
airlines in national defense. That particular point is becoming 
significant every day as we along with the Government contin 
studies on the details of how to work the airlines trans sport a 
into the military transport operations in time of emergency. | 
not be very long until those studies will be completed and the e1 
ency merging of the two fleets will be worked out in the great 
detail. 

Mr. Martin. That will become of even greater importan 
the years ahead than it has in the past, but your record in Wor! 
Il was a erand record in coming to our assistance in the ma 
transportation in a hurry 

Mr. Tirevon. That is the assumption on which the plam 
being done now, Mr. Martin. 

The Cuairman. We thank you for your testimony and the 
mation you have contributed. 

Mr. Treron. Thank you. 

The CnHarrman. Edgar S. Idol, counsel, representing Am 
Trucking Associations. Mr. Idol? 


STATEMENT OF EDGAR S. IDOL, GENERAL COUNSEL, AMERICAN 
TRUCKING ASSOCIATIONS, INC.; ACCOMPANIED BY JACK 
GARRETT SCOTT, GENERAL COUNSEL, NATIONAL ASSOCIA. 
TION OF MOTOR BUS OPERATORS, AND GUY C. HECKER 
EXECUTIVE MANAGER, AMERICAN TRANSIT ASSOCIATION 


Mr. Ipot. Mr. Chairman and members of the committe: 
name is Edgar S. Idol. J am general counsel of American Tru 
Associations, Inec., the national trade association of the t 
industry. This association is a federation of State associations 
represents all types of motor carriers of property, both privat 
for-hire. Our offices are at 1424 Sixteenth Street NW., Washi 
D.C. 

Mr. Jack Garrett Scott, of Washington, D. C., general com 
the National Association of Motor Bus Operators, joins me 
statement. NAMBO is the national trade association of the 
city motorbus industry. Including members of affiliated 
associations, Mr. Scott represents nearly 1,000 intercity 
carriers of passengers. 

Mr. Guy C. Hecker, of New York, executive manager, Am 
Transit Association, also joins me in this statement. The An 
Transit Association is a national trade association whose op: 
members transport more than 80 percent of all persons usin: 
transit facilities. Motorbuses, trolley coaches, streetcars and 
transit cars, or various combinations thereof, are used by thes: 
panies in transporting persons in cities and towns of vario' 
throughout the United States, including all of the major 
More than 50 percent of the total of 17 billion passengers cam 
this industry in 1950 were transported in the nearly 60,000 
buses used in transit service. 

Eminent authorities on taxation have recommended that a 
percentage of the additional revenue required to put the count 
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a pay-as-you-go basis be raised from excise taxes. Secretary Snyder 
qualified his recommendation to this committee by saying that such 
excise taxes should be levied “on those consumer goods which are less 
essential or which use materials that will be in short supply.” We 
have no argument with these recommendations as to general policy, 
but we are very much concerned by the specific recommendation that 
as ibstantial portion of new revenues be secured by increasing the 
Federal excise tax on gasoline by 1% cents per gallon. 

Gasoline is not a luxury; its principal use is as a fuel absolutely 
essential for the operation of our highway transport system. The 
onl explanation given by the Secretary for selecting gasoline as an 
item on which additional excise taxes should be levied was that it 
would produce another 581 millions of added tax revenue. Many 
other commodities might have been selected for the same reason 
but were not. 

For the past 20 years, highway users have been a favorite target 
for public administrators looking for new tax revenues. Unfortu- 
nately for us, the fact that special taxes have heretofore been levied 
ipon and paid by the motor carrier industry seems to be regarded as 
sound precedent for levy ing and collecting still more special taxes. 

The bus and truck industries support the proposition that highway 
users should pay for their fair share of street and highway costs through 
special user fees and taxes. But we submit that it is clearly inequi- 
table that our industry should be called upon to pay special taxes into 
the general revenue funds of both Federal and State governments, and 
particularly inequitable for the for-hire section of the industry to be 
so taxed. 

During the year 1949, the last for which complete figures are avail- 

le, highway users paid to State and Federal Governments a total of 
$3.610.620.000 in special highw ay taxes. These collections exceeded 
expenditures on State-administered highways by more than 1% billions 
of dollars. Of the total special taxes collected from highway users, the 
Federal Government took as its share $1,304,500,000, of which $332,- 
000,000 was collected from the truck and bus industry. Collections by 
State governments amounted to $2,306,120,000 of which the truck 
and bus industries contributed $730,189,000. 

For 1949, Federal excise tax collections from highway users amounted 
to $1,304,500,000, and exceeded the Federal contribution for highway 
construction and maintenance by $882,500,000. Collections from 

sources increased by 15 percent in 1950. 

The intercity bus industry estimates its total special highway user 
payments at 7% to 8 percent of revenues. In the case of the transit 
industry, the total highway use payments represent from 9 to 10 per- 

of total revenues. The trucking industry has no comparable 
over-all figures, because a large percentage of trucks are privately 
perated and do not report revenue figures. 

For the trucking industry as a whole, the effect of present Federal 

taxation on costs can be stated as follows: The gasoline tax at 
ents per gallon amounts to approximately 1.6 percent of direct 
vul expense, and other Federal excise collections on oil, equip- 
tires, tubes, and accessories bring the total collections up to 3.6 
t of such expenses. The Secretary’s proposal would increase 
truck operating costs by an additional 1.6 percent. Stated in 


way, the proposed 1‘: cent increase in fuel taxes would in- 
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crease present Federal excise contributions of trucks and bus 
44 percent. 

Getting away from estimates and percentages for a mor 
I would like to have you take a look at the Federal gasolir 
from the viewpoint of a truck operator. One company with 
operating regularly in this territory, classified as a short-haul « 
runs its over-the-road equipment an average of 71,000 miles per 
with an average gasoline consumption per truck of 16,510 
Under the present 1} cent tax, each truck pays into the F 
Treasury $247.65 per year. The proposed increase would ra 
annual Federal gas tax bill to $595.30 per unit. 

Another operator in the long-haul classification averages 
miles per truck per year, and the average annual consumpt 
gasoline is 34,746 gallons per truck. Under the present Fede: 
each truck contributes $521.19 and under the proposed increas: 
contribute $1,042.38 

The Treasury also collects from these carriers $500 or mo 
each new tractor-trailer unit purchased, $100 or more ever 
set of tires is replaced, and substantial sums from the taxes 
and parts. On a mileage basis the Federal excise tax bill 
gasoline 0.0375 mills per mile, for oil 0.0032 mills per mile, for 
0.0143 mills per mile, for new equipment 0.01 mill per mile, for 
parts 0.002 mills per mile. Total 0.067 mills per mile. 

For the long-haul carrier, this means a total Federal excise t 
per unit of $938 per year; $475 for the short-haul carrier. Th: 
would be increased to $1,463 and $742 under the Secretary’s pr 

On the average, 1% cents per gallon of gasoline consumed b 
and busses of the for-hire industry is equivalent to 10 per 
profits before taxes. Operating ratios of the for-hire carriers 
bus and truck, are already too high to absorb increased costs 
increasing rates to the public. Increased bus fares are bor 
by the consumer, and directly affect the cost-of-living ind 
creases mn transportation costs affect every article and con 
of commerce and, while not translated dire etly into the cost- 
made a have 2 lightly delayed but even broader ( fTeet on pri 


we n 


‘rease in Federal gasoline tax is bound to be fully refk 


d living costs 
aca escalator clauses in labor contracts governing th: 


some two million workers, such increased living costs will 
diately translated into increased wages, and so added impetus 
given to spiraling inflation. 

A most serious obje ction to Federal excise taxation of motor 
lies in the fact that many State and local governments re: 
industry as a “natural’’ for special taxation. 

Present State taxes on gasoline average about 5 cents p 
Nation-wide, about 7 cents per gallon in the South, and 


high as 9 cents per gallon. Other special highway rev 


al 


) 


collected in the form of registration fees, special tolls, 
franchise taxes. A considerable number of States devote ail | 
revenues to highway purposes, but others use substantial p 

highway receipts for general public expenditures. In 2 


iil 


of 
increases in the present gasoline taxes are now pending b 
State legislatures, and in 24 States increases in other forms o! 


er taxes are pending. In New York, for example, wl 
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conceded that present highway-user taxes are far in excess of the full 
eost of highway construction and maintenance, a stiff increase in 
taxes on property carriers seems very probable. Since my statement 
was written, Mr. Chairman, the tax has been enacted in the State of 
New York, and it will amount for property carriers to 6 mills per mile 
for trucks of a gross weight of 18.000 pounds and will range upward 
to 2.4 cents per mile for the heavier units. The additional revenues 

il avowedly be used for reneral purposes An attempt by our 
stry to have New York’s highway taxes earmarked for highway 


nas been attnac ked on the rround that thre re is ho more sense to 


arking highway revenues for highway use than there is to ear- 
“Ing liquor-tax revenues for the benefit of drunks 

If most of the vasoline tax were C lleeted from hot rod drivers. such 
rveument might make sense But the fact that most highway 


s are paid by people engaged in essential business points up the 
| of the too-gene rally accept d theory that excis taxes on @aso- 
ne are as fully justified as taxes on nonessentials and luxuries. 
Secretary Synder pointed out that the increase he proposed would 
lid the Federal excise tax on gasoline to approximately 11 percent of 


tail price. He failed to note, however, the combined effect of State 
ana Federal excise taxation of the same commodity With the pro- 
posed increase in effect, total gasoline taxes would range from 5 to 
13 cents per gallon, or from 20 percent to 44 percent of retail prices. 


_t 


Neither emergency or expediency justifies inequitable taxaction of 


any segment of the economy. It is quite true that, in a seller’s market, 
a competitive industry might be able to pass on an inequitable tax 
irden to its customers and not be seriously affected However, the 
inequitable tax burden is not removed when the emergency ends 
I") ; is reneral pressure from the whole economy lor red ietion of 
neral tax burdens, and so it becomes expedient to lighten the general 
en first That is the history of the Federal highway-tax legisla- 
The vas tax Was first imposed by tl ; Ri venue Act of 1932. 

was to expire June 30, 1933. Instead of being removed, the tax 
nereased from 1 to 143 cents; and, although it was cut back to 1 


with the Imposition of liquor taxes following the repeal of the 
teenth amendment, it remained in effect until 1940, when it was 
cents. It has been with us ever since. The 


n increased to 1] 
ry of the taxes on oil, rubber, trucks, busses, and parts 1s the 


Once enacted, never repealed. 

Motor carriers don’t like heavy income taxation any better than 
me else. But we urge the raising of unnecessary revenues by 
ss-the-board income taxation, rather than by specialized and 

liscriminatory excise taxation of essential commodities and essential 

lustries. . 

The Cuarrman. Are there any questions? If not, we thank you 
for your appearance and the information you have given the com- 
mittee, 

lhe committee will take a recess until 2 o'clock. 

(Whereupon, at 12:25 p. m., a recess was taken until 2 p. m. 


AFTERNOON SESSION 


The CHarrman. The committee will be in order 
e calendar is L. D. MePherson, president, \ 


» Il] Is \Ir. \lePherson here? 


le next witness 
1] : | 


t HCTSO! i 





2242 REVENUE REVISION OF 1951 


Mr. McPuerson. Yes, sir. 
The CHarrMAN. Please give your name and address to the 
ographer, and the capacity in which you appear. 


STATEMENT OF L. D. McPHERSON, WASHINGTON, D. C 


The CuarrMan. About how much time will you need, 
McPherson? 

Mr. McPuerson. I have six pages here, Mr. Chairman, and 
going to skip some of it. It ought not to take more than 25 « 
minutes to read it. 

The CuarrMan. Is this yours [indicating papers]? 

Mr. McPuerson. Yes. 

The CuarrmMan. What do you propose to do with this? 

Mr. McPuerson. Those are just exhibits to my statement. 

The CHarrMan. You didn’t expect it to be put in the recor 

Mr. McPuerson. | am presenting it here for whatever you 
to do. 

The CuarrMan. We couldn’t put all this in the record, you | 

Mr. McPuerson. They are exhibits to support what staten 
1 make. 

The CuarrMan. All right, you may proceed. 

Mr. McPuerson. Mr. Chairman and members of the comm 
I appreciate the privilege to appear to present the results of 
considerable research since 1947 in health and sanitation laws 
ordinances and scientific literature relating thereto especial], 
affecting trailer dwellers. 

This will be the briefest summary I can make of the material 
relating to the history of the 7 percent of the wholesale p 
mobile housing collected as a Federal excise tax since October 1, 
pursuant to section 544, subsection (b), of the Internal Rey 
Code (H. R. 5417), approved September 20, 1941. 

I cannot find that this matter has ever before 
review in any hearings or debates of a revenue act. 

1 was engaged in the fall of 1948 by members of the Am: 
Society of Sanitary Engineering, serving then on its newly f 
committee to survey the standards of sanitation thought to be 1 
sary by the society for recommendation in regulating living in | 
trailers and trailer parks or courts. 

Such standards are about ready to be prescribed—natior 
scope—-for the first time, in two sections, one for trailer coaches 
other for trailer parks, by the Coordinating Committee for a Na 
Plumbing Code sponsored by the United States Department of ¢ 
merce and the Housing and Home Finance Agency, as com 
and approved in collaboration with and by some 38 specialis' 
technicians, representative of all interested groups, as an ad\ 
committee, or delegates to the coordinating committee, jointly 
2 years. 


been presenti 


erating for the past 
An edition of 10,000 such codes is expected to start in circu! 
within about 60 days. Some 200 cities and other organizations | 
already signified their intention to adopt such code. 
I am skipping the rest of page 1 and wiil turn to page 2, begi 


with the third paragraph in the first column on page 2. 
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The effort I make before you is to help you bring into harmony 
the administration of subsection (b), section 544, of Public Law 250, 
H. R. 5417, chapter 412, Seventy-seventh Congress, first session, 
relating to the 7 percent excise tax being collected on sale of mobile 
housing, house trailers or trailer coaches with the Federal policy on 
wublic housing as manifested in the Resettlement Administration of 

1935, and 1936, and other contemporaneous Federal public- 
housing agencies, the Public Housing Authority, created and imple- 
vented by the National Housing Act of 1937, Seventy-fifth Congress, 
first session, chapter 896, United States Statutes at Large, part I, 

37, pages 888-899, and the Housing Act of 1949, Publie Law 171. 
hapter 338, Eighty-first Congress, first session, approved July 15, 

449, as to grants, contributions, and loans for public housing. 

| offer as exhibit D a release by the Bureau of Census from its 1950 

ennial enumeration of population and housing, dated February 15, 

I was instrumental in getting census to include homes main- 
ied in automotive trailers. This census shows 290,000 such 
nes, Meaning year-round occupancy thereof. This figure does not 

e| ide other trailer coaches used for business, offices, seasonal or rec- 
reational, vacation occupancy, nor trailers made in United States and 
sold in export trade without payment of said 7 percent excise tax, 
pursuant to reciprocal treaties with the countries into which export 
1S made. 

| offer, as exhibit E, Public Law 250, chapter 412, H. R. 5417, 
Seventy-seventh Congress, first session, Revenue Act of 1941, ap- 
proved September 20, 1941, and specifically refer to said subsection 

section 544, amending subsection (b), section 3403, of the Internal 

Revenue Code, to read: 

Other automobile chassis and bodies for trailers or semitrailers suitable for 

connection with passenger automobiles, and motorcycles, including in each 

irts or accessories thereof sold on or in connection therewith or with the sale 

except tractors, 7 per centum A sale of an automobile, trailer, or semi- 

er shall, for the purpose of this subsection, be considered to be a sale of the 
ussis and of the body. 

| suggest an amendment to this subsection (b), section 544, Public 
Law 250, approved September 20, 1941, in substance, inserted after 

words “passenger automobiles” equivalent words ‘‘except trailer 
ches, house trailers, or mobile housing, which is hereby relieved 
payment of such or any other rate of excise tax as referred to in 

| subsection (b), section 544.” 

The Commissioner of Internal Revenue may not resolve the doubt 
f legislative intent to tax against the sovereign and thereby lose public 

nue when the courts exist to relieve taxpayers from illegal taxation. 
| have read the 324 pages of debates in Congress prior to enactment 

H. R. 5417, Public Law 250, chapter 412, Seventy-seventh Con- 

first session, approved September 20, 1941, Revenue Act of 
41; examined the 1,592 pages printed of the hearings before the 
nate Committee on Finance and the 1,846 pages of hearings before 

House Ways and Means Committee. 

none of these was found any mention of mobile housing, house 
rs, or trailercoaches. 

\ national revenue measure is necessarily an omnibus bill and largely 
neralizes, rather than classifies objects or persons for taxation, unless 


wo 


46 
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strong remonstrances were made by affected groups through hea 
or otherwise. 

During the debates on this act, a rule was applied depriving me: 
of the right of offering amendments on the floor. 

Among the items of comment in the debates pertinent to th 
tax, here complained of, was the following from Congressman W 
Texas: 

Personally it appears to me that orderly procedure in the House should 
a point of order to lie against any item in a tax bill when it is brought to t! 
tion of the House membership that such item is reported without hearing 
been held thereon. 


and by Senator Clark of Missouri: 


Idefy anyone * * * to take this bill and run right through it and 
everything init means * * * because it is a patchwork system. 

The house-trailer industry and the house-trailer dwellers at th 
this tax was imposed on them were so relatively few and so un 
ized that no representation for either appeared durmg the cons 
tion of passage of this Revenue Act for 1941. 

Under the application of said subsection (b) in collecting th 
cent excise tax on trailercoach housing for nearly 10 years, ma 
the some three-fourths million trailer dwellers are becoming fa: 
with having paid this excise tax on their small homes and are becor 
resentful of the discrimination they suffer under it. 

| refer to National Housing Act of 1937, Seventy-fifth Con 
first session, chapter 896, United States Statutes at Large, p 
pages SSS—S899, for elimination of slums and in aid of families 
income and creating a United States Housing Authority 

This act provided loans of 90 percent of cost of dwellin 
authorized the Authority to contract to contribute toward op: 
of the public housing projects for as long as 60 years “from any 
in the United States Treasury not otherwise appropriated,” autl 
capital grants of 25 percent of the slum-clearance or low-rental he 


~ 


development or acquisition costs, authorized capital grants o 
000,000, $10,000,000 of which was payable in each of the fiscal 
1938 and 1939, specifically appropriated other funds, $5,0 
* * * and for the fiscal years 1938 and 1939 $7,500,000 ea 
total of $20,000,000, and appropriated as of June 30, 1938, $25.0 
or a grand total of $65,000,000, limited the costs of dwelling 
$4,000, or $1,000 to $1,250 per room for families, authorized a 
stock for the Authority of $1,000,000 to be subseribed for 
United States and authorized issuance by the Authority for th 
vears 1938 and 1939 obligations in the amount of $100,000,00 
$200,000,000, respectively. 

I offer as exhibit F Public Law 171, chapter 338, Eight 
Congress, first session, Housing Act of 1949, H. R. 4009, 5 
approved July 15, 1949. 

Pursuant to the provisions of this act Federal aids, capital 
loans, and annual contributions, the latter extending long int 
future, are made to assist local housing authorities in slum cl 
and maintaining low-rent public housing. 

Under this act local housing authorities have been organized t 
themselves of the privileges of the act, to the number of some 6 
Such local authorities, 216 in number, contracted with Bur 
Census in its decennial enumeration of 1950, for early report of! 
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defined by the Public Housing Administrator as substandard or 
lilapidated dwelling units. 

| summarized these two latter classes as they appeared in the first 
16 reports for as many local housing authorities and found about 
574.000 reported as substandard. Of these about an average of 
(0 percent were reported as dilapidated 

| here offer as exhibit G 200 of these 216 apparent applicants for 
benefits under this act, being mainly local housing authorities or- 
vanized since its passage. An estimate has been made that approxi- 
mately 1,565,000 such substandard dwelling units, including the 
dilapidated units are contained in this 216 local housing authorities 
reports from Bureau of Census. Surveys being made by others for 
oeal housing authorities are estumated to raise the number to about 
100 

Other communities considering, and yet eligible for applying for 
benefits to local groups under this act, may raise the total to share under 
the act to 600 communities or groups. 

A provision of this act restricts the number of dwelling units to be 
aided by it at “‘not to exceed 810,000”, the beginning of construction 
being authorized by the act for that many financed by aids by fiscal 
vears, in amounts as follows: 
~ $135,000,000 per vear for each of the years 1949 to 1954, inclusive, 
“not over $200,000,000 to be expended in any one fiscal year.”’ 
Obviously the 600 potential applicants to share under this act contain 

ore than 810,000 ‘‘dilapidated”’’ dwelling units 

Under section 513 of the act capital grants are authorized “to pay 

erest on borrowine’’ by fiseal vears 1949 to 1952, total $25,000,000. 

Under section 305 of the act authority is given to contract to make 

nual contributions by fiscal years 1949 to 1953, $308,000,000 plus 
$55,000,000 contingent allocation any time. Ten percent of the 
total to be allotted to farm area. 

Under section 512 contributions are authorized by fiscal years 
19 to 1952, total $5,500,000. 
Under section 511 of this act, “For housing and buildings of 

otentially adequate farms’”’ loans for fiscal years, 1949 to 1952, total 
$300,000 ,000 

Evidence introduced at the hearings before the House Committee 
Banking and Currency, H. R. 1272, Eighty-second Congress, first 

ssion on defense housing and community facilities was that 38 

rcent of the 1950 peak vear of production of dwelling units, amount- 

to more than 1,100,000 such units were financed by direct Federal 
funds appropriated or federally insured housing loans; among these 
was between 135,000 and 200,000 units provided for construction 
iany one fiscal vear.”’ 

Under section 303, subsection 15 (5), page 13, exhibit F is a recital 
of cost limits for construction of low-rent public housing, from $1,750 
to $2,500 per room therein, unfirnished, or practically as high per room 
is the full cost of a modernly equipped and relatively luxuriously 
furnished trailer coach, having full complement of all modern sanitary 
plumbing fixtures. 

| offer as exhibit H series HC-1, 1950 United States Census of 
Housing, preliminary counts, and as exhibit | series PC—2, 1950 Census 
of Population, preliminary counts. 


; 
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The PC-—2 and HC-1 series shows the change in numbers of dw: 
units and of population, State by State, county by county, and 
city is that, despite the tremendous increase in population, pa: 
larly the very rapid rise in birth rate from 1940-50, and the ra‘ 
ing of materials for dwelling-units construction in the first half of 
decennial period that dwelling units had been produced, mostly ir 
last half of the decennial period, approximately twice as fast 
birth rate throughout the whole 10 years. 

Reverting to page 4 as to provisions of Housing Act of 1949 om 
references to section 103 there of authorized capital grants for s 
clearance and redevelopment by fiscal years: 1949 to 1953, inclu 
$100,000,000 per year, plus a contingent grant $100,000,000, 
$600,000,000. 

Under subsection (e) section 10, said act provides loans by 
years 1949 to 1953, total $1,000,000,000. 

This Housing Act of 1949 provides dwelling units costing, u 
nished, three or more times as much as the trailer dwellers « 
while paying this 7 percent excise tax on his own mobile ho 
toward providing the more expensive housing for families of no 
income than his own, resulting in a double discrimination against 
trailer dweller. 

These trailer dwellers have not, and do not ask more of their ¢ 
ernment than to be given the chance due them to be free of F\ 
excise tax in providing their own safe, sanitary, and economical ho 
within their ability to do so. 

This mode of housing assures a home free of debt within 7 to 9 y: 
as against a 40-year period provided for in the Housing Act of 194 

Redefining a house trailer as an automobile accessory for taxa 
violates sound legal principles of classification in that a house tr 
partakes of no primary characteristic or function of an automo! 
whose only service to it is to tow it from the place it is made to a! 
or less permanent place of use. If it was a load of hay so tow 
would still be hay and of no different characteristic or function 

A house trailer has much distinction in function and little in « 
mon with a freight or express trailer. The freight or express t 
has to remain constantly moving on the highways to gain earnin 
to leave no comparison of the governmental services it enjoys wi 
house trailer, and is almost constantly connected to the autom 
serving it. House trailers while being towed are most often o 
the use for which they are designed. 

Excerpt decisions of the State and Federal courts of last 
rendered from 1936 to 1946 follow: 

Under constitutional provisions that all taxes shall be uniform on the sar 
of subjects the words “‘all taxes’’ include property tax, inheritance tax, su 
tax, and all kinds of taxes, the subjects of which are susceptible of just a 
classification. 

Statutes, including those providing for general and excise taxes, to b 
must operate equally upon all persons of the same class (6A. 2d, 826, 
2d, 924). 

Uniformity of taxation means equality of tax burden and a tax to be 
must operate alike on the classes of things or property subject to it 
319 * * * means all property of the same class must be taxed 
S. E. 2d, 395). 

In classifying persons for taxation an obligation on the part of the taxi 
to make available some benefit to them must exist (31 A. 2d, 289, 320 | 
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Legislature * * * should not act * * * without consideration of 

to pay or benefits of Government received (135 P., 2d, 523 

* but classification must be based on differences furnishing a reasonable 
ind for distinction and not so wanting in substance as to permit one class to 
ype burden imposed on another class under substantially similar conditions 
5 N. W. 2d, 598 
\ tax measure, to be v 

within a proper classification of persons to be subjected to its burden and 
assification must have some reason for differentiation be ‘n those who 
1 who are not to be taxed and must be founded upo » nat 
or constitutional distinction (163 P. 2d, 746). 
cpavers may be treated differently if they are of difi 

; uniformly upon the whole of any single class of 
suunded upon some natural, int: 


alid, must lay its burdens uniformly upon all those who 


i, 


e classification is 


tion (119 p. 2d, 197, 161 P. 2d, 244 
the principles of equality 


ix becomes offensive to 
iamir.y arranged ire seliect« 
the class (195 So. 222 
ise to which property is devoted, and its product 


g stick in determining its proper classification for taxation (73 P. 2d 


dad to carry a burden 


determining whether classification within a tax statute may be 
es the classification rest upon a relative rational basis and is the tax ur 
pect to those similarly situated? (308 U. 8S. 516). 
ivoid unconstitutionality, a statute whic! 
in its specified path, must be reasonable and not : 
1 of difference having a fair and ibstantiai relia 


] +1 r ' 
1 appiles oO! Vv 1 ose persons 


n classification, 


ist rest On some ground 
object of the legislation (36 A. 2d, 666 
difference upon which a classification for tax 
ntial (128 S. W. 2d, 581 
principle adopted by the legislature in clasifying 
asonable justification (165 8. W. 2d, 632). 
ssification of persons for taxation must be based on ason: 
inctions which distinzuish members of a class from those of ar * class 
cts germane to some general and public purpose or object of the particul: 
tion (271 N. W. 2d, 68 
issincation as to subject 
ng a distinction, that is, some substantial difference 


matter is permissible, if there is a res 

het 
fied and if the classification made bears a reasonable relatior 
f governmental action (12 N. W. 2d, 625). 


f 4 


gislature cannot arbitrarily fix the measure of a tax 
just always be some reason based on fact for imposing a parti 
ilar class (309 U.S. 530). 
\ discriminatory tax cannot be sustained against complaint 
irs to be altogether illusory (176 Md. 423). 
ition which applies to a portion of a class and omits a portion is not uniform 
ial within the Federal Constitution (13 A. 2d, 763, 771 
nuniform distribution of taxes is violative of the constitutional provision 


ular tTaX On a 


if classification 
’ 


uniformity on the same class of subjects (7 N. W. 2d, 753). 
Sanitation for house trailer dwellers, within or without trailer parks 
is progressed under aggressive, scientific research from Anchorage, 
\laska, to Miami, Fla., in Purdue University, Lafayette, Ind., in Na- 
tional Bureau of Standards, Washington, D. C., through tests in health 
oratories operating under laboratory technicians of American So- 
ty of Sanitary Engineering, until no type of housing can justify a 
laim of higher freedom from health hazards than a modernly equipped 
ler coach, 
\fr. Chairman, to this there are one or two items I belatedly got a 
e to correct. 
ad that $26 million as $25 million, but that inciuded a million 
capital stock of the Authority. I read into the record the 
illion, which makes the equivalent of $26 million which | 
neously stated in printing my paper but corrected it in reading. 
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There should be added from section 20, page 18. exhibit J. 1] 
States Housing Act of 1937: 
Authority may issue and 
l I for purchase by 


have outstanding at any 


yy 
the Secretary of the Treasur 


[ offer exhibit J, United States Housing Act for 1937, 
September 1, 1937, Publie No. 412, Seventy fifth Congress 
session, 50 Statute 888, 42 United States Code 1401, to suy 
designation thereof as incompletely made in next to the last 
graph of page 3, first column of the printed statement. I just 
the wrong name of that organization. I have it more fully her 

[In exhibit J and exhibit I, descriptions thereof in the last an 
to the last paragraph on page 4 should be changed for H to “‘s 
HC—1, No. 50, 1950 census of housing, preliminary counts of d 
units 

Mr. Minus (presiding). It is not necessary for you to go oy 
list of corrections. The clerk will correct your remarks in accor 
with your suggestions. 

Mr. MePuerson. I have just one paragraph. I will cite | 
legal requirements for classification the decisions I have just re 

On the front of that flyleaf which is a supplement to the pape: 
I have listed all the exhibits, A to M, inclusive, but I deleted fro: 
list exhibit K, which I didn’t bring forward. 

By the way, is this Congressman Camp? 

Mr. Miuus. No, I am Congressman Mills. We thank you 
McPherson, for the information you have given the comn 
There are no questions. 

Mr. McPuerson. I am obliged to the committee for givi 
the priv ileve of appearing. 

Mr. Mirus. The next witness is Mr. Charles E. Oakes 
forward, Mr. Oakes, and give your name and address. 


STATEMENT OF CHARLES E. OAKES, PRESIDENT, PENNSYLVANIA 
POWER & LIGHT CO., ALLENTOWN, PA., REPRESENTING EDISON 
ELECTRIC INSTITUTE 


Mr. Oakes. Gentlemen, my name is Charles E. Oakes. | 
Allentown, Pa. 1am appearing before this committee in conn 
with the proposed tax bill as it will apply to the electric utility 
panies of this country. Iam president of the Pennsylvania Po 
Light Co., which serves a portion of eastern Pennsylvania, and 
is wholly and directly owned by the general public. 

Mr. Minus. May | interrupt just a moment? Mr. Simpson : 
the Chair this morning that John Hessey desired to testify 
His name is not on the calendar. Without objection, the Cha 
call Mr. Hessey as soon as Mr. Oakes has completed his stat 

Mr. Oakes. I am also chairman of the special policy committ 
the Edison Electric Institute. I am appearing before you tod 
that capacity to talk about excise taxes and other taxes affectu 
electric utility companies 

The Edison Electric Institute is a trade association represent 
percent of the taxpaying electric utility industry of this count: 
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The Edison Eleetri Institute requests 
First, that you consider the very adverse effect upon the taxpaving 
ic utility companies of the suggested increase of the corporate 


e tax rate from 47 to 55 percent 
Second, that you secure additional revenue for the Federal Gov- 
vent by applying the same tax burden on the customers of public 


4] l 
| { the 


s | 


S neaged Ith the el ctric power business a w? customers O 
LX ving ele curic util ti how pay through th in ¢ leg tric bills. 
We would like to mak 
ation or preferential 
ter of income-tax rates We appreciate the need of the Federal 


iment for additional revenue We also realize that this com- 


plain that our industry seeks no special cor 


treatment apart from other industries in the 


desires Lo distribute such additional taxes as may bye required 
s equitable a manner as possible and so 


the expansion Of businesses 


the rates 


all industry, the eleetri compani : incl { Sill 
ved for their product, for they have no other sources. Therefor: 


the long run, taxes IM pos d directly on the r le etric companies he- 


me taxes on the Consumers of { le tricityV al d the reltore | am speanKking 


our customers as well as for the companies. 

Our taxes are not entire ly Federal income taxes l have pre pared 
a chart to show their composition. 

Chart No. 1: The figures, like the others I will give you are the 
cents of the revenue dollar that are required to meet the tax bill. In 
1950, the electric companies paid to the Federal Government over 12 

nts of each dollar received from the customer. Of this, 10 cents 
vas for Federal income taxes, and nearly 2 cents was the 3% percent 

trical energy excise tax. 

| would like first to talk about Federal income tax This fax bears 

ore heavily upon the public utility companies than an ordinary 

isiness, in that they require a larger proportion of the revenue dollar 
to meet the tax than do the general run of industries. 

Chart No. 2: This chart compares 19 widely known companies 
with the electric industry. It can be seen from this chart that an 

ase in the Federal income-tax rate would be of far greater conse- 
ence to customers of the electric companies than to customers of 
general run of business. Sooner or later all taxes are borne by the 
immer. For example, the increase in Federal income taxes from 
8 percent to 47 percent, which occurred during the past year, im- 
sed a burden on electric utility customers nine times as great as the 
istomers of companies with rapid turn-over—you can see that by 
comparing the small bars on the right with the large bar on the left, 
which is the electric utility burden of taxation—despite the fact that 
ectricity is an essential item in the household roday. 

Moreover, the electric companies are regulated businesses. To 

obtain rate increases requires regulatory commission action, and this 
es time. In the case of an ordinary business, passing on a tax 
rease to the customers is not as difficult or as lengthy a process. 

(he taxpaying electric companies have been heavy contributors to 
he publie revenues, and I would like to show you the tax record of 

i companies during the past 14 years. 
art 3: Each stack on this chart shows the proportion of the aver- 
dollar of operating revenue received by the electric utility compa- 
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nies for the sale of power which was paid out in taxes. The part 
bottom represents Federal taxes, the part on top represents Stat 
local taxes. 

[ appreciate that this committee is concerned solely with F 
taxes, but it should not be unmindful of the total tax load of th 
panies and its effect upon their future existence. We are now app 
ing a time when we are paying out or are about to pay out 25 | 
of our total revenues in taxes of all kinds. 

Of course, the 1950 Federal taxes reflect the corporate inco 
increase made during 1950 and applicable for a portion of th 
If the proposed 55 percent had applied in 1950, our Federal 
would have taken nearly 15 cents of each dollar of revenue. 
shown by the stack on the extreme right of the chart. 

Mr. Muus. Would it bother you if I asked you a question 
pomt? 

Mr. Oakes. Not at all. 

Mr. Muixtus. I notice on your chart that the Federal tax 
Was approximately 15 cents out of every dollar of operating r 
and something in less of 15 cents in 1943. To refresh my | 
tion, what happened in those 2 years to cause the Federal ta 
that high? 

Mr. Oakes. Revenues were going up and taxes were going 
The ratio happened to work out a little differently. Of cours 
was a higher tax burden in 1943. Also there was a change 
tax rates, as | remember it, in 1943. 

Mr. Minus. It was not necessarily the rate of taxation 
and 1943. It was the relationship of operating revenues to th 
amount of the tax. 

\ir. Oakes. That is one of the elements. The other is tl 
of taxation. According to my recollection we had some little 
in 1945 over 1942. 

Mir. Minus. Is it not a fact that you were affected some 
the excess profits tax in 1943? Is that what made it so high? 
Mr. Oakes. Yes; that is true. The excess profits tax 

constituted greatly increased the tax burden of the utilities 

We are not paying excess profits tax today and, if we ha 
percent tax now, that tax is almost equal to the very highest 
paid during the war including excess-profits taxes paid 

Mr. Miizis. You get it under a different name this time. 

Mr. Oakes. That is correct; yes, sir. 

We have not included the new excess profits tax in the app 
of the 55 percent to the 1950 conditions. I don’t know how 
that will be because it hasn’t been imposed long enough to 
on it. 

As soon as World War II fighting ended, the taxpaving 
utility companies embarked upon a $15 billion construction p 
to provide this country with an ample supply of electric pow 
energy. This program is being financed by private capital, of v 
portion is debt, and the remainder is preferred and common sto: 
order to attract new equity money, equity earnings m 
maintained. 

Many ordinary businesses can secure all their funds for ex 
from retained revenues. But the electric utility companies cal 
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this except to a very limited extent. I have prepared a chart to show 
why this 1s oa 

Chart No. 4: The electric utility companies require on the average 
over $4 of - =a for each $1 of annual operating revenues. The non- 

utility companies require far less. 

It may help you to appreciate our problem to know that the electric 
utility companies obtained over one and a quarter billion dollars of 
new money in 1950. This was over 27 percent of all the new equity 

ind debt financing by all the industries of the United States during 

vear. This proportion is far greater than would be indicated by 
size of the electric utility industry, either in terms of investment 
or sales. 

Of the new equity money raised in this country in 1950, about 60 

ent was raised by the regulated utilities and 40 percent of the 
of all equity money raised was by electric companies in 1950. 
ou see the real problem we have before us. 

Should a further increase in Federal taxes be made at this time, on 

» of the inflation which has taken place, the electric utility com- 

es must pass it on immediately to our customers if we are to con- 
to attract the capital we are continually needing 

| know from personal experience in selling securities of my company 
that as income taxes are increased, the supply of new money tends to 
dry up. We expect the competition for new capital to be much 
stiffer in the future than it has been during the last few vears. 

While 1 have every confidence that the regulatory commissions 
appreciate the situation and will be helpful, it may take lengthy pro- 

lings in many cases to secure relief. With delay, the cost of the 

money will go up. This, in turn, will be reflected in higher rates 

istomers in the future and thus may prove to be very expensive 

the rate payers. If taxes are raised to too high a level the con- 

ction program might be halted for lack of funds. This would be 
national disaster. 

lo summarize what I have just said about the corporate tax rate 

to be established 
We believe that the present 47 percent corporate tax rate is as 
gh, or higher, than our industry can long endure without serious 
dverse results. We are gravely concerned about a further increase 
the corporate tax rate, as we fear that it may prevent the electric 
companies obtaining at reasonable rates, the new money which 
vill need throughout the emergency. 
2. If an increase in Federal taxes is absolutely necessary for the 
nal safety, we believe that it should be in a form which could be 
passed on immediately to ultimate consumers. This would be the 
t costly method for the consumer, who in the end foots the bill. 
lhe second subject that I want to discuss with you is the obtaining 
additional tax revenue by extending the taxes now paid by the cus- 
mers of taxpaying electric companies through the rates they pay for 
to the customers of electric utilities owned and operated by 
bodies. They are now exempt. 
prepared a chart to show the untaxed field in the electric 
ndustry, which is chart No. 5. You will note that 20 percent 
Nation’s electrical energy, exclusive of that produced by indus- 
plants for their own use, is generated by public bodies that are 
uly free of Federal taxes. 
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These tax-free projects sell some power to the taxpaying 
companies, and the taxpaying electric companies sell power to n 
palities and co-ops for resale. These public bodies pay substa 

no Federal taxes. 

Mr. Minus. At that point, Mr. Oakes, if I may interru 
again, would you supplement your remarks and break that 20 px 
down? Is that hydroelectric dams and steam plants owned 
Federal Government, or just what do you mean?” 

Mr. Oakes. That is all public bodies—municipal, Stat 
Federal 

\{rtus. Would you break down the 20 perce 
Oakes. We can do that | don’t have 
o do that 
\litus. For the record, | me: 
\KEs. Yes, sir; we will be 


nformation is as follows 


nd that about 7 ‘reent of e electric enerev sold 
onsumers is fully taxed | he Federal Government, 
| and 15% pereent is practically untaxed by U1 
of the operations of the 
and operating e ility businesses, and 
conditions full ts ua with the electri 


} 1 = f 
id { he UP new tax revenue 


the nati 
on durit cr 1950 | (| lots you nese ficures to show 


ope of the tax-tree power business of the future 


<emption from Federal taxes possessed by publ 


in th power busil es and enjoved by their customer 
nded by the bill which this committee will prepare 
Because it would bring in badly needed tax reven 
ment of our people which is not paying ts full share of 


eral Government. 
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Z Because the time to take the step is how. As p iblic power grows 
in size, it will be increasingly difficult to make the change. 
The third subject I wish to discuss is the 3% percent electric energy 
excise tax. It is imposed upon domestic and commercial sales, and 
s originally levied on the customers. After a short time it was 
nsferred to the electric utility companies. It has proven to be very 


it and expensive tc administer, and produces very little net tax 


nue¢ for the Federal Government. 

rn back to chart No. 1; this chart shows that the 3% percent 
tax takes about 2 cents of the average revenue dollar paid DY 

itility companies. We suggest that this tax, if retained, be also 

ssed against applicable electric revenues of public power bodies. 
ver, we suggest that a better solution would be its entire removal 


the tax structure. it is deductible for Federal income tax pur- 
If it were removed 1 cent of the 2 cents would be pa d as 
ral income tax. A part of the remaining 1 cent is lost because of 
deduction of the cost to the companies of administering the tax. 
sts us money to administer this tax. With the tax eliminated 
~ iting Savings in cost would be subject LO Fed ral Laxes, 
et loss of tax revenue by the elimination of the 34 percent excise 
m our industry would be small. It could be recovered in the tax 
ons which are about to be made 
We believe that this is an appropriate time to change t 
wluctive tax. 
conclusion, I wish to say, first, 


} 
} 
i — 


it wish to avoid their share of the 


; 
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COMPOSITION OF FEDERAL TAXES PAID BY 
ELECTRIC UTILITY COMPANIES AS A WHOLE 
IN CENTS PER DOLLAR OF OPERATING REVENUE 
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Mr. Miius. Mr. Oakes, let me see if I understand the first 
you made as I followed your statement, the point that the 
utility companies would not be able to absorb an increase in 
rate from 47 to 55 percent without immediately passing that on 
consumer of electric energy. I am well aware of the great 
that the public utility companies have in building additional fa 
[Is your statement predicated upon the fact that most of the com 
are in process of borrowing or have already borrowed, so much 
to create new facilities that the carry ing charges are so heavy oO! 
obligations that what you are making today must go to pa) 
carrying charges? Is that the point? 

Mr. Oakes. Not quite, sir. Our point is that a tax incr 
this order will so lower our net operating revenues as to ret 
than an allowable rate of return—for example, 6 percent on t 
base—and that therefore, the reduction will be so great that 
have immediately to apply to regulatory bodies for an increase 
rates to reestablish our earning power. 

Mr. Mitis. Would that be the situation generally, or just 
case of some few of the companies? 

Mr. Oakes. I think I can say that there would be a genera 
cation throughout the country to all regulatory State commiss 

Mr. Mirtus. That is the point I am trying to get in my mind 
I understand vou to say here that it ts absolutely necessary 
public utility engaged in the sale of electric energy to earn 6 p 

Mir. Oakes. Approximately 6 percent and sometimes consid 
more than that on their rate base, yes. 

\ir. Miius. It is absolutely necessary? 

Mir. Oakes. Absolutely, sir. 

\lr. Mitus. Why is it necessary that they earn 6 percent? 

\ir. Oakes. We have obligations in the way of interest charg 
preferred stock dividends and common stock that we must n 
we are to continue to earn a fair return and are to continue to 
to go to the investors for the amounts of money that are neces 
continue our expansion program, which amounts to better 
billion in the next 3 years. 

Mr. Minus. As I understand, the interest you pay on these 
tions, the bonds that you may owe, the money that you h 
tained for the construction of new facilities is allowed as a d 
before taxes are assessed. Is it not true that all interest chai 
costs of operation and are deductible from gross income befor 
up the net that is subject to tax? 

Mr. Oakes. For federal income tax computation purposes, 

Mr. Miuus. I can understand that a public utility may | 
borrow considerable money in view of this national defense p 
to create additional generating facilities, but I can’t understa 
there is anvthing sacrosanct about the 6 percent, that a publ 
has to earn 6 percent, and that it is destructive of the compa 
to do anything taxwise that might reduce excess over the 6 
earnings after the payment of all costs, including interest. 
we want you to be able to pay interest on your obligation 
calling upon you to do a great iob of increasing generating 
all of which are needed now as a result of the defense pro 
don’t want to do anything to keep you from doing that. Bu 
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talking about the 6 percent left after the payment of all costs,including 
‘jterest and the payment of all taxes. 

\ir. Oakes. I think, Mr. Mills, there is some confusion. The 6 
percent that we are discussing as an illustration is the 6 percent on 
a rate base figure after all taxes, after all operating expenses and de- 
preciation, but before interest charges. The amount of money that 
; left, the 6 percent must pay all interest charges, all our preferred 
stock dividends, all of our common stock dividends, and allow a 
sufficient amount to be retained in earnings for a cushion against a 
rainy day. 

\ir. Mitts. I was not clear on just what base the 6 percent was 
computed. The 6 percent that is allowed in the State of Pennsyl- 
vania as the net earnings of the company not only includes the amount 

you may need to retain for reserve, the amounts that you may 
eed to pay preferred stockholders, the amount you may desire to 
av as dividends on common stock, but it also includes the amount 
vou must pay in interest; is that the point? 

\ir. Oakes. That is true. 

Mr. Miius. Relate the tax burden, then, to that 6 percent. If we 
ase the tax, in other words, your present earnings based upon 
rates in Pennsylvania would not return you 6 percent. Is that 

the point? 

Mr. Oakes. That is right. 

\ir. Miuus. If by an increase in our tax we cut you down to 5% 
yercent, it would be necessary then for you to go to the rate-making 
body in Pennsylvania and ask for a sufficient increase in your rates 

return you 6 percent. Is that your point? 

\ir. Oakes. That is the point; ves, sir. 

\ir. Miius. That is largely because of the heavy finance charges 

the companies have to meet, which includes interest? 

\ir. Oakes. In our kind of business on an average of 50 percent of 
the investment is debt, the remainder is in stock. We must have 
wh return to pay the interest charges on this heavy debt, divi- 
ls on our preferred stock, our common stock and enough in addi- 

tion to keep it a conservative business. If the allowable return is 
luced even as much as 1 percentage point, the entire reduction is 
flected finally in the net earnings of the common stock. Just to give 
an example, a 1 percent return on my company, which has ap- 
proximately $300 million in property, would be $3 million. Such a 
iction in the amount available for earnings of the common stock 
reduce common stock earnings about 40 percent. In other words, 
re earning now $2.50 per share. We would be earning about 
$1.80 per share. Our stock is selling in the market today at $25 to $27, 
earning $2.40 to $2.50. If our allowable rate of return was reduced by 
percent, our stock would be selling between $15 and $18. To put it 
nm a times earnings basis it would be selling on approximately 10 times 
inings basis, or about $15 to $18. At those prices we couldn't 
nee equity money in these markets in sufficient quantities to retain 
sufficient amount to do our construction program. That is why we 
maintain our earnings at near the 6 percent level. 
‘Ir. Minus. Certain friends of mine who are in the public utility 
ness advised me it is impossible to raise all the money that is 
ed through borrowing, that some of the money has to be raised 


‘ 
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through the issuance of preferred stocks, and maybe the issuanc: 
of additional common stock. Is that generally true? 

Mr. Oakes. | would say that is uniformly true. 

Mr. Mitus. Your second big point, as I understood it, w: 
question of extending to these nontaxed producers of electricit 
same tax treatment that is now applied to the privately « 
utilities. How much additional revenue would be derived 
Oakes, in your opinion, if we did extend the tax? 

Mr. Oakes. | am certain you would derive at least SS) n 
dollars at the very minimum 

Mr. Mitus. This is the reason I asked the question earlier: \\ 
we end up taxing one Government agency, taking money out 
left pocket of the Government and putting it back in the right px 
Would it result in that? 

Mr. Oakes. No, sir; I think not. As I envision the proces 
assessment of taxes on the public bodies which are not now | 
Federal taxation would immediately require those bodies to pas 
taxation on to their consumers. 

Mr. Mitus. The TVA is an outstanding example of what you : 
to 

Mir. Oakes. Yes, sir; it is. 

\ir. Mitus. Would there be any legal question in your mind ; 
extending the same treatment to the municipally owned power p 

Mr. Oakes. No, sir. We had that subject looked into by 
petent counsel, and we think that constitutionally and legal! 
Federal Government can impose taxes of the nature we are ta 
about upon all publicly owned bodies, Federal, municipal, or 5 
as long as they are proprietary businesses. 

Mr. Mitus. In that would you also include REA? 

Mr. Oakes. Yes; any proprietary business 

Mr. Minus. REA is a cooperative, isn’t it? 

Mr. Oakes. Yes, sir. 

Mr. Mixus. If we applied that treatment to REA, we would 
to apply it generally to all cooperatives, would we not? 

Mr. Oakes. I don’t know that you would. 

Mr. Minus. We couldn't just pick out the REA cooperatis 
tax it. We would have to go across the board and tax all the coo 
tives, would we not? 

Mr. Oakes. I believe there is a way to tax only the electric 
business if you wish to do so. 

Mr. Miius. Do you think we would be consistent if we were t 
the REA cooperatives and not tax other forms of cooperatives? 

Mr. Oakes. I don’t know. You may not be consistent, Mr. M 
but I think it could be done. Taxation isn’t very consistent ai 
as | view it. 

Mr. Minus. The present provisions of the tax law relating to 
eratives were enacted before any of us became members of this 
mittee, and we are trying to be consistent in our own acts. 

| believe that is all, Mr. Oakes. I have detained you longe! 
Intended to 

Vir. Granger? 

Mr. Grancer. Let me get this straight, Mr. Oakes. Do | 
stand you to say that the reserves that you set up, which I und: 
you are allowed for depreciation, reserves, and taxes, are subject 


) 
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tax? Is that true? Isn’t a utility allowed to set aside reserves 
ough to rebuild the plant after its usefulness is gone? In addition 
to that, doesn’t it set aside operating expenses and depreciation of its 
plants, and in addition to that, reserves? You do not mean to say 
those reserves come out of the 6 percent. 
) \fr. OAKES. No, sir; that is not true We are allowed under the 
ommission’s regulations to set aside depreciation reserves. They 
for the purpose of rebuilding plant or for the purpose of replacing 
plant as it wears out or becomes obsolete We are also allowed, 
f course, to make re deduction for t tax purposes and for regulatory 
oses of all taxes from whatever source After that is aone, there 
uid remain sufficient revenue to cover the fair return on our 

} stment allowed by recul imtory processes which for ilustrative 

rposes | have referr d toas aod pe reent return { nde! the present 

on where we have to build and add to our plant in very great 

ne, for example already in 5 years time since the close of the 

we have increased our plant more than 35 or 40 percent. There 

no possibility of that money required for that construction to come 

of the business Only a portion can come out of the business. 

must go for the great portion of it to investors. Does that 
nswer your question? 

Mr. Grancer. What reserves come out of your 6 percent? 

Mr. Oakes. There are no reserves out of the 6 percent, sir 

Mr. Grancer. I unde rstood you to say 

Mir. OAKES. The 6 percent is after de pree iation reserves, and after 
all provision for tax payments. The depreciation reserve generally 
speaking is the only reserve that amounts to anything at all. There 
is a little amount for uncollectible accounts and that sort of thing, 
but no property reserve other than depreciation reserve 

Mr. Granaer. In that case, the only way of using that money is 
to pay dividends to your stockholders. 

Mr. Oakes. No, sir. The 6 percent is available after reserves, 
after all operating expenses, for pavinent of interest on our bonds. for 
payment of preferred stock dividends, for payment of our common- 
stock dividends, and for setting aside and retaining in the business 
small amounts, usually from 10 to 20 percent of the earnings of the 
ommon stock which we retain and reinvest rather than pay it out 

mmon-stock dividends 

Mr. Granger. Is that reserve subject to taxation? Is it a reserve 

t aside? 

\ir. Oakes. What we retain Is not a reserve: it is retained earnings 

Mir. Granger. That is subject to taxation? 

Mr. OakEs. The taxes have been assessed before the retained 
arnings are available to you. 

Mr. Grancer. I don’t understand what those reserves are for. 
You have set aside your reserves before you ever take your 6 percent. 
What are the reserves for besides paying the interest on your bonds 
il ir stockholders? 

Oakes. It is really not a reserve, Mr. Granger. It is earnings 
available for common stock, and out of those earnings the 
holders are paid only a portion of those earnings as dividends. 
rest is reinvested and kept in the business, so to speak, and is 
partly for the construction program. It is really earnings 
ble to the common stockholder, but we don’t pay them all out 
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to him. We keep some of his money in the business. That is 
it amounts to. 

Mr. Grancer. You use that money just like you would us: 
tional money that you have to borrow? 

Mr. Oakes. Yes, sir; for construction purposes. That is tr 

Mr. Grancer. That is all, Mr. Chairman. 

Mr. Cooper (presiding). Any further questions? Mr. Jen] 
Ohio, will inquire. 

Mr. Jenkins. I wish you to turn back in your charts to th 
where you showed the number of power plants. If you will ; 
there is just one State that hasn’t a single plant, and that is I) 
You see Ohio has a little plant up in the middle of the State. 

Mr. Oakes. Yes, sir. 

Mr. Jenkins. I wonder what plant that is. I didn’t know 
was any State or federally owned power plant in Ohio. Is that 
Columbus? 

Mr. Miuus. That is an REA facility. 

Mr. Oakes. I think we can answer the question if you w 
with us just a minute. 

Mr. Jenkins. Then we will go to another proposition Mr. Mills 
talking to you about. At page 7 of your brief you set out you 
about taxing, you tell us what to do there. Let me ask yo 
Have you worked out a plan whereby we can levy taxes of thi 
in view of Mr. Mills’ suggestion, even if they are governmenta 
cies? Take the TVA, for instance. | always contended th 
‘TVA was an unconstitutional organization. That the Gover 
had no right to spend the money that was spent for the const: 
of TVA because under the Constitution the Government cannot 


money on any of these water projects except for flood contro! 

navigation. But the Government built the TVA and the > 
Court held that it had the right to do so even though its princi 
pose was to manufacture power. I was on the committee 

vestigated the TVA back several years ago, and it is a great 
taking. It produces great quantities of power. About wh: 
centage of the power of the country does it produce? Ten p 


i suspect. 

Mr. Oakes. A little over 15 billion kilowatt-hours out of ab 
billion About 5 percent. 

Mr. Jenxins. About 5 percent of the power of the Nation 
duced down there. 

Mr. Oakes. That is right. 

Mr. Jenkins. This is an agency which the Supreme Court h: 
to be a Government agency. They sell their power to near! 
body, I guess, to the cities all through the Southland. The ci 
the power, and that money comes into the Treasury of th: 
The TVA pays no taxes of any kind as I understand it. If th: 
property in a town they maybe pay some taxes. I am not! 
Post offices don’t pay taxes ina town. The chances are they 
pay any taxes of any kind. How can we tax them legally? 
what I want to know. Have you studied that out? 

Mr. Oakes. Yes, sir; we have. If you like, we would be 
insert in the record an opinion from attorneys we have who ha 
studying the subject, and we think that you have a perfect 
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tax the electric public utility function of power bodies at any level: 
Federal, municipal, or State. 
Mr. Jenxins. Do you have those attorneys’ opinions here? 
Mr. Oakes. Yes, sir. 
Mr. Jenxins. Will you put them in the record? 
\ir. Oakes. I will be glad to, sir. 
\Mr. Jenxins. I wish you would. I would like to have them. 
Thev are not too lengthy, are they? 
\ir. Oakes. Only two pages. 
\ir. Jenkins. I ask unanimous consent to have these opinions 
printed in the record, Mr. Chairman. 
~ Mr. Cooper. Without objection the document will be inserted 
this point. 
The document referred to follows: 
Marcu 13, 1951. 
posed statutory changes taxation publicly owned electrical energy enter- 
Mr. Cuartes E. Oaxegs, 
Chairman, Special Tax Committee, 
Edison Electric Institute, New York City: 
In order that the proposal of the committee for the taxation of incomes of 
blicly owned Gectslenl energy enterprises might be implemented, it is recom- 
nded that the Congress adopt the following legislation and statutory amend- 
ts or their equivalent in purpose and effect: 
That section 116 (d) of the Internal Revenue Code be amended to read as 


Income of States, municipalities, ete.—Income derived from any public 
except from the production, transmission, distribution, or sale of electrical 
or the exercise of any essential governmental function and accruing to 

Territory, or the District of Columbia, or any political subdivision of a 
r Territory, or income accruing to the government of any possession of the 
ted States, or any political subdivision thereof. (New matter in italic.) 
That section 101 of the Internal Revenue Code be amended by striking vhe 
s appearing at the beginning of said section reading as follows: 
following organizations shall be exempt from taxation under this 


substituting therefor the following: 

‘following organizations shall be exempt from taxation under this chapter, 
as to income derived by the »m from the production, transmission, distribu- 
r sale of electrical energy 

That section 3411 of the Internal Revenue Code be amended by striking 
from subsection (c) thereof. 

By adding to section 45 of the Internal Revenue Code at the end thereof a 
iragraph as follows: 

Commissioner under regulations promulgated by him with the approval 
Secretary in the case of the production, transmission, distribution, or sale 
rical energy by States, municipalities, etc., shall make such limitations, dis- 

itions, apportionments or allocations of all deductions, credits, or allowances 
hat there shall be allowed as deductions in the computation of taxable income 

h amounts as are properly referable to said production, transmission, dis- 
n, or sale of electrical energy.” 

is believed that the foregoing statutory changes will accomplish the recom- 
led statutory changes of your committee. 
Respectfully, 
Roy D. Grptn. 
James K. Po x. 


Jenkins. Now let’s go back to that map. What do you say 
that dot is up near Columbus? 
Mi gee A cooperative power company. It isn’t very large, 
1 power plant. 
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Mr. Jenkins. Would it be an REA? 

Mr. Oakes. Yes. 

Mr. Jenkins. There are two power plants near Colum! 
guess the power company that supplies power to the streetca 
pany is a private power. 

Mr. Oakes. These are all public, no private on this map. 

Mr. Jenkins. The State of Indiana has no public power 
kind 

Mir. Oakes. That is correct. 

Mr. Jenxrns. And the State of Nevada 

Mr. Ky AN, New Jersey or Rhode Islan A either. 

Mr. Jenkins. That is right 

Mr. Oakes. That is 

\lr. Jenkins. How about Rhode Island? 

Mr. Oakes. Delaware, New Jersey, Rhode Island. an 

t| are the only ones 

Mir. Foranp. You savy there is one in Rhode Island? 

\Ir. OAKEs. There Is none 1n Rhode Island. 

Mir. Foranp. There should be, though 

Mr. Jenkins. Your proposition, then, Mr. Oakes, is for us 
a tax, to get part of our national revenue from these publicly 
power concerns. We have discussed the TVA. What would 
with all these that are owned by communities? 

Ir. Oakes. Tax them. May I ask the question in revers 
should the customers of my company pay a burden of taxation t 
our rates, which is the onlv wav we can collect it, and have cus 
of an adjoining city or municipality escape Federal taxes? 

\{r. Jenkins. Let’s go one step further. Here is a town th 
its own power plant and makes its own power. Here is 
town which buys power from you but distributes it as a tow: 
collect the power rates which the people pay them, and they p 
the power from you. How would vou tax them? 

\ir. Oaxes. The same way We buy power, for example, 
large power company that makes power. We buy a very la 
of power. We distribute it. Our operating expenses incl 
cost of the purchased power. Our net revenue is the d 
between what we get from the customers and our operating e> 
Our net revenue after interest payments are subject to 
income taxes, 

If a p tblie body buys power from us, Il would work the Sil 
The cost of the power to them would be an operating exp¢ 
deduc tible before taxes are ficured 

Mir. Jenxtns. For instance, in my district is one of th 
rural electrification units in the United States. When tl 
was being organized, and ever since then, I have insisted t! 
should never build a power plant to make their own pow‘ 
Ohio Power Co. runs on one side of this territory and the Col 


Southern Power Co. runs on the other side This rural elect: 


unit is in the hill country between those two power lines. Th 
in this territory can get power from these private compa 
they are doing that. They have never built a power plant 
don’t pay any tax on the power that they consume unless tl 
the tax to you. Is that right? 
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Mr. Oakes. They would be assessed a tax but perhaps it wouldn’t 
he very great because the amount of their operating revenues depends 
ul ipon their rate structure. If their operating revenues merely equal 
the operating expenses plus some depreciation charges they would 

have no net income and would have no income tax. But, neverthe- 
ss, whether it is a dollar or a hundred million dollars, the same 
' nciple of income taxation should be applied to them as applies Lo 


3 Ol any body else 


\ir. Jenkins. Let’s bring it right down to the point. I live in a 
ritory where the Ohio Power Co. operates and I get my power from 
Ohio Power Co. and I pay every month for what I use. This big 


ral electrification company, which provides power for five or six 
housand farmers, also gets its power from the Ohio Power Co. Do 
y pay just like I do? 
\ir. Oakes. No. ‘They pay rates that are assessed by the coopera- 
They have no tax at the present time except a very small tax. 
(hey make a net operating revenue. It may be small or large. I 
on’t know anything about the particular cooperative. Whatever 
1s, they have a net operating revenue, If income taxes were ap- 
ied in the same manner that applies to any other corporation there 
would be some tax if they had a net revenue. If they didn’t have 
net revenue they would have no tax. 
Mr. Jenkins. I pay, I will say, $3 a month. I pay that to the 
Why Ohio Power Co. down at their office every month. I suppose the 
coope ratives’ power bill would be two or three thousand dollars a 
nonth, anyhow, wouldn’t it, for a big place like that? Let us say 
$3,000 a month. How do you carry that on your books? Do you 
rry it just like you do mine and you pay the taxes? There is only 
e tax paid; is that right? 
Mr. Oakes. That is right. The power bill that is rendered by the 
Ohio Power Co. is an operating expense to them, and it is deductible 
long with all the rest of the expenses from the operating revenues. 
That co-op then would have a net operating revenue and on that 
isis, on that net operating revenue less whatever interest they had 
to pay, they would have a taxable net revenue. On that taxable net 
enue they would pay an income tax. That is exactly what Ohio 
Power Co. does with the money that you pay them. There is an 
nt of Federal tax in the rate which we have said here is about 
eents for each dollar you pay. The total vou pay goes into the 
mpany treasury. Operating expenses and depreciation are paid out 
t and so are taxes. What is left is the return which we have been 
calling 6 percent for illustration purposes. 
| see no reason at all why the cooperative, being a business enter- 
EA prise, or any other public body which distributes electricity should 
t assess against their customers, a tax element in their rates which 
represents the taxes which are paid or should be paid to the Federal 
Government in exactly the same proportion and exactly the same type 
xes that we as an industry pay. 
Mr. Jenkins. Their argument would be that they are in just the 
category as lam. I don’t pay any taxes on that $3. 
Mr. Mason. Yes; you do. There is 30 cents in it. 
Mr. Jenkins. They charge me that, then. 
Mr. Oakes. You pay indirectly because it is in the rate that you 
We are paying your tax as a tax collector. You pay us the $3 
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bill you are talking about, and a piece of it, let us say for this pu 
30 cents, comes down into the treasury of the power company and 
pay that tax to the Federal Government as taxes. 

Mr. Jenxrns. If this big cooperative installed some power p 
of its own, it then should pay taxes just like you pay; is that 
contention? 

Mr. Oaxes. Absolutely. If they buy power they should pay 

Mr. Jenkins. If they sold power to anybody besides its own p: 

Mr. Oakes. That is right. 

Mr. Jenxrns. If it sold power to everybody in the country it \ 
be in the same category that you are. As I see it now, they : 
the same class as I am. I pay $3, and they pay $3,000 a 1 
maybe $10,000, whatever they do pay. I don’t know what 
claim, but naturally they would claim ‘‘We don’t make power 

Mr. Oakes. There are many businesses in the country 
business that buy power and do not generate at all. We are 
right now to a private utility which buys power from us. The, 
up their rate schedules and collect revenues. Those revenu 
applicable against operating expenses in the way of linemen and 
readers and accountants who run the business. They pay 
operating expense the power bill that we bill them, and after deduct 
from their gross revenues they have a net from operation. 
company is a private company in the distribution of electricity 
that company pays an income tax and all of the rest of the 
including the 3%-percent energy tax. The company that 
power pays just the same tax we do. As I see it there is no diff 
between that company and a cooperative which is in exactly 


same business. 

Mr. Jenxrns. I don’t want to take any more time except t 
this: I think that the private power people of the country have 
lished themselves in the Nation as a great industry. That 
reason why the rural electrification down there in my district sh: 
probably not be trying to make its own power, because these two | 
power companies are operating one on each side. No doubt 
companies could furnish power cheaper than this REA could ma 
I think that the private power concerns have established thems: 
Without them operating profitably it would be to a great disadva 
to the country. That is all, Mr. Chairman. 

Mr. Coorrr. Any further questions? Mr. Simpson of Pennsy! 
will inquire. 

Mr. Stimpson. Mr. Oakes, how much money will be required i: 
foreseeable future to take care of the foreseeable expansion in 
industry? 

Mr. Oakes. We made a very recent estimate, and we will 1 
$7 billion in the next 3 years. 

Mr. Simpson. Where would that money normally come from 
percentage in equity capital? How would you divide that? 

Mr. Oakes. | happen to have here some figures right up to 
on that subject. I gave a talk before the Army War College p 
last week, and I happened to prepare this very subject for them 

Last year the construction expenditures of the electric utilit) 
about $2,050 million. Of that, $690 million were generated with 
industry, namely, from these depreciation funds the gentleman 
about and from retained earnings. We had to raise, therefore, $ 
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million by the sale of securities. Of that amount, $735 million was 
raised by the sale of bonds, $251 million by the sale of preferred stocks, 
and $269 million by the sale of common stock to the public. That 
means that there were total sales to the public for securities of $1,255 
million, which is approximately 60 percent of our total construction 
rogram of last year. 

\ir. Seupson. Do you anticipate that those same percentages would 
he desirable to maintain with respect to raising the $7 billion in the 
oreseeable future? 

\ir. Oakes. I would say not only desirable but they are necessary 
to maintain in order that the funds will be forthcoming from equity 
security sales. 

\fr. Simpson. That is to say, any condition which worsened those 

reentages would be seriously injurious to the program to raise the 
$7 billion. 

\ir. Oakes. Yes, sir; that is true. 

\ir. Simpson. Your point is that a corporate tax increase as high as 
55 percent would seriously jeopardize your expansion program? 

Mr. Oakes. It would reduce earnings. We couldn’t immediately 
pass it on. It would reduce earnings to our equity stock to a point 
where I feel it would be very, very hazardous in getting our equities 
financed. 

Mr. Siupson. To the extent that $690 million is made up of earnings 
within the corporations, it would immediately wipe that out or 
decrease it, if that $690 million came from earnings retained by the 
company to be used for expansion. 

Mr. Oakes. The depreciation reserve is always set aside. Of the 
surplus earnings, $200 million of it probably would disappear for 

lity earnings. 

\Mr. Simpson. There would be in the picture on the one hand the 
Government on account of the war and defense effort pushing hard 
for you to expand and another branch of Government creating a 
situation wherein expansion is impossible. Would that be the condi- 
tion confronting you? 

Mr. Oakes. With an increase in income taxes that would be the 
condition we would be confronting; yes, sir. 

Mr. Simpson. Of course every one has to give in to the war effort. 
That is a matter of first principle of our Government. We have to 
win the war. 

Mr. Oakes. That is correct. 

Mr. Simpson. When you come to that situation something would 
be done, and what would be done? The RFC would be the source 
of funds? 

Mr. Oakes. I would dislike having to go to the RFC as the source 


of funds. 
Mr. Stimpson. Of course you wouldn’t like it, but at the same 
uume 


Mr. Oaks. I don’t think it is necessary. I believe we could find 
other sourees of funds rather than further raise income taxes in order 
to do what we wish to do here, namely, secure sufficient funds to 
accomplish our defense program. 
Mr. Srupson. I don’t quite understand that, but my point is, 
wouldn’t Government have to come to your rescue and provide the 
oney that you needed for expansion? 
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Mr. Oakes. If the Government tax policy were such that 
moved the possibility of our going to investors, that is true. 

Mr. Stmpson. That is what we are talking about, Mr. Oakes 
are assuming that this committee is unwise enough to go to t 
percent corporate rate and that the Congress knows the same 
and that the situation follows which you are describing, namely 
you won’t be able to borrow money on the basis you have i: 
past. Then I say a source of money will have to be found and w) 
would it be but through the Government? 

Mr. Oakes. There would be no other source that I know of 

Mr. Simpson. And where the Government money goes, a meas 
of control necessarily goes, and the result could be that you 
become a Government controlled industry to a greater degre 
you are today. 

Mr. Oakes. I think that is very undesirable, sir. That wo 
most undesirable. I think the socialization of our industry ha 
far enough now. 

\ir. Stimpson. You cited a moment ago the situation with res; 
to your company where the earnings could quite readily drop do 
$1.80 a share and the market price of the stock would be p 
10 times that, 15 to 18 dollars a share, in contrast with the pr 
price of $27.or thereabouts, simply as a result of this increase in 
without a commensurate increase immediately of rates. 

Mr. Oakes. That would be the result, yes, sir. 

Mr. Simpson. Isn’t there a considerable lag between a request { 
an increase in rates and the granting of it? 

Mr. Oakes. Yes, there is a considerable lag. It may run 


much more than a year’s time. 
} 


Mr. Stimpson. In the first place there is always a doubt wheth 


will be granted. 

Mr. Oakes. That is correct. 

Mr. Stmpson. And in the second place, when granted, ther 
been a substantial lag. Of course the war effort is not supposed t 
That is supposed to be pushed right along. 

Mr. Oakes. It should be, sir. 

Mr. Simpson. Does it not take you a considerable time to bu 
electric plant and to get the new electric energy production sta: 
It takes a considerable time to build a plant. 

Mr. Oakes. Usually it is approximately 4 or 5 vears from th 
you start planning a new power plant to the time the plant turns 
It is 4 or 5 years now, and it is growing longer because the mai 
turers’ deliveries are lengthening out month by month. That 
the problem of course that we have to do our planning 4 or 5 
ahead of the actual finished product, and we have to do our pla 
on finances that far ahead also. 

Mr. Simpson. Have you any indication that this debate » 
engaged in about increasing the tax to 55 percent has affecté 
market with respect to equity capital for utilities? 

Mr. Oakes. I think there isn’t any doubt about it, sir. It 
two things: First, it removes a certain amount of investment mo! 
from the market. Secondly, the amount of earnings that are 
able to the common stockholder becomes less, and therefore th: 
ket value of the stocks becomes less and the marketability o! 


stocks becomes less. 
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Mr. Simpson. Are the efforts toward raising the $7 billion being 
delaved because we have pending this question of increasing the tax 
rates to 55 percent? 

Mr. Oakes. No, sir; they are not being delayed. It is just making 
it harder to accomplish the purpose. We just can’t afford to delay 
it. We have to plan and keep ahead in the construction program. 

\Mr. Simpson. Are there any new issues of utilities securities coming 
out? 

Mr. Oakes. Yes, month after month bonds and stocks are being 
sola 

Mr. Simpson. Are they being marketed at the same return that 
they were a few years ago? 

\ir. Oakes. We had one which went to market in December, 
which finished up in late December, and the reception of that was 
considerably less than one a year before. 

Mr. Simpson. Do you consider that indicative of what we may 
expect if this tax is increased? 

Mr. Oakes. Yes, sir. I think it is more indicative that while this 
stock has been offered in the usual process to our present stock- 
holders, it also usually attracts a number of other new stockholders 
in the process of distribution of the stock. In this case, we had only 
a very few hundred new stockholders out of the whole process whereas 
previously we had considerably more than that, which is an indication 
that the number of people who have money available for investment 
1s becoming less and less. 

Mr. Simpson. Members of your own family were willing to take a 
little further chance, but some other people weren’t willing to come in, 

Mr. Oakes. Yes; that is correct. 

Mr. Simpson. That is all, Mr. Chairman. 

Mr. Cooper. Further questions? Mr. Kean of New Jersey. 

Mr. Kean. While Mr. Mills was inquiring, he asked you what was 

need of your getting the same amount of income for your common 
stock that you had in the past. Isn’t it true that the State regulatory 
body insists on a certain proportion of common stock and bonds? 
They will not allow you to overbalance your company’s position with 
bonds, and, therefore, they force you to sell common stock 1f you want 
ore money. Therefore, it is essential that the earnings of the com- 
mon stock be kept to a reasonable figure. 

Mr. Oakes. That is true, sir. The fact of the matter is in the case 
{my own company I can cite a personal experience with respect to 
this last common stock issue sold last December. We rave a commit- 

ent to our State regulatory commission in February of last year, 
1950, that the next financing we would do would be common-stock 

incing in order to maintain what they call a satisfactory equity 
itio of our total capitalization. That is a function of the State 
gulatory process. 

Mr. Kean. The rates that most public-utility companies have 

y are based on the tax that was in effect last summer, the 38 
nt tax. They have not vel reflected the increase in the 38 tax 


lo the 47 tax If we increase it to 55, when the companies have to 


y for increased rates, they will have to apply for additional rates 
ch will reflect the increase in the tax from 38 percent to 55 percent, 
h would take quite a bit out of the hides of the consumers of 
ricity, and they to a large extent are the poorer people throughout 
he country. Isn’t that correct. 
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Mr. Oakes. There isn’t any doubt in my mind, Mr. Kean 
what you have said is absolutely true. I know in my own exper 
discussing the subject with executives in the industry, that ma 
them are waiting now to see what action is going to be taken b) 
Congress to determine the amount of rate increase they are go 
ask for. } 

Mr. Kean. It would be foolish to institute a rate case rig 
and claim that you have to pay the 47 percent whereas 3 months 
now you might be paying 55. 

Mr. Oakes. That is correct. 

Mr. Kean. So when the 55 percent is put on the books, if it 
can expect a flood of requests for increases in rates all over the co 

Mr. Oakes. In my judgment there will be a flood of request 

Mr. Kean. I| thank you. 

Mr. Coorrer. Further questions? Mr. Mason of Illinoi 
inquire 

Mr. Mason. Your recommendation is that instead of coll 
indirect taxes through a corporation tax on public utilities, we | 
a direct tax through increasing the excise taxes directly on th 
tomers. Is that right? ; 

Mr. Oakes. Yes, sir. I think we should assess some sort of ¢ 
the consumer level. 

Mr. Mason. We are now collecting, are we not, 3% percent? 

Mr. Oakes. Not from the consumer. The companies pay t! 

Mr. Mason. The consumer pays that. 

Mr. Oakes. They are paying it through their rates. The com 
pay it. 

Mr. Mason. But they are paying it through the rate. 

Mr. Oaxes. That is correct. 

Mr. Mason. If we increased that, say to 6, 8 or 10 percent, it 
be a direct collection from the consumer rather than a corpo 
tax which has to be indirectly applied. 

Mr. Oakes. Yes, sir. I would like to make this amendm 
your suggestion, that the 3% percent electricity tax now paid by 
withdrawn and that a consumer tax be imposed on all electri 
tomers, publicly or privately served. The tax will then be as 
directly on consumers and without the necessity of long-dra 
rate cases. Our industry dislikes being the only regulated in 
having this kind of a tax imposed. Furthermore, such taxes 
apply to all industry, or on all goods, except food. 

Mr. Cooper. We thank you for your appearance and the in! 
tion given the committee. 

The next witness is Mr. John Hessey. Is Mr. Hessey here? 


STATEMENT OF JOHN HESSEY, CHAIRMAN, MARYLAND PUBLIC 
SERVICE COMMISSION, MUNSEY BUILDING, BALTIMORE, MD 
REPRESENTING NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS OF THE UNITED STATES 


Mr. Hessry. My name is John H. Hessey. I am chairman 
Maryland Public Service Commission. My office is in the M 
Building, Baltimore, Md. I am appearing here today on be! 
the National Association of Railroad and Utilities Commissio 
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the United States, representing all of the State commissions which are 
members of our body. ad 

Mr. Cooper. About how much time will you require for your 
statement? 

Mr. Hessey. My statement in itself will be very brief because I 
did not know that I was to be heard today, and I have here the resolu- 
tion which was passed by the executive committee and a few comments 
tomake. Then if there are any gestions I would be glad to answer 
them, but I shall be direct and to the point as far as I am concerned, 


Coorrer. About how much time? 
r. Hessey. Five minutes. That is subject to anything you may 
want to ask. 
| would like to Say that at a meeting of the executive committee of 
he national association held on March 2 a resolution was adopted 
ing as follows: 


LUTION RetatinG To INCREASE IN FepERAL Corporate INCOME Tax 
reas it has been necessarv for the Congress of the [ nited States to make 
ntial increases in corporation taxes, and further and greater increases are 
r consideration and seem probable; and 
ereas such taxes if levied would completely disrupt and destroy the present 
te structure of the regulated public utilities of the country, and make it necessar' 
id many thousands of hearings by regulatory authorities, with a consequent 
of time and money that would amount in total to a tremendous expenditure; 


reas regulated utilities are allowed to earn a reasonable return upon their 
ent, and no more, and all taxes are deductible operating expense that is 
1 on to the users of the service; and 
ereas the present and proposed extremely high taxes dedicated largely to 
itional defense should be borne equally and impartially by all users of utility 
es: Therefore be it 
ived, That additional taxes levied by Congress upon the operations or 
s of regulated public utilities take the form of an excise tax, in order that 
ng rate structures may be continued, and that such taxes fall alike upon all 
f the services of all utilities, regardless of the nature of their ownership or 
g organization, 

That is the resolution which was adopted. I am not here in Opposi- 
tion to any plan which has as its purpose the raising of the necessary 
funds. I want that understood. But I am here speaking only to 
the method by which those funds may be obtained. I am not op- 
posing them. It is only the method which I am interested in, and the 
treatment which you will accord them. 

| am here because I have the duty quite often of passing upon rates, 
and | know that in our jurisdiction as soon as any tax is imposed which 
will take greater funds from the corporations, that that moment we 
will have a flood of applications for increased rates. 

(he commissions are required by law to allow all regulated utilities 
areasonable return on the fair value of their property, used and usable, 
in the public service, and if it is taken away by taxes we have to in- 

ise the rates so that the corporations can receive the money with 

to pay the taxes. They must be reimbursed, a reasonable 


h us a reasonable return is not always 6 percent; it may be 5% 
nt; in some isolated instances it may be 7, and in very small com- 
es it may be a little more. 
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We do not feel that the regulated utilities should be sort of pena 
We feel if you are going to put any tax there it ought to be on 
will reach the consumers of all utilities, whatever they may b 
you impose an excise tax, the customer pays that tax, and the cust 
of all utilities could be taxed, not the utility itself, but the cust: 
could all be taxed. 

What is the advantage of imposing an excise tax? It is simply 
If you make it an income tax or a surtax that the corporation pay 
you put them up in the 50 percent bracket or 55 percent as a 
1t means that you must raise the rates by double the amount of t 
in order for them to have left the money which they are requ 
earn or allowed to earn by the State governing bodies. 11 
exactly what it means, and we feel that it would be manifest], 
to make the utility payers double the amount that they have t 
when by the imposition of an excise tax on all utility custom: 
could secure the money that you need without the commis 
having to raise the rates. We feel that the excise tax is the 
approach to this problem 

I believe that is all I have to Sav. 

Mr. Cooper. Does that complete your statement? 

[r. Hessey. Yes, sir. 

Mir. Cooper. Mr. Muuus, of Arkansas, will inquire. 

Mr. Minus. Mr. Hessey, as I understand, vou are a member 
ageneyv in Marvland that has to do with the fixing of rates. 

Mir. Hessrey. I am chairman of the board, sir. 

Mr. Minus. What is that agency called in \iaryland? 

Mir. Hessey. The Public Service Commission of Maryland 

\{r. Miuus. Let me ask you something about the operations a 
yuri ction of your agency venerally, Suppose we have a 47 p 
rate on all corporations, including these privately owned 
The proposal is to increase that tax to 55 percent. 

Mr. Hessey. Yes, sir 

Mir. Mixus. It is your official opinion that if we should rai 
to 55 percent it would mean, at least in the State of Maryl: 
increase in the rates charged the people of Maryland; is that 1 

Mr. Hessey. Absolutely 

Mr. Minus. Why does that necessarily follow? 

Mir. Hessey. Because we are required under law to allow 
a reasonable rate of return. When 

Mir. Mitus. Under your State law you are required to do th 

\Mir. Hessey. Yes, sir; and if we don’t do it we are just tal 
court of appeals and the court of appeals reverses what we « 
that has happened. There never has been any time 

\Ir. Minus. Have the courts determined that a reasonabl 
in Maryland ts 6 percent? 

\ir. Hessey. No. sir. We ourselves do not determine it 


| 


said a moment ago, we have said sometimes that 5'4 ts a re 


Vir. Minus. In Maryland? 
Ir. Hessey. Yes 

Mirtus. Five and a half pereent 

H eSSEY. We have said that. There are some indust! 
vill allow more than that If the utility or industry 1s ve! 


it may bye entitled to earn uv 
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54% percent. It all depends upon the circumstances and the situation, 
but there is no set rate. 

Mr. Miuus. I thought these State commissions or public service 
corporations had some degree of latitude. Suppose you said in Mary- 
land that 5 percent was a sufficient return. Would the courts reverse 
vou in your opinion? 

Mr. Hessey. I am afraid that they would, sir, ves, sir. You under- 
stand I can only judge by virtue of past expressions and opinions of 
our court of appeals. 

\ir. Mitus. Do I understand you to take the position now that it is 
mpossible for the Congress to levy a rate of tax that will decrease 

return to a privately owned public utility because of the State 
aw that applies? 

\Mr. Hessey. To decrease the earning of the utility below a reason- 

le return, 

\fr. Mitus. Do you know of any other business that has any degree 
f protection such as that? , 

\ir. Hessey. | know one thing, that the other companies earn far 
more than the regulated utilities do, sir. 

\ir. MiILus. They do? 
Mr. Hessey. Yes, sir. We won't allow them to earn any more than 
at. The moment they do that, that is the moment we reduce the 
tes. We hold them to that. That is the reason they can earn a 
fair return, because they are permitted and regulated. But if they 
not, they go skyrocketing and you can see many of them right 
w when you read the reports in the financial pages, but you don't 
| that in a regulated utility. 

Mr. Mitus. Then you are really taking the position that you do 

fore the committee because of your desire that the rates not be 

eased in Marvland 

\ir. Hessey. I am saying that every taxpayer should bear his fair 

ul 1 am Saving that you should raise the money. f am not 

rreling with that. Il am only saying that the way to raise this in 
judgment is to place an excise tax on it which will require the 
msumer lO pay that tax and that tax only, because the minute he 
ivs more than that tax, he contributes to the earnings, and that 
rnings is taxed in addition to it. That is the reason it takes so 
wh more money when you add it on to the rates. 
\ir. Minus. I have one other question. You said that if we in- 
ised the tax, whatever the increase is, 1t is approximately doubled 
he mecrease in rates. 
\Ir. Hessey. When you are up in the high brackets where you are 
ould say that is about right, sir. 
Mir. Mitts. Why must the rate increase be doubled? Why do you 
to double the return to the company for the dollar taken away 


tax 


\1 
vi 


r. Hessey. I will take one where there are $10 million worth of 
ngs and they pay a 47-percent tax. That leaves $5,300,000. To 
them, say, a 6-percent return, they would have to earn $10,600,000 
»0-percent tax to leave them the $5,300,000. So there is $600,000 
they have to pay in and they still have the same amount left. 
\ir. Mirus. So it actually works out that the rate has to be increased 
bout twice the amount of the tax. 
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Mr. Hessey. Almost, because you see what you are doing is a 
to the earnings of the company, and you are making them pay 
on this additional amount that they are raising for taxes. Why 
say the company has to pay another million dollars they have t 
that million dollars there and because they have earned it th 
have to pay the higher tax on that earning because they have « 
certain amount left on those earnings after paying the tax 
unfortunate but it is so. 

Mr. Minus. I have many friends in the private utility bu 
I haven’t talked to them, but they have told me all along tha 
are perfectly willing to accept their fair share of any increase in 
They are usually great advocates, to me at least, of pay-as-) 
and of not increasing the burden upon future generations in th 
of Federal debt. I don’t know whether they are in accord wi 
position that apparently is being taken today or not, that 
should not be any increase in the corporation tax on private ut 

Mr. Hessey. That may be, but I am not talking from their ; 
point. I am talking from the standpoint of the commissions. 
understand that I am representing the commission, and I am t: 
from the standpoint of the commissions. Every time we rais 
rate, you know what happens to us in our State. We get er 
criticism as it is all the time, no matter what the rate may !y 
course, no utility can object when the tax is levied, but they car 
down to us and ask us to help them raise the money by incr 
the rates. That is where we come in and that is where we catc! 
very deuce. 

Mr. Mitts. You don’t have to go along with a requested in 
though 

Mr. Hessey. If it reduces them below a fair rate of return o1 
amount that they have used and useful in the interest of the p 
we have to do it or we are reversed by the courts; yes, sir. 

Mr. Miuus. By the State court? 

Mr. Hessry. Yes, sir. 

Mr. Miuus. That is all, Mr. Chairman. 

Mr. Jenkins. | have just one question. 

Mr. Hessey, the political philosophy by reason of which you: 
exists is that vou are supposed to serve the people, and you al 
posed to render decisions that will be primarily for the benefit : 
people. 

Mr. Hessey. Within the law; yes, sir. 

Mr. Jenkins. The law sets up and prescribes your duti 
responsibilities, beyond which you cannot go. 

Mr. Hessey. That is correct. 

Mr. Jenxrns. The prime and real reason for your existence 
you are supposed to serve the people. That is why you fix tl 
for some companies at 6 percent and some at a little more 

Mr. Hessey. And some for a little less. Let’s don’t ov 
that, sir. 

Mr. Jenkins. If there is a certain territory in your State 
6 percent company won’t go in and serve, and if another con 
comes along and you think they will do it for 7 percent, your u 
in the people compels you to give them the rate? 

Mr. Hessey. Usually they are small water companies and 
like that that couldn’t exist on 6 percent. 
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Mr. Jenkins. Whenever you stop to think about it, any regula- 
tiens that would hold any company down to much below 6 percent 
would be a pretty stiff regulation because there wouldn’t be much 
inducement for a person to put his capital out if he didn’t think he 
could get a fair return on it at least. 

Mr. Hessey. That is quite right, sir. 

Mr. Jenkins. As I say, you have a right as I see it to come before 
is and give us the benefit of your judgment and your opinion because 
vou deal with the subject every day. 

Mr. Hessey. Yes, sir, I am talking now strictly from the stand- 
point of commissions that have to stand the criticisms of the utilities 
on the one hand and the public on the other, and we try to do justice 
to both of them. 

Mr. Jenkins. | am sure you do. You have a responsible position. 
That is all, Mr. Chairman. 

Mr. Cooper. Mr. Granger of Utah will inquire 

Mr. Granger. Does the Public Service Commission of Maryland 
fix the rate base of utilities? 

Mr. Hessey. It has to establish a rate base before it can figure 
what it ought to earn, yes, sir. 

Mr. Grancer. That is the most important thing about a fair 
return, Whether or not you have a fair rate base. 

Mr. Hessey. That is right, sir. 

Mr. Grancer. Has the Maryland commission fixed the rate 
bases of all the utilities in Maryland? 

Mr. Hessey. I would say that all of the utilities have a rate base. 
There may be a few small ones that have not yet had what you call a 
hearing before the commission, but understand in order to fix a rate 
base in the smaller ones you do not necessarily have to have a hearing 
because we do many things in conferences, we do many things by 
agreements and things of that kind, but our larger utilities, the ones 
that would really be affected by the tax that you are talking about 
here, have all been set and fixed by the commission; yes, sir. 

Mr. Granecer. Of course they have two sets of figures. They have 
their book value and the rate base. You don’t accept their book 
value, do you? 

Mr. Hessey. We do not, sir. I don’t know that you want illus- 
trations. Sometimes comparisons are odious. We fix our own values; 
yes, sir. I can say that in the last case we had the amount that we 
allowed over book value was so infinitesimal that we were threatened 

th court action, but they never took it. 

Mr. Grancer. That is all, Mr. Chairman. 

Mr. Hessry. We keep them to a very minimum on that. 

Mr. Cooper. Any further questions? Mr. Simpson of Pennsylvania. 

Mr. Simpson. From the standpoint of the consumer, Mr. Hessey, 
{an excise tax were put on the electric-light bill in order to raise a 
nilion dollars it would cost the consumer a million dollars. 

Mr. Hessey. That is correct. 

\[r. Simpson. If in order to raise a million dollars the corporation 

rate is increased and at the same time the utility commissioners 

‘ognize that an increased rate is allowed to make up for that million 

‘lars which the companies are short, if the rate is 50 percent, it 

id require from the consumer of electric current roughly $2 million. 

— 
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Mr. Hessry. That is correct, sir, by the same customer who y 
pay $1,000,000. 

Mr. Simpson. On an excise tax. 

Mr. Hessey. That is right 

Mr. Simpson. Therefore the burden is just twice as great o 
consumer, who after all is my constituent, whereas it need be o 
million dollars. 

Mr. Hessey. That is right, sir 

Mr. Cooper. Mr. Kean of New Jersey. 

Mr. Kean. Mr. Hessev, arguing in the other direction from 
Mr. Simpson argued, how much would it cost a utility compa 
act as a collector for all these amounts of $2.63, $4.62, whatev: 
monthly bill was, if they would collect this excise tax? That 
have to be added to the rate base 

Mr. Hessey. To be quite frank with you, sir, I have no ide: 
it would cost. 

Mr. Kean. It would be a lot of money, would it not? 

Mr. Hessey. It would cost something: ves, sir. 

Mir. Kean. That would be added to the rate base 

Mr. Hessey. Necessarily, theoretically, it would be. Let’s 
it is nowhere near the million dollars additional that the cor 
would have to pay, sir. It wouldn’t be anywhere near that. 

\Ir. Kean. Not near that 

Mr. Hessey. It would be negligible compared with the oth: 

Mr. Kean. But it would be something that would require 
deal of bookkeeping. 

Mir. Hessey. That is correct, sir 

Mr. Kean. Thank vou. 

Mr. Hessry. Don’t forget they have plenty of it now und 
the other things that they have to withhold and do. It wo 
just one more thing. 

Mir. Cooper (presiding We thank you for your appearal! 
the information given the committee 

fhe committee stands adjourned until 10 o’clock tomorrow mo 

The following material was submitted for the record:) 

House oF REPRESENTATI\ 
Washinaion. D. C.. March % 


Hon. Rospert Dovucuarton, 
Chairman, House Ways ind é i 0 tlee, 
H U O flice Bu ld ng, is gton, D ( 
t} } 


he proposed ine! 


Dear Mr. CuatrMan: This is in connection with 
leral excises on gasoline, automobile and automotive parts \ 


mnstituents recognize some need for this additional revenue but 


two excises should be somewhat modified. I am in general agree! 
recommendations, and am taking the liberty of quoting excerpts ! 
several letters I have received, and respectfully request that t 
orporated into the record of your committee’s proceedings 
Ith. 
A. K. Bugbee, president of the Automobile Club of Central Ni 
said this 
| be the first to agree that it takes considerable money to cond 
tary in these times—and that it is important to have a large military 
I do not believe that the additional money needed should be raised by 
tory taxation 
der the Snyder proposa the motorist will pay tO percent ol 
This tO pe recent or S1.265.000.000 will be in addition to 
the motorist is already paving in s] wl 


nmotoriat 
Immotorist, 
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The automobile is an essential machine in today’s economy. It is as essential 
s anv lathe, press, or drill used in the construction of a war machine as the auto- 
bile is the transportation for millions getting to and from their place of work 
ions who cannot use public transportation facilities. Unfair taxation which 
iid limit the use of automobiles would be a means of crippling the United 


’ 


States economy.’ 
Mr. Alexander 8. Liddie, of Maplewood, N. J., wrote me, in part, as follows: 
favor the pay-as-you-go idea; nevertheless, to double or m¢ than double the 
gasoline : 1 automobiles—two items which have become as necessary 
rand clothing in our democratic way of lift 


penal infairly one class 
erty owners. 
he effect would be to curtail the use of private automobiles and increase 
g costs of private, public, and business automotive equipment. The 
ast in operat! gy Ls uld soon be reflected in higher prices, thus contribut- 
the inflationary spiral.” 
r committee’s sé ] ynsideration of the 
venue-rals! pr ils would be deeply 
best wish 


cerely yours 


WILLIAMSON, WaASHIN‘ 
L\TIONAI 


rma 
he 


\ 


ted, 
ie system 
se tax, our 
spect of a further 
aggravate and con 
to a mobile housi: 
lustry could survive 
would result to the 
Wor! 
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We hope that we have been successful in bringing about a new approach 
question of taxing mobile housing. We are not here as advocates of a 
tax-exempt status for our industry; rather are we here as pleaders for a mor 
classification of the trailercoach as a taxable item. If the Congress in its w 
decrees the taxation of housing units—whether they be conventional, p 
cated, demountable, portable, or mobile—then the mobile housing industry 
be the last to contend that its burden was unjust. ' 

However, in this instance mobile housing has been singled out for spe 
treatment, singled Out as something other than housing when in truth 
fact it is housing 

We ask therefore that the committee not only reject the proposal of the 
istration to increase the excise tax on trailercoaches to 20 percent but to 
step further by eliminating the present 7-percent excise tax as it affects 

ng by amending section 3403 (b) by adding after the words “‘except tr: 
such subsection the words ‘‘trailercoaches designed for use as housing 


STATEMENT OF AMERICAN TAXICAB AssocIATION, INC., CONCERNING Pr 
Excise TAXATION BEFORE THE Ways AND Means Commitrer, Ho 
REPRESENTATIVES 


The American Taxicab Association, Inc., is a national association of 
operators with members represented from every State of the Nation 

On behalf of its 1,500 fleet operator members the American Taxicab Assi 
desires to express the reasons for its opposition to Treasury Secretary 5S 
recommendation that the manufacturer's excise tax on new automobiles 
creased from 7 percent to 20 percent and that the Federal gasoline tax be incr 
from 1% to 3 cents a gallon. 

The American Taxicab Association is opposed to both these tax propo 
three principal grounds: 

(1) They would transform the essential transportation service of tl 
cab industry into a luxury for tax purposes; 

(2) They are discriminatory taxes laying a special occupational bur 
taxi operations; and 

(3) They would add to rather than diminish inflationary pressures 

The occasion for these tax proposals is, of course, the present nationa 
gency. It is precisely during such times, however, that adequate and reas 
priced taxi service is more essential than ever. Defense workers, in ti! 
equipment shortages, band together and use taxis to go and come fro 
daily work. Night-shift workers, particularly women, are in many places 
handled only by taxi accommodations. New defense industries located 
outskirts of towns are often dependent on taxi service as the only form of 
transportation service, as are those areas where reduced bus schedules are | 
in effect to conserve equipment or labor. Taxi service is the normal p 
emergency transportation service of the public of all cities and, even in 
times, there have always been some two thousand-odd cities where taxi 
is the only form of for-hire public transportation. 

Since taxi service in normal times and particularly in times of nationa 
gency represents a basic transportation essential, it is apparent that ga 
not a luxury product to the tqxi operators who furnish this essential ser 
who depend upon it for a living in business. Equally with the American 1 
Associations, Inc.; the National Association of Motor Bus Operators 
American Transit Association, and for the same general reasons, the A! 
Taxicab Association is opposed to the proposed doubling of the Federa 
tax On gasoine, 

The American Taxicab Association is also opposed to the proposed 
from 7 to 20 percent in the manufacturer’s excise tax on new automohil 

the case of the popular-price taxicab, would add another $140 
repressive automotive excise tax burden shown in the table b 
tax levels 
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tomobile . $70. 00 
| res, 5 cents pe r Ind 600 by 16, Diy 
rtubes, 9 cents per pound (4 


Total Federa a 
1dd to these taxes and to 


] 
tive tax durir 


taxes first year. 
nake every ser 
g the first year of operation of approxi: oO (prese! 
$183.51 plus proposed $140 plus $90), exclusive of amounts pai ate gasolit 
ense, and other taxes, as well as State and Federal income taxes lemonstrably 
pose a special and highly discriminatory tax burden on tl! ) 
irge taxes, reover, will fall for tl 
ab busines most 


ommunitth is 
Vwith! i ss 1 


cab in 


e 


e most part or 
conducted a 


ii § 500 emplovees 
it is considered that there are approximately 140,000 tax 
.e-half are annually replaced, the extent of 
ld be annually ¢ additionally 
} 


of the 
facturer’s exci 
vels 66,000 


reased gasoline 


impose i bv reasor 


» order of $9,800,000. 
ng approximately Il n 


~~ 


liles 
tax ild mean a special levy upon taxi operators 
f approximately $12,600,000 a vear. Increased taxes of the consid 
ts indicated ($22,400,000 annually) cannot be absorbed at current op¢ 
the taxi industry Any such increases would have t 
in the ‘reased rates, adding to rather th: 
high cost and the inflationary forces sought to be « 
yposals for i res 1 taxes now under consideratior 
American Taxicab Association accordingly requests th: he proposal for 
ased gasoline tax of 3 cents per gallon be replaced by a proposal that 
raise the necessary revenues by across-the-board taxation in 
proposal for inequitable taxation of a particular and essential segment 
onomy: the transportation industry. The American Taxicab Association 
rmore requests that any increased manufacturer’s excise 
passenger automobiles specifically exempt 
such as taxicabs 


eu o the 


tax imposed on 


those used SOLELY for busine 


33 
' 


Vhereupon, § 


‘ 


ut 4:25 p. m., the committee recessed until 10 
Inesday, March 14, 1951.) 


a. m 
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WEDNESDAY, MARCH 14, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, dD. Cc. 

The committee met at 10 a. m., pursuant to recess, in the Ways and 
\eans Committee room, New House Office Building, Hon. Robert L. 
Doughton (chairman of the committee) presiding. 

The CuarrmMan. The committee will be in order. 

The hearing today is on taxation of electric, gas, and oil appliances 
(he first witness is Mr. Reese Mills of the National Electrical Manu- 

turers Association, New York. 

Please give your name and address to the reporter for the benefit 
of the record and the capacity in which you appear. 


STATEMENT OF REESE MILLS, CHAIRMAN, EXCISE TAX ADVISORY 
COMMITTEE, NATIONAL ELECTRICAL MANUFACTURERS ASSO- 
CIATION, NEW YORK, N. Y. 


Mi MUILLs. My name is Reese Mills. Il am chairman of the excise- 

x advisory committee of the National Electrical Manufacturers 
\ssociation. 

Mr. Reep. Mr. Mills, we are very glad to have you here. Your 

reputation precedes you. 

Mr. Mitus. Thank you, sir. 

Mr. Chairman, the association I represent is the National Electrical 
Manufacturers Association, whose member companies account for at 

ist 80 percent of the total production of the electrical manufacturing 
industry. 

Of this membership, 82 companies are manufacturers of products 
subject to manufacturers’ excise tax—sections 3405 (a) and (b), and 
section 3406 (a) (3), of the Internal Revenue Code). These products 
include electrical appliances, such as ranges, water heaters, refriger- 
ators, home and farm freezers, commercial cooking equipment, air 
circulators, air heaters, fans, and many houseware items, such as 
oasters, coffee makers, food mixers, roasters, flatirons, warming 
pads, and so forth. Some of these companies also manufacture such 
products as dishwashers, garbage-disposal units, and other electrical 
appliances upon which an excise tax has been proposed. These 82 

nufacturers account for 75 to 80 percent of the total industry 

es of electrical appliances. 

Electrical appliances are household necessities and are now re- 

led as such particularly in small communities and rural areas. 
no circumstances should they be considered luxuries. 


2281 
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Mechanical refrigerators and freezers are necessary for saf 
economical preservation of food and for the prevention of spo 
These products are just as essential for low-income families 
families of higher income. They are recommended for all fa: 
by the United States Department of Agriculture, other Govern 
bureaus, and food experts. They represent the only econo 
method of preserving food, regardless of income bracket. 

Hot water, and plenty of it, is necessary in every home for p 
sanitation and protection against infection and disease. Autho 
agree that hot-water heaters are essential for healthful living. 

Practically every home in this country has a cook stove—it 
everyday necessity. Most cook-stove purchases are for replacem 
equipment that is obsolete, inefficient, or hazardous. In 95 p 
percent of these cases it would be impractical to replace this wo: 
equipment with other than electric, gas, or oil stoves. 

The use of electric heating pads is recommended by the m 
profession. Electric blankets are frequently prescribed for art 
patients and elderly people. Fans provide ventilation in apart: 
and other dwellings that otherwise would be unlivable. The el 
flatiron, used in 95 percent of the homes in the United States, ha 
been recognized as an essential item. 

These are a few examples. The same fundamentals apply to 
industrial products as well. 

All electrical applicances are time-savers. This fact is of increas 
importance in these times when housewives are needed for di 
jobs in most sections of the country. 

So again we repeat that electrical appliances are household 1 
sities—not luxuries. 

We recognize that the Government needs additional revenu 
emergency-defense purposes. In our opinion, however, it is most 
to impose a discriminatory, excessive, manufacturers’ excise tax o1 
purchase of essential electric, gas, and oil appliances, while many 
household items of questionable essentiality remain tax-free. 

[t appears that the proposed excise tax of 25 percent is aim 
part, to reduce substantially the use of scarce materials. We st 
oppose this method of curtailment because 

First. The consumption of scarce materials can be more easil 
rationally controlled through Government limitation orders s 
those now in effect. 

Second. Increased manufacturers’ excise taxes ration commo 
according to the ability to pay—with utter disregard for the 
of low-income consumers. It is not fair to force lower-income f[ 
out of the market for these essential appliances, leaving the 
supply to those who are able to buy without regard to price. 

We believe that the needed tax revenues can be secured \ 
unjust penalty to any group of consumers and without hazard 
particular industry. To accomplish these objectives we off 
following recommendations 

l Repeal all manufacturers’ excise taxes on electric, vas, 
appliances, refrigerators, and freezers, and substitute, in then 
an emergency tax at the retail level, based on the cash retail p 
the ultimate consumer. Remove all taxes from cooking equip! 
the commercial type used in hospitals, hotels, restaurants, ca! 
schools, and industrial in-plant feeding facilities and from 


} 
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equipment of the industrial type. Both commercial cooking and 
industrial heating equipment are tools of business and are specifically 
manufactured for that purpose. 

9. Broaden the base of this emergency retail tax to cover all items 
manufactured for household use. 

Calculate the rate of this emergency retail tax to yield the 425 

million dollars that Treasury Department requests be collected from 

msumer durable goods or such other amount as the Congress may 
letermine, 

We have recommended a tax at the retail level in lieu of a tax at 
Line manufacturers’ level because: 

At a given tax rate the revenue would be greater when the tax 

mposed at the retail level. It would be possible for Congress to 

reduce the rate of taxation and still obtain more revenue, the price to 
consumer would be lower, and inflation retarded. 

2. The tax at the manufacturers’ level increases the cost of inven- 
tory, financing, property taxes, and insurance to wholesalers and 
etailers. A tax at the retail level eliminates these extra costs. 

When the Government’s need for revenue changes, the Congress 

easily adjust the rate of tax. When the emergency ends, this tax 
can be eliminated and the benefit immediately passed on to the con- 
suming public. 

There is precedent for this recommendation. Congress has pre- 
viously converted excise taxes from the manufacturers’ level to the retail 
level. Such action was taken in 1941 in the case of the tax on toilet 
reparations and in 1943 in the case of taxes on furs, luggage, and 


velry. 
We have recommended that the base of the emergency retail excise 


tax be broadened. Under the present excise tax structure the house- 
ider is penalized in his purchase of essential electric, gas, and oil 
ppliances, while on many less essential household items he pays no 

x. The proposed 25 percent tax rate on appliances would obviously 

ike it impossible for many people to purchase these necessities. 

On the other hand, if the tax base is broadened and the rate lowered, 
household equipment items will be on an equal footing in competing 
consumer dollars. No industry will suffer a substantial decline 

n their markets as they would under the proposed 25 percent selective 


lt is asserted that a retail tax costs more to collect than a manu- 
turers’ tax. On the other hand, even at the same rate of taxation, 
enue yield of a retail tax would be greater than the revenue yield 
fa manufacturers’ tax. Furthermore, we believe that a retail tax 
can be collected at low cost through the use of Federal stamps—simply 
d effectively. The State of Ohio currently uses stamps in the col- 
ection of a general sales tax. The Federal Government itself em- 
ployed this method during the last war with a use tax on automobiles. 
(he Government currently collects the excise tax on cigarettes, 
bacco and liquor in this way. 
\ procedure could easily be established for local post offices to sell 
stamps to cover local dealer requirements. When stamps are used, 
Government collects the tax promptly. The stamp tax system is 
rgely self-policing. Furthermore, in the event the tax is repealed, 
arises no problem as the retailer merely returns unused stamps 
demption. 
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We believe our recommendations for a broad emergency ret 
on all items manufactured for household use offers the fol! 
benefits: 

1. Can be adjusted to yield such revenues as Congress m: 
termine should be derived from this source for the defense eme1 

2. Will not discriminate against any consumers. 

5 Will place all manufacturers of household products on 
footing. 

1. Provides a method whereby tax reductions can be readily 
the consumer without hazard to wholesalers and retail 
Will leave the control of the consumption of scarce mati 
limitation orders, the sound method of material control 

6. Will retard inflation 

| sincerely appreciate, Mr. Chairman, the opportunity to 
before this committee on this very important subject and I hop 
our recommendations will receive your favorable consideratio: 

The CHarrMan. | wish to compliment you on your very inte: 
statement, Mr. Mills. I notice that you recommend loweri: 
rate and placing all household articles under a retail sales tax 

Mr. Miuus. Yes, sir 

The CHarrmMan. Now I am sure that you are informed on what 
are talking about. If we subject all household articles to a 
sales tax, that would reach all householders pretty much. Of « 
they all use these household articles that you mention, Now wl 
the difference between paying a high tax on a few articles, an 
being bothered with so many taxes, and paying a smaller t 
everything? I do not see that you save very much. There wo 
a higher expense of collecting a retail tax on all these articl 
you mentioned. The retailers would have to keep accounts an 
the tax. 

If you are going to get the same amount of tax from househ 
it would seem to me that it would be preferable to pay a high 
. few articles, rather than be involved with a lower tax on so 
articles. The same amount of revenue is going to be raised fro 
same source, from the same people 

Mir. Miius. Mr. Chairman, we feel that a 25-percent exci 
going to be very punishing to our industry in competing 
open market. It becomes quite burdensome for any industry 
to face such a tax. 

Now moving on out to the consumer, I think it has been fat 
agreed in all groups that these household appliances are ne 
Everyone has to buy them. They cannot get along without th 

Now we are not talking about food and clothing and shel! 
medicine and the things that go to make up the daily expendi! 
householders, but we do refer to such items as house furnishin 
interior decorating, and so forth, for which great sums of mot 
spent. We feel that the essentialitvy of many of those produ 
not any where ¢ ymparabl to the articles that we sell and wh 
public wants and needs. 

To be more specific, here are some of the items that we | 
mind. In 1949, according to the United States Department of 
merce, these were the personal consumption expenditures for a | 
these major groups or categories of household expenses. | am 
ring to these in total rather than individually, but here is fu 


on to 





REVENUE REVISION OF 1951 DISS 


¢2. 803,000,000. That is more than our appliance business. Here is 
china, glassware, tableware, and things that come under that category, 
$1,420,000. Here are floor lamps, slip covers, blankets, and that 
eategory, $1,323,000,000. 

Then we have the category which we represent, $2,400,000,000. 
We are including those, too. We think they should be taxed along 

: the others. 

Here are semidurable house furnishings and equipment such as 

tains, linen, drape ries, $1,.700.000,000. 

Here are radio, television, and musical instruments. $1.989,.000.000 


we add all of thos« Ip, they come to $13,072,000. 000 A 5-percent 
se tax on all those commodities would yield $698,000,000 whereas 
Treasury had requ sted from the COnSsSUMmMetT durable coods group 

25.000.000 

So we feel that it is very unfair to our industry, Mr. Chairman, 

» place such a high tax in comparison and in relation to other house- 
hold equipment, including the items that I mentioned here very 

riefly 

The CuarrmMan. The consumer pays all these taxes that you men- 

ed, whether on a few articles or on many articles. They are 
passed on to the consumer, of course. Your industry does not pay 
any. It might be that the higher tax would lower production or sales. 
| do not know about that. Iam just asking for information. 

There are hundreds of articles ina household. It seems to me that I, 
as a householder, would rather pay this tax and be done with it on one 
or two or three articles, rather than have to pay it on a hundred 

cles; every time I went to the store to buy something it would be 
ther tax and another tax and the merchant would have to collect 
lof it. You would need an army of administrators. It would be 
tremendous expense in my opinion to administer a retail sales tax 
collect 100 percent of it. We seem to forget that the merchant 
oes not keep account of every little retail sale. That is a tremendous 
flask to put on the merchant. They do not have clerks to keep the 
ooks. But I may be entirely wrong. 

Mr. Mirus. Mr. Chairman, we realize that through normal me- 

ims at the retail level it would certainly cost more money. We also 
|, however, that the tax, even at a lower rate, if collectible, is higher 
the retail level than it is at the manufacturer’s level. So there would 
vreater gross revenues from which you could pay the cost of col- 
t10on. 

On the other hand, we feel, and we have given quite a little study to 

that the stamp method has some possibilities. I happen to be from 
the State of Ohio where the general sales tax in that State is collected 
through the means of stamps. I am sure that considerable data can 
be collected from them although I have been told by them that they 
calculate their losses as being very, very small. The actual cost, I 
believe, and Mr. Jenkins probably knows, is somewhere around 2 

nt. I think it has been as high as 2% percent. 

Mr. Jenkins. I do not know what it would be but I know the gen- 

ul sales tax in Ohio is levied on almost everything except food and 

dicines, 

Mir MILLs. That vets into every retail establishment of every kind 

description. And, Mr. Chairman, we feel that putting it on a 
ened basis, we are not discriminating against classes of cus- 
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tomers. Certainly both the low-income family and high-income fam. 
ily have to have a cook stove. So they are all affected regardless of 
their income bracket. But I am quite sure that for household 
nishings and costly interior decorating the lower income families 
pay very little. It is the high-income brackets that can afford, and 
pay, high amounts for the furnishings that go into their house. 

[t is our opinion that this would more equitably distribute th: 
according to the ability to pay than it would be to single out our a; 
ances and impose a very discriminatory tax on them. 

The Cuarrman. I am sure I understand your position and I res 
your views. 

Mr. Reed. 

Mr. Rexp. Mr. Mills, I am very much interested in your stat 
here. It is well expressed. 

On page 6 of your statement you say: 

“Broaden the base of this emergency retail tax to cover all 
manufactured for household use.’’ You are speaking of this emerg 
retail tax. Would you mind enlarging just a little bit on that p 

Mr. Mruts. Yes, Mr. Reed. In those items we would not in 
food, clothing, shelter and medicine, and medical expenses and ite: 
of that kind, but we would include all the things that go into 
kitchen besides cook stove and refrigerator, such as cabinets and 
the kitchen-furniture equipment and so forth. We feel that 
more essential than our product. We feel that going through the h 
the house furnishings, draperies and rugs and furniture and stat 
and china and linens and items that run into high dollar sales, m 
are purchased by the higher income brackets. They are tax-! 
They should be taxed. 

Mr. Rexp. Outside of food and medicine, then you would tax p 
tically everything that goes into the home. Is that right? 

Mr. Mitts. All except some of these smaller items that go 
daily operation that I do not think should be included. We 
that all of the larger items that run into substantial money a: 
somewhat comparable to items in our group should be taxed. Iw 
not say soaps and all the miscellaneous purchases of that kind, nm 
and we think those can be categoried very easily. 

Mr. Reep. Then you say in the next paragraph: 


Calculate the rate of this emergency retail tax to yield $425 
eam: *) 7 =P 
9 


Is that figure in relation to the proposal in No. 2 

Mr. Miuus. Yes, sir, it has a bearing on that. In other word 
figure that from the Department of Commerce figures, of wh 
have read some here, you could arrive at the base. We have 
mated $14 billion of the items that belong in the category | 
mentioned. The Treasury Department has requested $425 m 
in taxes from our consumer durable goods. That can be divided 
to see what rate of t: axation would be required. 

Now actually at 5 percent rate on this group of equipment 
vield would be $698 million, which is in excess of the $425 n 
required. Or, if you want to calculate exactly, it would only co: 
about 3% percent. That we feel would not be discriminatory 
would not be costly to the lower income bracket people. 

The CuarrmMan. Mr. Jenkins? 
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Mr. Jenkins. Among those you represent do you represent the 
large companies such as Westinghouse and General Electric? 

Mr. Mitus. Yes, sir, they are included in the 82 companies. 

Mr. Jenxins. Then you represent here today a respectfully large 
segment of the national economy from a manufacturing standpoint, 
lo vou not? 

\fr. Mitus. That is right. 

\ir. Jenkins. Now I am very much interested in what you have 
ysay. It would seem that any kind of tax levied on this great volume 
vould bring mere than $425 million. Of course, that would depend 
on the rate. 

Mr. Miius. That would depend on the rate; yes, sir. 

\fr. Jenkins. There is no reason why a person should not pay on 
ch an item as a $1,000 rug for his home as well as on a vacuum 
leaner or toaster; but at the same time if we follow your recommenda- 
tion, we will just simply be levying a national retail sales tax like we 
do in Ohio and tax everything except food and medicines, ete. If 
meal costs over 50 cents or 60 cents, or something like that, you 
pay a tax on it in Ohio. If you buy a hat or a pair of shoes or lumber 
r hardware, you pay a tax. Of course they have it pretty well 
systematized and every retailer goes to the courthouse or some place 
assigned by the State and buys his sales stamps. Every time he sells 
anything he gives them a stamp. 

\Ir. Mitus. That is the reason, Mr. Jenkins, we think the Federal 
stamp has some possibility. At least we think it should be studied. 

The CuarrMan. Mr. Granger? 

Mr. Grancer. Mr. Mills, in answer to Mr. Jenkins’ questions, you 
said that Westinghouse and all the large concerns were represented in 
this association. Is that right? 

Mr. Mitus. That is correct, and all the smaller ones, too. I say 
rreat percentage of all manufacturers. 

\Ir. GRANGER. | suppose it could be assumed that during the 
nse program some of these big concerns might produce precision 
uments and other things for the Government? 

Mitis. Without question that is definitely planned and 
way in all of these establishments. 

GranGer. That brings me to this question that disturbs me. 

k ago we had a witness sitting in that chair who represented a 

union. He was giving testimony contrary to what you are 

the committee today. One of the members asked him if he 

sa Communist and he said he was not. Then he was asked if he 

even been a Communist and that question he refused to answer. 

| think the record is quite clear that the CIO and other unions 

e been fighting this outfit for years on the theory that they were 
ated by Communists. Now I understand that although the 

ClO did kick them out of their organization, you people still go on 
‘tiatng with them, making contracts with them, putting them 
these plants that are going to make munitions of war. That I 

inderstand 

Mixus. I think that the answer to that can be obtained from 
companies. In fact, I am sure that those companies involved 
be very glad to answer any questions that might come from 
mumittee or any other Government committee on that. 
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Mr. Grancer. You do not deny that what I am saying is 
that this union does work for these big companies? 

Mr. Miuus. I do not know exactly the question that you 
propounding. 

Mr. Grancer. I am not simply making it a question. Evid 
this union is dominated by Communists, or the leadership is, bec 
they were kicked out of another union. They were kicked out a 
reorganization has been made of that union. And here sat a 
the other day who said he was not a Communist although I thi 
he ever was, he still is. He was testifying before this committe: 
there was some question whether we ought to hear him or not. 
those people are working in these plants that might conceivably 1 
essential and secret instruments for the war effort. If that is 
do you think that is a good thing? 

Mr. Mintus. The way you put it there I would of course agree 
you. It is not in my line of business, so I am really not in a pos 
to answer your equestion although I know there are sources in 
companies from which you can get it. I think there is quite a 
more to it than I could just answer here in a simple answer. 

Mr. Grancer. I was going to ask Mr. Wilson sometime, who h 
one of the big agencies of the Government. Maybe he would bi 
one to give the answer. Certainly it seems to me that if this is t 
if there is any danger whatsoever, and if there has not been 
screening or anything done of this outfit, and it still is in the pub 
mind that they are Communists, something ought to be done abo 

That is all, Mr. Chairman. 

The CHarrMan. Mr. Simpson? 

Mr. Simpson. I just want to suggest to Mr. Mills that we « 
to keep in mind the fact that there is a Federal law that says w 
a group of employees select men to represent them for bargain 
purposes they must be recognized by the National Labor Relati 
Board and by the employer. Unless we change the Federal law 
cannot get rid of the gentlemen to whom my colleague refers u 
we can prove they are Communists. We have to do some legis! 
down here on that subject 

I am sure from the company’s standpoint they do not want to 
with Communists and will not if the Federal law will permit th: 
get rid of the Communists, once they are proven to be Commu 

Mr. Mitus. That is what I meant when I said there were 
things that are in the back of this that will require a lot of explana 

Mr. Simpson. I have just one question. In the event that 
committee and the Congress do not follow your recommendatio 
impose a retail sales tax, do you believe that the existing tax 
they are changed, should be imposed at the manufacturer’s o1 
level? 

Mr. Mitus. Even if the base is not broadened, we still 
recommend that they be levied at the retail level. 

Mr. Simpson. Thank you, sir. 

The CuairnmMan. Mr. Eberharter 

Mr. Enernarter. I was just going to say somewhat the sam: 
as Mr. Simpson has just said. In all the plants of the elk 
industry there is a contest as to which should represent the emp! 
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in bargaining under the National Labor Relations Act. In hundreds 
ypon hundreds of these elections the vote was very, very close as 
hetween the UE Union and the CIO Union, the two workers’ organiza- 
tions. In the largest electrical manufacturing plant in the country, 
which is just outside of my district, I know the difference in the vote 
was less than 2 percent and there were thousands upon thousands of 
votes cast. So that the electrical companies cannot be accused of not 
under the law because they are doing what they are plainly 
mpelled to do 
r. Mitus. That is right. 
ERERHARTER. It is a jurisdictional fight between the two 
uups. My own impression is that the so-called Communist group 
n by a very, very large majority in a good many electric plants of 
country. So it is not altogether a one-sided issue and I am certain 
at the electrical industry should not be blamed for whatever the 
sults have been of the free ballots cast, supe rvised by employees of 
National Labor Relations Board. I am sure the electric industry 
should not be blamed for it. 
The CHarrMAN. Mr. Mason? 
Mr. Mason. Mr. Mills, if I understand your statement correctly, 
summarizing it I would say that you are recommending to us a general 
excise tax at retail level i stead of this specialized excise tax on certain 


spe ial articles. 
“Mr. Minis. That is correct. 

Mr. Mason. And if we would levy a general excise tax at retail 
level of, say, 5 or 10 percent on household furnishings and things in- 
stead of this special 20 percent on sewing machines and 25 percent on 
these other electrical machines, we would take in more money and 

would spread the load much more equitably. Is that your propo- 


on? 
Mr. Minus. Yes, sir 
Mr. Mason. That is the way I understood it and that is the way I 
uuld think would be the most equitable way to raise the money 
that we have to raise 
That is all, Mr. Chairman. 
The CuarrMan. If there are no further questions, we thank you, 
Mr. Mills, for your appearance before the committee 
Mr. Mirus. Thank you, Mr. Chairman. 
The CHarRMAN. The next witness is Mrs. Mary Brooks Picken, 
wv and president, Mary Brooks Picken School, New York. 
ir. Keogu. Mr. Chairman, the obviously charming Mrs. Picken 
s for many years been a resident of New York City in addition to 
ch she has come to me warmly recommended and commended by 
listinguished jurist of the State of New York, Supreme Court Justice 
les E. Murphy. 
lam sure I speak the minds of the committee when I say we shall 
be delighted to listen to her experienced views. 
Mrs. Picken. Thank you. 
lhe CHarrMan. Will you give your name and address to the re- 
ter for the benefit of the record and the capacity in which you 
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STATEMENT OF MRS. MARY BROOKS PICKEN, PRESIDENT, MAny 
BROOKS PICKEN SCHOOL, 444 MADISON AVENUE, NEW York 


22, N. Y. 


Mrs. Picken. Mary Brooks Picken, 444 Madison Avenue, \ 
York 22, N. Y. 

Mr. Reep. I believe practically all your life you have d 
yourself to teaching sewing. Is that right? 

Mrs. Picken. That is right. I started when I was 9 years old 

Mr. Reep. You are connected with a correspondence instit 

Mrs. Picken. The women’s wing of the ICS, International ( 
spondence School. 

The CHarrMan. It is a pleasure to have you testify, Mrs. | 

Mrs. Picken. Mr. Chairman and members of the commit! 
have requested this opportunity to appear before you, beca 
should like to express the home woman’s objections to a tax on e! 
sewing machines. 

Practically all my life has been spent in teaching women and ¢ 
tosew. In Kansas many years ago I[ taught sewing in YWCA classes 
I taught sewing to the women prisoners at the Federal Penitentiary 
Leavenworth. During the First World War, when there was a 
upsurge of interest in home sewing, I wrote and directed the ho: 
study courses in dressmaking for the Women’s Institute, Scra: 
Pa., where we taught more than 260,000 women to make thei 


» 


clothes. 

Since then I have written many books on sewing which are s 
through the book stores to home women and used as textboo 
schools and colleges. I give you these details of my own exp 
because, through working with so many home women, I know 
vitally important to them is the ability to make their own and t! 
children’s clothes and fabrie furnishings for their home. Bi 
women sew primarily for reasons of economy and because it is t! 
way most women can dress themselves and their children adequ 
they should not be penalized with a burdensome tax on the tox 
is so essential to their work. 

Whenever we have a war, a depression or other national emer 
in this country, there is a great increase in home sewing. Th 
because when the cost of living is high or the family incon 
there is no other way by which a wife, a mother or a girl at hon 
business can meet the requirements of respectable living. Foo 
fo up, and no matter how thrifty a housewife may be, s! 
provide her family with three meals a day and it takes mor 
to do so. However, by doing her own sewing, she can actual! 
clothes for herself and her children at just about one-third of 
cost ready made. 

Here, for example, are two little dresses. This one, a simpli 
dress, was bought from a New York department store for $1! 
should say that it would sell for that in stores throughout the | 
Here is the same dress as we made it up at home. The mate 
$3.12 or less than one-third the ready-made price. To a mot! 
several children to clothe, that is a very important saving. A! 
more, far more children to clothe in the United States tod 
Since 1941 we have had one of the highest birt 


are 


ever before. 
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history. Today there are approximately 26 million children in this 
mtry under 10 years of age. 

Women sew for another reason—because of pride in their own 

ypearance and in the attractiveness of their homes. A woman who 

nakes her own clothes can have three times as many or save two- 
is of their cost ready made. The same ratio applies to slip covers, 
tains, draperies, and other fabric furnishings. 

Because women recognize these possible economies and because the 
lollar will buy so much less today, more women and girls are sewing 
than ever before. Sales of tissue paper dress patterns have more than 

ibled in the past 10 years. The four major pattern companies 
port a sale of 110 million last year. While speaking in millions 
home women converted 120 million fabric feed sacks last year into 

garments for themselves and their children and articles for their hom: 

rom the yardage in 120 million feed sacks, a sizable number of 

articles can be made. I understand these sacks are designed in some 

50 to 60 patterns, thus giving women a wide choice. This does not 
lude the 60 million plain white feed sacks used for underwear, 
ble linen, and dish towels. 

{ survey by the Woman’s Home Companion shows that 77 percent 
of its 4 million readers make some of their own clothes, 39 percent 
make more than half of their own clothes. A survey by McCall’s 
Pmagazine among 12,000 women who sew shows that they make an 
average of 27 garments per year. 

The Government is trying to combat inflation, trying to get women 
to conserve materials, spend less, save more. 1 know of no one way 
in which all three of those objectives can be accomplished so effec- 

ly as by encouraging women to sew. The most essential item of 
equipment for that purpose is an electric sewing machine. A burden- 
ssome tax on that machine serves only to make it more difficult for a 
woman to own one or to place it entirely beyond her reach. 

\n electric sewing machine is not a luxury. It is a necessary piece 
f money-saving equipment for the home today. It is a carefully 

nsidered purchase. It is bought for a lifetime of service and in 

st homes requires sacrifice to pay for. In my judgment the (,OvV- 
nt should avoid doing anvthing that will make its purchase 
difficult or the sacrifice to obtain it a greater one. Therefore, | 
[ speak for the interests of millions of home women all over 
ountry when I urge that the proposed tax be not levied on 
ec sewing machines. 
Chairman, this completes my statement. I deeply appreciate 
opportunity that you have given me to appear before this im- 
nt committee. 
» CHoarrMan. Mrs. Picken, I want to compliment you on your 
he statement. 

Now what is the material in those garments that you displayed, 
or cotton? 

's PICKEN. Cotton. dotted SWISS. 

lhe CoarrMan. What would be the weight of one of those garments? 
Picken. Three ounces. 
CHarRMAN. About five of them would weigh a pound? 
Picken. That is right. 
CHAIRMAN. Now you say the cost in the department store was 


~”) 
; 


\f 


79120—-51—pt. 349 
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Mrs. Picken. Yes, sir. 

The CuarrmMan. And the other is how much? 

Mrs. Picken. $3.12. 

The CuarrmMan. There is quite a spread between the cost 
one bought in the department store and the one that is manuf 
at home 

Mrs. Picken. Yes. It would take a mother a full day to n 
dress, or 6 hours of sewing time 

The CuarrmMan. Now | suppose the farmer gets 45 cents o1 
for his cotton and each dress takes three ounces. Between t} 
that the farmer gets for his cotton and what the consume! 
the little dress, which is the cost of manufacture and merch: 
there is a pretty big spread 

\irs. Picken. Yes. The fabric cost $2.95. The trimming, | 
e and collar make up the difference of 97 cents 

Mr. Reep. I wish to compliment you on the very fin 
nd for the great contribution you are making to the welfar 
\ Faced as we are with inflation you are making it p 


\ 
| 


Ders Wid Is living ( Pa mareimnal Income to save enouch 
it they will be able to pay for their home and meet othe: 
obligations 
Mrs. Picken. That is right. I feel it is a very important 
women to be encouraged to sew and for us to help them to 
1 CHarrmMan. The sewing machine ts about as much a1 
in the home as a plow on the farm. 
\Irs KEN. | think there are five things necessary; a cov 
pots and pans, washing machine and ironing equipment, ic 
ney machine. 
»CHArRMAN. Mr. Kean? 
KI AN Ni rs. Picken, those who read the Woman 
anion would not be the lowest income group The 
neome group could not afford to buy that magazine regula: 
where you say that 39 percent of the readers of this n 
more than half of their own clothes, if vou went dow 
ncome group you probably would find that at least 5 
more than half their own clothes 
Picken. | would estimate 60 perce 
rAIRMAN. Mr. Mason? 
on. Mrs. Picken, as I get your argument it can 
nsed to this: Because we do not tax the farmer’s tools, | 
| so forth, and because we do not tax the « arpenter’s tools 
trade, we should not tax the housewife’s tools, th 


ne. oO! he dressmaker and seamstress that has to use 
to make a living? 
AA wc Py 


vi 


\ir. Mason. I agree with your argument entirely. 


N That is il i neTre¢ with that 


5 


\irs. Picken. Thank vou, si 
Che CuarrMan. Mr. Harrison? 
Mir. Harrison. What were the five things vou thought w 


Sal n the home? 

\irs. Picken. A stove, pots and pans, as one; washing equ 
ironing equipment, icebox, and a sewing machine. 

Mr. Harrison Would you not add a woman to that? They 
be of very littie use in the home without ane? 
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\frs. Picken. That is right. 
The CHarRMAN. We thank you for your appearance and the very 
resting statement you have presented 
\irs. Picken. Thank vou, Mr. Doughton. 
CuHarrRMAN. Mr. G. G. Nuss, vice president 
‘land )} 


to the 


y 
White Sewing Machine Co., Cleve 

vou give your name and addres 
t of the record and the capacity » whi 


STATEMENT OF GLENN G. NUSS, CLEVELAND, OHIO, PRESIDENT 
AND TREASURER, WHITE SEWING MACHINE CORP. 


NUSS ienl eland, Ohio, 12 am Avenur 
s Glenn G. Nuss 


lemen 
Sewing \as 


eausurel 

iit lf 
, 

vai LV pe 


il 


machine 
Dy hand powel . 
s of material We do not believe 
it hye lnboriousness out 


hor-saving devices We admit 
it it really is a time-saving device \lore 


rut important than that 


_K i I uct tool ol the \ erican ho 6 


tiils Income ero 
" ~ 1 ! 
of $5,000 annually or possibly iss some extent 


ot Labor Statist \\ ( 1948 showed 


t 


intiated by the Bureau 
| ted States having an 


75.6 percent ol the families in the 
income ol 85 Of ol less 
ne machin by Mrs 


bles her to fabricate her be 


upes, and many 
nent which start 
ction in her home 


1 " 
t » hen 


Cl) propo 
gentlemen since 
on this comm adopt 
i not levy ng a tax on sewing Therefore, we 
t this committee move idence 
hh t 


‘Ipated hew venue 


nhurgine too mu 


| 
ite consume! 


{ 


nt tim inso 
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ted teed 
+ 


as our company is concerned, a sewing machine sold to the p: 
purchaser, who in our eet aed we call the distributor, has an a 
price of about $80. This same machine is in turn resold to the 1 
at an average price of about $100, a 25-percent mark-up. This 
machine in turn reaches the housewife, the ultimate copsume 
average price of about $175. n 70-percent mark-up. 

If the Secretary’s proposal is adopted, the average manufa 
price now increases to a $100 figure. The distributor ta! 
25-percent mark-up, and the price to the retailer now becomes 
The re taille ‘r then takes his 75-percent mark-up and the housewif 
an average of $218.75. In reality the housewife pays approxi 
$45 more on the purchase price to produce $20 revenue {| 
Government. 

[t is our considered opinion that if such a tax were imposed it 
materially affect our sales and production. It might result 
minimum loss as much as 25 percent of sales and production 
corporation we are at the pre sent time pi Lying income tax of 47 p 
In all probability our distributors and our dealers are in the 

tuation. Therefore it would be our opinion that there woul, 
direct reduction in our income tax and in the income earned all 
tie distribution line. An imposition of a tax such as proposed 
result in a declining income in each progressive step of distrib 

lly resulting in the payment of lower income taxes at eac! 
distribution system. 

Therefore, in conclusion, gentlemen, we again caution that 
should not overlook the possibility that at least two expense Ia 
must be seriously considered before you attempt to tap this anticip 

urce of new revenue. First, in order to collect an average of 
$20 a machine you would in some cases be charging the hous 
who is the consumer of the machine, approximately $45 addit 
Second, this increase in the purchase price of the machine on \ 
the tax is propose «1 to be levied will inevitably reduce the sales o! 
ing machines. This reduction of sales will certainly redu 
collection of income taxes at every level in the manufactw 
distribution of the machine. These taxes are collected at a 1 
47 percent, or 22 percent more than the proposed excise tax. 

Thank you for your courtesy and consideration in permitti 
to make this presentation for your consideration. 

The Cuarrman. Mr. Jenkins. 

Mr. Jenkins. You say that the tax is going to be about an av 
of $20 per machine? 

Mr. Nuss. Yes, sir. 

Mr. Jenkins. Did the Treasury indicate exactly what tl 
would be? 

Mr. Nuss. Twenty-five percent. 

Mr. Jenkins. That is what they recommended? 

Mr. Nuss. That is in the proposed bill. 

Mir. Jenkins. Does that apply to all sewing machines? 
instance, does that apply to the sewing machines used in shoe fact 
and garment factories? 

Mr. Nuss. I do not believe those are taxable as they are consi 
production tools in industry. I do not believe that the prop 
bill anticipates bringing them in. 

Mr. Jenkins. Does your company make sewing machines oi 


kind? 
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Nuss. No, sir; in my opening statement I said we are exclu- 
household manufacturers. 

JENKINS. Is your company the biggest maker of sewing 
ines next to Singer? 

Nuss. Singer ts larger. 

JENKINS. Singer is the biggest? 

Nt SS. Yes 

JENKINS. \\ hat is your proportion of the production of sewing 
hines? 
Nt SS | cannot answer that. sIr. The sewing machin industry 
vy small in number. We have no association. We do not ex- 
» information. 

dy NKINS Now the Singer Sewing Machin oe of cour 
dominate the field, I guess, and you do not know whethe 
other machines used in industry are tax¢ 

Nuss. I do not know, sir. 

CHAIRMAN. Mr. Curtis? 


{ ‘TIs. Do you know the economic lev croup of people 
are buying sewing machines? To what income groups do you 
wing machines? 

Nuss. It is our opinion largely 
ne of $5.000 or | 3 

(‘URTIS In other words. the 
vuse is because the individual f 
ollars go as far : ‘ 


‘uss. Yes, sir 


rroup having an annual 


) 


( as vou know did ¢ ie industi 
reasuryv or with the executive depat ent befor 
} ‘ . ) 
COMMenanwtlion Was made? 
' t. 


nv did not, sir. an in rv for the 


| | 
this proposal 


es not seem to me to be hve! well thought out 
In fact when vou get down into the details of 
. J ] 


} 


mal billions, there is not much there that will do this economy 

[ do not know how it happens that they want to tax these 

ople who make their own dresses and iirts and other clothes 
family. 


| 
HAIRMAN. Mr. Mason 


{ 
\Mlason. Mr. Nuss, vour argument is that if an excise ts 

ifacturer’s level is made it is pyramided until the housewif 
pay two or three times what the actual tax is? 
Nuss. That is possible, si 
Mason. Then if we have to have an excise tax on s« 

whi h | ao not think W should, it should be levied 
the retail level so the housewife only pays the e 
: » 


not the pvramiding; is that it? 
3s. | agree with you, sir, that 1f you must tax sewing 
the most equitable would be that basis. Of course we do 
tO see anv tar 
That is all, Myr. Chairman. 
If there are no further questio 


p nee and the informatti 
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\ir. Curtis. I ask unanimous consent to insert in the 
letter from Mr. G. P. Spence, of Franklin, Nebr., and a 
from Mr. F. B. Rockwell, president of the Nebraska State 
Proprietors Association. 

The CuarrMan. Without objection it is so ordered 


The communications re fer ad to follow 


ropos 
] | 


comm 
‘apal 
i 





REVENUE REVISION OF 1951 2297 


ure of them going on old-age pensions or some other form of assistance From 
ux returns | have made for the little 5 to 10-table pool halls, I have found 
i e operator nets about $150 per table per year or somewhat less Obviously, 
fan expense of $80 per table or any subsiantial raise was put on these men, they 
i simply have to quit Practically all of them have at least one man hired, 
halls keep long hours, so in addition to the operator it would result in t! 
a iob for some older fellow thai needed the same. I do no ow ( 
wling alleys, but I assume vhe same cond ic fo 
the small towns As to the vending machi business. 310 per annum 
he exact net made by the one taxpaver in that line, and a such tax 
alf thereof would put him ou of business | il would re tin he and 
wing no longer f-supporting and, in addit 
ws working for ! 
g that the above may be of some value as the ol 2 s of a cou Vv 
1a small com 1 remain, with be Der il revards 
Since rely you! 


G. P. SPENCE, 


fhe CHarRMAN. Mr. Martin has informed the chairman that Mr 
Walter Wendler, assistant sales manager of Amana Refrigeration, 
Inc.. Amana, lowa, wishes to make a plane some time early this 

noon, and without objection, when we come back, we will call 

\ir. Wendler in order to accommodate him. 

It w ill be necessary that we take recess for 30 minutes to answer the 
ou eall. 

A short recess was taken 

Mr. Cooper (presiding). The Chair is advised that an understand- 
yr was reached that Mr. Wendler would be called next Is Mr 
Walter Wendler here? Come forward, please, sir. 

Mr. Martin. Mr. Chairman? 

Mr. Cooper. Mr. Martin. 
Mir. Martin. By way of introduction, on behalf of my district I 
would like to say that | am very familiar with the Amana Refrigera- 
nm, Ine., and this company is engaged in the making of refrigeration 

ts, primarily freezers for home use, and refrigerators for the home 
nd for the armed services. It is of interest to the committee that 

Amana Refrigeration Corp. was given the E award with three 

renewals by the Army and Navy during World War LI. They have 
I very outstanding record in their field 

Mr. Cooper. We appreciate that introduction by Mr. Martin, one 

the most valuable members of our committee. 

Will you please give you name and address and the capacity in 

you appear? 


STATEMENT OF WALTER WENDLER, ASSISTANT SALES MANAGER, 
AMANA REFRIGERATION, INC., AMANA, IOWA 


Mr. Wenpter. My name is Walter Wendler and I am assistant 
sales manager of the Amana Refrigeration Corp., of Amana, lowa. 
First of all 1 want to thank you for permitting me to be advanced 
in the schedule so that I could catch my plane 
in any consideration of possible sources of new revenue, for the 
support of the country’s present rearmament program, we believe 
that all other available means should be carefully studied before 
sing taxes upon a few selected products already overburdened. 
Th present excise taxes apply to only a relatively few manu- 
tured products some of which are far from being in the class 
iry items. Included in this latter group are refrigerators and 
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farm and home freezers. To impose an additional tax on 
selected products which are already carrying a heavy excise-tax | 
and to permit many other items of no greater essentiality, to 
free is, we believe, confiscatory and unfair. 

A more economically sound and equitable procedure, we 
would be to broaden the base of the excise-tax structure to ini 
considerable number of additional items and thus spread the t 
more evenly among various industrial groups. 

The imposition of a substantial additional excise tax to the s 
items already so taxed would doubtless bring into play, th 
diminishing returns and by substantially reducing the sale o 
products, actually result in reduction in the revenue yield fro 
source. 

Amana Refrigeration, Inc., is a small manufacturer whos 
output consists of refrigerators and food freezers. The burde: 
proposed additional tax would, therefore, be imposed upon ou 
production and could result in substantially reduced out; 
consequent unemployment. 

The nature of our manufacturing processes is such that 
percentage of our employees must develop special skills, req 
long period of training in our plant. Should we be forced to la 
considerable number of these skilled employees, in whora wi 
substantial investment, would entail a substantial loss to th 

as to oursely Ss 

Throughout the last war, our plant was solely employed 
manufacture of refrigeration equipment for the country’s 
Forces and it is evident that a considerable portion of our pro 
capacity will be similarly emploved in the present rearmam: 
gram. Any loss of our skilled manpower, in the mterim, would 
less interfere seriously with our Army and Navy contracts 

We are genuinely concerned with the proposal of Secretary > 
recommending an increase in the excise tax on refrigerators an 
hold-tvpe units for the quick freezing or frozen storage of fox 

to 25 percent of the manufacturer's price. We believe t! 
h increase in taxes on these specific items will not have t! 
ating additional revenue for the Government but will 


ue. Further, that any increase in said taxes definitel) 

not be in the interests of the public and would be detriment: 
over-all war and defense program 

The household-type freezer is a comparatively new prod 

was during the period of the last war that this type of prod 

recognized as an essential item for the preservation of foo 


the termination of World War II, food freezers have been 


and are in wide use in the rural communities and by the lo 
CTOUDS, and statistics have proven that the proper utilizatio 
freezers is the most economical method of preserving perishab 
for future consumption 
The freezer industry is still in its earliest struggling stages 

have been invested in plant facilities and equipment to sup 
product to the consumer public. Numerous small indust: 
since post World War II gone into the manufacture of this 
product Our company is in this category. lt is 2 highly Cor 
industry and, therefore, one which cannot stand any sul 


4 


\ 


reduction in sales. 
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~ [he Revenue Act of 1950 imposed the first 10 percent tax on house 
ah hold-type units for the quick freezing or frozen storage of foods. Th’s 
‘ tax became effective as of November 1, 1950. The industry, particu- 
larlv the smaller segments thereof, immediately felt the effect of said 
7 tax 1n that it indirectly increased the price of the product to the con- 
- sumer, Who is largely the low-income groups and the farmer. The 
{merican housewife considered the proposed tax an indirect tax on 
food in that the use of such product is vitally important for the preser- 

’ tion of perishable foods so vital to the health of the public 
[he proposed increase of 150 percent of the 10 percent tax so recently 
. mposed on this product, if adopted, will have the effect of materially 
on reducing sales, will make the cost of the product to the consumer public 
yhibitive and will seriously jeopardize the business now engaged in 


anufacturing this comparatively new product. 

secretary Snyder and this Government are looking for ways and 

ans of creating new revenue to help defray the increased expendi- 

es of the Government and the cost of the defense program. The 
freezer industry is and has been an important segment of the taxpaying 
public. It has paid its proportionate share of the income-tax revenue, 
- It is submitted that if the food freezers are going to be taxed off the 
market by an unconscionable and inequitable tax that many of us now 
ngaged in the manufacture of such products are going to have greatly 
reduced income, if not permanently put out of business, which will 
have its direct effect in decreasing the expected increased revenue from 
corporate businesses. It will not only be a great detriment to the 
health of our Nation but will decrease the tax revenue. 
) In conelusion, may I thank the committee for this opportunity, 

' | may | request the committee to include in the record as part of 

statement a short summary we have prepared on the subject 

Kssentiality of a Food Freezer in Wartime Economy? 
Mr. Cooper. Without objection you may have that permission. 
The summary referred to is as follows: 


j 


ESSENTIALITY OF A Foop FREEZER IN WARTIME Economy 
Government, in times of national emergency, pet 3 with minir 
the production of items essential to a war effort No one can questi 
of such a program, nor can anyone argue the necessity of food as a vital 
when considering the essentials to a war effort Our country during 
irs has answered the Nation’s call for increased production of food, but 
it never reached our fighting forces or distribution points for consumer 
on due to inadequate methods of preserving and storir Since our 
rgency, freezing of food has developed into the best method of preserving 
irces and the food freezer is the tool with which this ean be accomplished. 
tinly an item which will conserve our resources, improve and maintain the 
f all income groups and our Armed Forces, is as essential to a war effort 
inition, ships, and planes: 
Maintains a healthy nation During war emergencies, our Nation’s workers 
pected to work long arduous hours to produce these essentials. In order 
luctivity not be impaired, they must be well fed Salted, dried, cured, 
i, or canned foods cannot provide the variety of nutritious foods for a well- 


} 


imeal. Only frozen foods retain the freshness of foods harvested at peak 
and without change in color, texture. or flavor 


f the many tests made to prove that freezing is the best method of pres- 
was performed by L. M. & P. Paul Pian on the effect of method of 

g on eating quality and vitamin C retention of peas Che four methods 

1 were salting, canning, drying, and freezing. Periods of comparison wer: 
2) fresh processed, (3) 3 months’ storage. The products were scored 
lowing factors: Color, odor, flavor, texture, general conclusion. Results: 


ere first throughout; canned were second throughout; and drying and 
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alting were unacceptable unless used in soups, stews, ete All forn 
rnificant loss of vitamin C except those which were frozen. This res 
ynly one of hundreds which have been made on a variety of foods. To th 
it is a valuable asset, for the foods grown on his farm, picked and quick 
at their peak quality, will retain their full nutritive and vitamin conte 
year long his family can enjoy fresh strawberries, corn on the cob, pou 


ing indeed was the article entitled “‘“Our Under-Fed Childrer 

ie of Ladies Home Journal. The study revealed that America 

failed to pass medical examinations for armed service in shocking 

and that the vast majority of rejections can be traced to malnutrit 

as rich in food resources as America, this is a shameful situat 

nany cases, traced to inadequate diets due to inaccessibility 

and fruits—such as many farm families suffer from during t} 
Thanks to the food freezer, all foods can be available th 

to the farmer but to metropolitan are: 
vw 


\ 


on transportatio ‘ fres 
and gasoline ade possible 
shopping trips ar CeSSAary 
saving productive time for 
freezing their ow! 
time and space which can tilized for shipping er 
and foodstuffs to nor ing areas. Transporting foods in 
es shipping space als e Department of Agriculture states 
f fresh vegetables equ: ne carload of frozen vegetables | 
1KES If possible for t : od producer t utilize home-grown vi 
{1 meats thus reducing the consumption and demand of othe: 
t adapted or available in the locale and releasing quantities to 
provides an important reserve supply of foodstuffs for families 
of transportation systems or of shortages in vamous areas 
Combats wide fluctuatt food prices Kvery vear thousands of 
hable foods go to waste in this country because not enough people 
‘vy are at the peak of their supply and at their lowest price. 
during World War II when we were trving t etch our 
millions of other people : as ourselve maintaining tl 
food freezers this situation can be od and cost of food 
armer it means that he 
i freeze it rather than 


receive a 


i normall pric as c f : ith It-of-seasor 
1 when lV 1 a compte ‘aAsonal agricult 
Vv sig posts to the . seasonal uy in food The 
d magazines are constantly reminding | Many dails 
-y of markets every week bracketing foodstuffs in 
V priced, and high price l ranges It is conservative to ¢ ‘ 
food bill may be reduced 15 to 30 percent through utilizatio 
ver and buying by the calendar 
les most ad quate f j 
if paramount 
more an 
‘co nple te 
ls. Fre 
Zing proce ss removes an averagt 
h produce 


ounees of frozet 


ought when purchasing fres 
ds of fresh peas are necessary to produce 12 


ste eliminated. Two pounds and one ounce cauliflower 


ices coupled with rationing will of necessitv stimula 


not onl } ties and vacant lo T the 


zen cauliflower— 70 percent waste removed 
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rease his efforts and the quality of food is protec ed until it is consumed 
slater. Food waste cannot be condoned during war or in a period of great 


h a al emergency. Statistics have proven that two-thirds of a pound of edibl 
vasied per person each day; 29 percent in fruits; 23 per tin vegetables 
- in baked goods: a 17 pe ( l its and fis! \ food f 1A Ss 
le to preserve fiove that are s fix away for lac fa 
suila storage med 
ec Ca it s a LDo US dio ( i 1 t 7 
duc ~ do 1 mselves Oo his f mre i ) f 
yeicorn ad witl YT aris for 1 1oes 1 ‘ bye 
t : in either the raw or precooked stag 
it g is a long-ter protection as contrasted w refrigeratio Refriger 
is susceptible to bacterial growth whereas freezir ha e opposite 
‘ In pork for ¢ | yuuld there be anv of anisms pres tha 
i rictil s i led w I i i . 
\ir. Cooper. Does that complete your statement? 
\ir. WENDLER. Yes, su 
\ir. Cooper. Any questions? 


\ir. Martin. Mr. Chairman? 

\ir. Cooper. Mr. Martin of Lowa will inquir 

ir. Martin. This industry is a very new industry and your market 
5s been creatly expanded by the extension of electric service to thi 


¢ } 


ns of the Nation and that leads me to ask this question: About what 

centage of youl freezers are sold to farmers? 

\ir. WenpDLeER. We of course have no accurate check on them, M1 

rt although our Des Moines, lowa, distributor back in 1949 
a survey and during that period 90 percent of the freezers he 


j . w : 

hased from us wert sold to farmers Ve believe that a reasonable 
page . ' =" 

e al the prese time 1S 409 percent of our freeze! provadly Lo 


larmers 

\LARTIN Sines the beginning of thi Ke rean War you have 
d into contracts with the Armed Forces, have you not? 

\ir. Wenner. That ts correct We entered into several contracts: 


them hay as vet been started 
Ir. Martin. You have not started production on those vet 
WENDI ER That l right 
Mr. Martin. The new development, or study, of radio activity 
ent of atomic warfare leads me to ask this question: In the 


ation of food do these fr ezers offer substant al protection 
WENDLE! Yes they do We have checked that point with 


\tomic Energy Commission and they tell us that ordinary food 
ials are not likely to become radioactive from an atomi explo- 
rovided that they are in containers that are impervious to dust 
small particles, and of course freezers and refrigerators are such a 


7 


CLIO 
Mr. Martin. The newness of the industry and the opening up of 


ld, and the wide extent of the field that is still available, makes 


position of a tax of the kind and to the extent contemplated 
specially hazardous to the very life of the industry as I under- 
irom your g ‘neral statement? 
\Ir. WenpLeER. Correct 
\ he war there were approximately 300 various manufacturers 
freezers, and that has since dwindled down to approximately 
many of them still operating in the red and that is in con- 
ith the home and farm-freezer program 
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Mr. Martin. Well, your record of course is well known through: 
the Middle West, and even nationally. I commend you and 
organization very highly, for your excellent record that won 
recognition extended to you in the E award and three renewals 
that award during World War Il. Also for your part in enté 
it! e armed services and for y 


into contracts at this time with th 


further effort to bring food preservation facilities to as many pec 
2S possible 

Mr. Wenpier. Thank you, Mr. Martin. 

Mr. Martin. That is all, Mr. Chairman. 

Mr. Cooper. Mr. Mason, of Illinois, will inquirs 

Mr. Mason. Your argument is quite similar to » argum 
that have been used in connection with sewing machines, an 

is this: If this excise tax is moved up to 25 percent it 


le of your product considerably. Wi will sav that if 


ing off of 25 percent in your sales this 25-percent exciss 


upon a 75-percent production will not give more dollars to the Treas 


than a 47-percent tax upon a full 100-percent production; is that 
accurate summary of it? 

\ir. Wenp.er. That is about it, Mr. Mason 

Mr. Mason. Of course then you would avoid pyramiding, 

\ir. Wenpuer. Yes; that is a vicious thing. 

Mir. Mason. That is all, Mr. Chairman. 

Mr. Cooper. If there are no further questions we thank you { 
your appearance and the information you have civen to the con 
mittee, 

Mr. Wenpter. Thank you, gentlemen. 

Mr. Cooper. Next on the calendar is Mr. Raymond F 
List will you come forward, please? 

\ir. Mason. Mr. Chairman, in view of the fact that the ot! 
members of this committee are introducing the witnesses who con 
from their districts I want to take the pleasure and the opportun 
of introducing Mr. List, who is a constituent of mine from one of 
most important cities, Belvidere, LIll., and sav that we ask favor 
consideration of whatever he has to say to us 

Mr. Cooper. We appreciate the splendid introduction by 
Mason, one of the most valuable members of this committee 

Will you please give your name and address and the capacity i 
which you appeat 


STATEMENT OF RAYMOND F. LIST, EXECUTIVE VICE PRESIDENT, 
NATIONAL SEWING MACHINE CO., BELVIDERE, ILL. 


Mr. List. My name is Raymond F. List. I am the executive 
president of National Sewing Machine C»., for more than 70 yea 
manufacturers of household sewing machines. Our plant is located 
Belvidere, LL, a town of 10,000 people 

[ am here to protest against the Treasury Department's propose: 


25-percent excise tax, not o ily for the reasons you have heard a: 
will hear from others, but also because I believe such a tax would 
ruinous to our business. I will not take much of your time in repeat 
to you the pomts made by other members of the industry. I have 
he ara aate l have read the Ir prese ntations, and | avTcee with the Vi 


reasonable statements they make. However, I do want to point o 
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f. level 
I meV el 


7 
well ruin 
our 


might 


significant, 


to vou that an excise tax at the manufacturer 

’ ] . arket. bu what 1 suall 
not only our American market but, what Is equally 
export business, because we would be placed at a decided disadvantage 
OSLWI1SeC in the fore ae markets of the world. The ( stablishment of 
tax on machines of American manufacture prove 
advantage to foreign manufacturers who are sending then 


an 


i] 
sewing would 


cc1se 


distinet 


ving machines to the United States today to the competitive dis 
Vantage ol Al rican WoraKnmen and Ameri un mnulacturers 
The loss of sal that 1 ht result because of the increased cost of a 
machine to the consun could be great enough to reduce our sales 
point whet , th bus ness would bye actually unproil able 
Thank you, Mir. Cl 
\Mir. Coorer. Does that complete your statemen 
Mr. List. Yes, sn 
AWE ( MOrPE!I Ar here ny questions 
\l \NIASON \I ( i Lil 1 | 1ques mor tw 
\iy C'o0o Ni \I ‘ 1] rhcrulire 
NI Mason. M | lline vour sewing machines, we will say 
§ SS ) ‘ t thout a | you are competing ta rly 
essfullv, we will sa h foreign importations of sewing machines 
and are also able to compete in the foreign markets; are you not 
rly well? 
Mr. Last. Fairly well, sur 
Mer VLASON lf we impose a 25-percent tax upon you and vour 
ompany if would toree vou to si I] hos nn ch rie¢ to we will say 
he ) apiece, it would p you mm a very poo! ompet ivantace 
h foreign mat shipping machines here and in t world 
n cet when vou propo sell your machines to otl ountries? 
Mr. Li That 
Mi MASON So, a tually, ve would 1) risking puttin you com 
nv out of business 1f we put ou on intair competitive advantag 
th foreign manufacturers selling machines here or in yo world 
de? 
Mir. List. I feel that way, sir. 
Mr. Mason. That 1 \ir. Chairman 
\] + I Ay questions? 
\ir. Reed of New Y« will inquire 
Mr. R » Mr. | vercent tax is at { sit not? 
\ Las Verv | 
\ REI The if Nest eCXCI1S \ j ( if 
1) on it 1 ith oO take them ofl bndi mm ti them com 
nanent Tak Kod s, lor mstane 2nd photo aphi suppiles ; 
( have e tax on them al t is diserim bling ry i nem They 
r work am ha l difficult, holding tl - ple Log thei 
DeCLALLN thev have for n mp That tax of 
ntis on r Is ilt to get it off If it is fastened on vou 
machu th Vill great p »blem? 
vir. Last Chat is ti dang id the t x \ | 
Mr. Reep. That ts all 
\ Coorer. Any | her questions? If net, we thank you for 
r appearance and for the information yeu have given the com- 


l That k 


th men 
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Mr. Cooper. Next we have Mr. Lewis Emery. Come forwa 
please, su 

Will you give your name and address and the capacity in wl 
you appear? 


STATEMENT OF LEWIS EMERY, TREASURER, FREE SEWING 
MACHINE CO., ROCKFORD, ILL. 


Mr. Emery. My name is Lewis Emery. Iam treasurer of the | 
Sewing Machine Co., Rockford, Ul., manufacturers of household s 
ing machines in the United States for over 80 years 

Mir. Reep. Mr. Chairman? 

Mr. Coorprer. Mr. Reed. 

Mr. Reep. I want to say that Mr. Emery is from my district 
his fath ; one of our most distinguished citizens. We are gl 
have Mr. Emery here 

Mr. Coot We appreciate the mtroduction by Mr. R 
he most valuable members of our Ol Lee, , 

\ir. Emery. 

y. Because this subject of ‘+h great importance to 
repared a few cards to make our pomnts clear. “ome 
ts have already been touched upon here this morning 

Should sewing machines be subject to a 25-percent excise tax? 
We assume that the primary reasons for consideration of such 


‘urb inflation by curbing demand; 
ise Government! 
sons in the pul 
ix would affee 

mn is that it 


nt excise 


home appliance 
} 


. sbaar . } 
macnine actually 


Dasic necessit 


anufactured 
the same 
arel: 3.0 
not take 

I ith grow 
means. Ve: Lust remen ‘that, 

od of further clothing shorta res, families of moderate me: 

to repan ‘ clothing whi hev alrea 


’ 


1 their children furthermore, this does 
~ - " 


li; . ; 
' 


many millions of other ite ech each } 
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are home-sewn—drapcries, furniture coverings, curtains, towels, bed- 
pres ads, sheets, and many other necessities 
As a production tool that is used by millions of women to supply a 
basic need in our economy, the sewing machine conserves manpower, 
curbs inflation, and is indispensable to millions of users 


Qur second point is the conservation of manpower An avi rage of 
2 man-hours is required to produce an article of clothing by the gar- 
ment mdustry. This means that the sewing machine is currently 
onserving our industrial manpower at an estimated rate of 450 mil- 
lion man-hours per year. This, from new garments alone, estab- 
ished the sewing mat hine as a production tool of tremendous value 
to our defense program Furthermore, a woman with a sewi iy ma- 
hine needs fewer new clothes She can repair, alter, and remodel 


id in doing so she conserves materials as well as needed skillé 
manpower. 


During our defense economy women should be encouraged to own 
wing machines, because with them thev can produ wceded cvoods 
the Nation If thev are discouraged by CXC] tan S01 proles- 
onal workers will have to fill this need Every million garments 
lade or repaired at home means 1,500,000 man-hours saved to pro- 


uce Other civilian or military goods 


In addition to the first pomt that the sewing machine is a produr 


tion tool and the second point that it conserves manpower, our third 
point is that as a production tool it also he Ips to curb inflation. | 
should like to explain why, in very simple term The principal 

ason why a woman male s lothing ni home Is DecauUs IL IS ¢ he upel 
than buying read-lo-weal clothin iv During the past Vears, pri 
Ol ready-to-weal clothing hav » more than doubled AN XCIS 4X 

ing machines which will compel more women to buy ready-to-weat 

thing (many of whom cannot afford to do so) will serve to for 
the price of read y-to-w fl clothing even higher Ln ort rt { form 
of inflation cannot be ined. 

Now for point 4 The principal market for sewing machines is 
mong families with moderate or low incomes \ family with an 
necome of $5,000 per year has a much greater need for a sewing 
rachine than the $10,000 a vear family Almost SU percent of the 
imilies in America are in o1 below the $5.000-per-vear income bracket. 
\ substantial portion of the annual income of these families must 
pe budge ted for clotl Wong al d other home necessit1es whi h nay be 
ade on a sewing machine These families must ew at home in 


order to afford proper clothing. To them the sewing machine is a 
ajor purchase. A manufacturer’s excise tax of 25 pereent would 
ean an increase of approximately $45 in the retail price ¢ of a sewing 

machine. Since this is a substantial increase it would place the pur- 
hase of a sewing machine beyond the reach of those who need it 

most. Therefore, a tax upon sewing machines would not be a tax 
vased upon the ability to pay. It would be a tax burden which falls 
host heavily on those least able to pay, althoug rh they are the people 
ho have the greatest need for a sewing machi 
To emphasize this very important point, we oar like to remind 
he committee that there are some 41 million family units in America 
today. Fifteen million of these family units were started in the last 
ab years. One out of every three family units was started in the la t 
10 years. Obviously, these family units include a large percentage of 
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young children whose clothes constantly need repair and replacement 
and these young families are the ones which can least afford to pa 
the increased cost of such a tax. 

To come to point No. 5, we believe the sewing machine is indis 
pensable to millions of people. As Mrs. Picken has already indicate: 
over 30 million women sew at home. Over 3 million youngsters a1 
now learning to sew in schools and classes throughout the country 
Close to 1 million 4—H girls are completing hundreds of thousands 0 
sewing projects each year. Large numbers of sewing machines in th 
hands of schools, churches, Red Cross, and other charitable institi 
tions are needed for clothing of needy people and for our own defens 
needs 

In summation, because 

|. The sewing machine is a production tool 

2. The sewing machine conserves manpower 

3. The sewing machine curbs inflation 

t. The sewing machine is most needed by those least able to pay 


». The sewing machine is indispensable to millions of people 


Therefore. we urge your consideration in eliminating home sewn 


machines from the classification of products subject to the proposed 


excise tax. We are convinced that such a tax on sewing machin 
would be contrary to the public interest and the defense program of th 
Nation 
\ir. Coopet Does that complete your statement? 
Mr. Emer Yes, sir 
\ir. Cooper. Are there any questions? 
Mr. Mason. Mr. Chairman. 
Mr. Cooper. Mr. Mason of Illinois will inquire. 
Mr. Mason. Mr. Emergy, I want to congratulate you on the very 
sc and logical and, in my opinion, unanswerable arguments that 
vou have presented to this committee against any excise tax on sewing 
machines. You have done a remarkable piece of work im _ boilin 
lown the essential facts to this con +, logical basis, and I compliment 
you upon 
That is all, Mr. Chairman. 
Mr. Reep. Mr. Chairman? 
\ir. Coop Mr. Reed of New York. 
Ri concur in the statement of Mr. Maso Mr. Emery 
ry convincing statement 
Are there any further questions? 
vou for your appearance and the information you hav: 


committee, sir. 
Thank you, rentl men. 
Mir. Max L. Waterman? Will you come forward, 


your name and address and the capacity u 


STATEMENT OF MAX L. WATERMAN, VICE PRESIDENT OF THE 
SINGER MANUFACTURING CO. 


\iv name is Max L. Waterman, and I am vice 
er Manufacturing Co. 
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Mr. Cooper. You are recognized; go ahead, sir. 

Mr. WaTeRMAN. Secretary Snyder, in his testimony before this 
committee on February 5 of this year, suggested that an excise tax 
be imposed on domestic or family-type sewing machines. He gave 
two tests in the selection of articles to be subjected to the excise tax, 
one ““Those consumer goods which are less essential or which use ma 
terials that will be in short supply,” and the other, that “In the in- 
terest OL equily some electrical appliances not now taxed should be 
brought into the base of this tax.’’ He assumed that a sewing machine 

as an electrical appliance. With due deference, we submit that 
Secretary Snyder was in error. 

Sewing machines are absolutely essential to maintain our people in 
clothing both in making new clothes and in repairing and mending 
old clothes. The production of sewing machines represents a rela 
tively small burden on the available supply of essential materials. A 
SeWLILE mae hin , even though run by an electric motor is not an 

cal appliance, and there is no inequity m not imposing an exci 
fax on a sewing machine while such a tax is placed on electrica 
appliances 

Electrical appli nees such as irons, dishwashers 
cleaners are convemences and time-saving devices designe 
the housewife’s burden. Sewing machines on the other hand ar 
productive equipment which will increase the housewife’s burden 
put enable her to reduce the family clothing cost by substituting her 
own labor for the cost of labor contained in manufactured clothing 


A sewing machine is a money-saving production instrument and is 


not in competition with convenience or time-Saving devices ‘| here- 


j } ] ; } 
re, the exciusion of sewing machines trom the hi Oot taxable items 


competitive advantage to the manufacturer. On the contrary, such 
exclusion would be in keeping with the announced policy of the Gov- 
ernment to avoid the imposition of excise taxation on clothing. 
Secretary Snyder said: 


has never resulted and will not now result in the creation of an unfair 


rm) *\ 
: PUL 


{n excise tax on sewing max hines is a tax on clothing. Such an 


eise tax would discriminate against clothing made in the home 
CCaUSE industria machines are tax-free his added Durden placed 
m home clothing narrows the advantage to be gained by the enter- 

sing housewife through her own efforts. This reduced incentive 
ill produce results contrary to the announced desires of the Gover 


nt. In the first place, large-scale home sewing means a reducs 


» ; . e > ' : 
mand for the avalable supp:y ol manufactured clot nye whi it 


eases the manpower demands of that industry. Scarcity of man- 


wer is one of the serious problems in the present defense effort 
llome sewing supplements the defense effort by adding spaie-t 
ours of housewives to the labor pool supporting the productio 

thine, a basic necessity Over a hundred million new pattern 

ld annually. More than 400,000 women take sewu 


} 
i. 8 


eetcu 1 Oe 0 
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Singer shops each year. These facts demonstrate that women ar 
trying to clothe themselves and their families by their own effort, and 
avoid as much as possible the high prices of ready-made clothes. 
Excise taxation in the past has been regarded as luxury taxation an 
while strictly speaking this is not the only criterion, it is still one of the 
determining factors. Sewing machines are not luxuries or devices t¢ 
ease the carrying out of ordinary home tasks of cooking, cleaning 
and so forth, but they are a productive machine doing in the hone and 
in the hands of dressmakers and other home workers and even i 
repair shops, alteration shops, and so forth, the same productive tas! 
that is performed by the sewing machine in the factory, and it 
contrary to all principles of taxation to impose excise taxes on such a1 
article and it would be especially undesirable to do so at a time when 
the economy of the country calls for as great a use of this type of hom: 
production as is possible. There are thousands of people making 
their living by dressmaking and sewing generally. These peopl 
ly women, usually have no other means of support, and mak: 
living. They have to buy their own machines and 
Such a tax as is proposed would be a very serious 
‘non them 
Members of this committee, as well as Secretary Snyder, have said 
that no excise taxes will be imposed on clothing or on a workman’s 
tools. The proposed tax on sewing machines will produce exactly 
that result 
The principal materials used in the manufacture of domestic sewing 
machines are ordinary cast iron, low-carbon steel, and noncritical 
hardwoods. The amount of aluminum used, when averaged over the 
iffer ! tyies of domest ic mac hi hes whi ] ch we produce . Amounts to 
ly 1% pounds of secondary shunshions per sewing machine 


ase of copper the only use is for a motor and the average usag« 
approximately one-half pound per sewing machine. The 
nued volume production of domestic sewing machines with all 
ficial effects which flow therefrom can therefore be supported 
sumption of relatively insignificant amounts of critical 


sewing machine is not an electrical appliance. A sewing 
sewing machine. It is an article to perform sewing 
same 5 haga ompegem head may be operated by 
eadle, or by a motor All three serve the same 
al al trie motor does not add one single func- 
to the sewing alien. Electric power is merely another kind 

ver used to drive the machine 
lectrical appliance is useless without electricity or its use- 
fulness drastically impaired without an electrical motor. For 
example, without electrical power the vacuum cleaner, which we also 
manufactur could no longer serve its function. The same is true 
of television sets, electric razors, mangles, electric mixers, radios, 
phonographs, dishwashers, refrigerators, driers, and all of the other 
true electrical appliances subject to tax or presently considered for 
n. The functions of most of these appliances can be per- 


taxation. 
formed in other ways. This is not true of sewing machines. The 
difference in time alone has made ordinary hand sewing well-nigh 
obsolete, particularly in the United States. The addition of a motor 


to a saw does not make it an electrical appliance, 
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Our company manufactures sewing machines, some called the in- 
dustrial type which are used in commercial production of clothing; 
others called the domestic or home-type machine which are used in 
both commercial and home use. All of them have the same principal 
function, that is, the production of clothing and related articles. 
Basically an industrial machine is nothing more than a larger, faster, 
or more specialized home-type or domestic machine. Since both 
machines perform the same function and since there is no attempt 
to tax industrial machines, logically there should be no attempt to 
tax domestic sewing machines 

Taxation of the domestic sewing machine would discriminate 
against the use of that machine. The local dressmak: r, a sole pro- 
prietor engaged principally in the production of women’s clothing 
uses the home-type sewing machine. The housewife, too, is a man- 
ufacturer whose market is usually limited to her own immediat 
family 

In past national emergencies much of the burden of providing ¢ loth- 
ing for civilian needs has been thrown on the housewife using her 
domestic-type sewing machine. This was particularly true in World 
War LI when a large part of manufacturers of clothing were producing 
uniforms, and so forth, for the Armed Forces. In such times shortages 
of Cl\ ilian clothing develop and unless an adequate number of sewing 
machines are available at a price which the average citizen can afford, 
the depleted supply of available civilian clothing is rapidly exhausted 
with no means of replacement. Then, too, in times of emergencies 


domestic sewing machines are used extensively in repair work and in 


remaking existing articles of clothing. Home sewing should be en- 
couraged, not discouraged During World War II, volunteers were 
sewing for the American Red Cross and other orvanizations The V 


were handicapped by a shortage of machines. Our company loaned 
many to them although requirements of war production were such 
that it was not permitted to manufacture home-type machines. Eng- 
land permitted the manufacture of all sewing machines and the Gov- 
ernment, through the press, urged women to increase their own sewing 
at home. 

CONCLUSION 


| 


We r spe tfully submit that the home-ty pe sewing maciune should 
not be subjected tO an excise Lax Such a tax would be a tax on cloth- 
ing and this is contrary to the expressed policy of the Treasury and 
this committee. Home-type sewing machines are an essential item 
and it is not in the national interest to discourage their use They 
are in a separate category and not in competition with time-saving 
or convenience electrical household appliances 

Mr. Cooper. Does that complete your statement? 

Mr. WarerMAN. Yes, sir. 

Mr. Cooprr. Are there any questions? If not, we thank you for 
your appearance and for the information you have given to the 
committee. 

Mr. Waterman. Thank you, gentlemen. 

Mr. Coorer. Our next witness is Mr. Cornelius C. Bond. Mr. 
Bond, will you please come forward? 

Please give your name, address, and the capacity in which you 
appear for the record 
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STATEMENT OF CORNELIUS C. BOND, PRESIDENT AND TREASURER 
OF THE KNOX STOVE WORKS, OF KNOXVILLE, TENN. 


Mr. Bonn. My name is Cornelius C. Bond, and I am president and 
treasurer of the Knox Stove Works, of Knoxville, Tenn. 

Mr. Cooper. You are recognized, sir. You may proceed. 

Mr. Bonp. We are a small company manufacturing domestic 
cooking and | ng stoves of various types. At present, our coal 
stoves are not subject to a manufacturers’ excise tax, nor are the oil 
and gas heaters, but our coal-electric combination stoves bear an 
excise tax of 10 percent along with all other electric, gas, and oil 
cooking stoves. Now don’t ask me the why’s and wherefore’s of 
this obvious inconsistency: I know them not. Perhaps Mr. Leon 
Henderson can explain it as he is credited with being the originator, 
apparently based on the belief that the resulting higher consumer 
prices would obviate the necessity for rationing in World War II 
As you may remember, it did not work that way He probably ove 
looked taxing coal stoves because no one in the higher echelons of the 
OPA real Zed that such things were still being made and used 
Now, it may surprise vou to learn that I am not here to ask the removal! 
of this tax Kverybody else seems to be against taxes My object is 
to recommend a veneral manufacturers’ excise tax at a uniform rate to 
replace the present selective system, which is both unfair and 
illogical 

You cre ntlemen are familiar with, or have at your disposal, the list 
of articles now subject to a manufacturers’ excise tax. When you 
] 


ook over this list, do not confine your thoughts to those particular 
items, with their varied rates, but think rather of the thousands of 
manufactured products that are omitted. And when you purchase a 


little necessity like an electric-light bulb, overburdened with a 20- 
percent excise tax, think not so much of why this article happens to be 
on your list but let your mind question why Mrs. Richlady’s $200 
evening dress does not also bear at least an equal burden. If your 


kite h l uires a new cooking stove, don’t wonder whv this vital 
S among those singled out for special taxing, but 

iwoughts dwell on the absence of an excise tax on the 

luxurious gas heater for that slightly chilly bath- 


sibly vou may find it interesting to go a little further 


nd inquire why there is no Federal excise tax on that 
itomobile you saw in the toy departments at Christmas 


t a few examples of the many, Many cases of rank dis- 
(nd now, gentlemen, it has been proposed that this 
ible, unhealed sore of inequity be further infected with even larger 
and more potent germs of the same nature 
The need for more revenue for the Federal Government to bear the 
cost of our defense program is recognized by all. The difficult problem 
you have to solve is where and how to get it. | believe that the most 
logical place, and the easiest to tap from an administrative standpoint, 
is the manufactured or processed consumer article at the point it 
enters the channels of distribution. In other words, a general manu- 
facturers’ excise tax at whatever rate is required to fill the gap between 
Federal income and spending. This would not only raise the needed 
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revenue, but would eliminate the unfairness and discrimination in the 
present excise-tax set-up. 

Some say that a general excise tax is a bad tax, because it is unduly 
burdensome on the lower-income classes. I say that this is a tax on 
spending, and those that spend the most get taxed the most. Obvi- 
ously, individuals with substantial income spend a great deal more 
than those with small incomes, and thus would pay a greater share 
Taken as groups it may well be that the lower-income groups will 
bear a large share, but where else can we get additional revenue? 

This form of tax would give us a broad taxable base, and a broad 
base is what we need desperately now in our Federal taxing system. 

Some also frown upon this sort of tax because of the possibility of 
so-called pyramiding by wholesalers and retailers in applying their 


gross mark-up percentage. This position ignores one of the basic 


facts of business life, which is that competition is Q t levi 
For a little while it is quite possible that some de: 

advantage of this synthetic increase in the cost of the merchandise 
they handle, but if they did make extra profit, the Federal Govern- 
ment would undoubtedly get most of it through the present high 
income tax, and it is inevitable that the competition would gradually 
eliminate the practice. Of course, if you feel that it is necessary to 
eliminate the bare possibility of profiteering, you could provide that 
the tax must be carried along as a separate item without mark-up 
This would be rather complicated, however, tor the w hole sale distrib- 
utor and the retail dealer 

Some people say this is a bad tax because it is a “hidden” tax 
unless carried separately as above. I say to that, show me a tax 
that isn’t a bad tax for some reason or other, and a great many are 
hidden, too. That great but overworked producer, the corporate in- 
come tax, for instance, is actually paid by the consumer, although no 
one notices it and few realize it. The personal income tax of the 
corporation executives is, in effect, paid by the corporation and passed 
along to the consumer because executive salaries must be high enough 
to be attractive to a man, after taxes. The present method of collect- 
ing personal income taxes by withholding from wages has also become 
a hidden tax to many A great many wage earners now think only 
in terms of their weekly net take-home pay and gradually lose sight 
of the fact that they would be taking home a good bit more if it were 
not for that income tax. 

Some like to say that the excise tax in its present form acts as a 
brake on the use of steel and other basic materials vital to the defense 
effort. Actually, of course, the present excise taxes only cover a 
small segment of such products, and anyway to allocate the supply 
of scarce materials is the job of the National Production Administra- 
tion. I believe, too, that they are in a position to accomplish this in 
a much more orderly and equitable manner. 

It’s always easy to think of argument against taxes because every- 
body’s doing it, and they're always ready to ‘‘pass the ammunition.” 
It’s somewhat harder to support a positive position, but there are 
1 few more points in favor of a general manufacturers’ excise tax that 
I would like to mention. 

This form of taxation is relatively simple from an administrative 
standpoint. It isn’t new; in fact the collection machinery ts already 
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set up and working smoothly. It only needs to be extended to spread 
the burden fairly 

This sort of tax on the proper basis will help restrain the current 
inflationary forces and act as a retarding influence on prices becaus: 
it is a direct tax on spending 

This tax would provide the Federal Government with a bette: 
balanced taxing system, as it would provide a tax on spending to 
work in conjunction with the tax on incomes which ts already at a 
dangerously high level. You can’t miss if you can get a crack at it 
both coming and gomg 

A general and uniform manufacturers’ excise tax would eliminat: 
the justifiable complaints from those oddly assorted industries subj. 
to the present discriminatory schedule 

My views, as stated here, may coincide in some respects to thos 
s appearing before you. I wish to make it quite 


express ad by other 


plain, however, that I appear here as an individual businessman and 
not as a representative of the stove industry or any organization. | 
have found, though, that a great many tax-conscious people agre¢ 
with my thinking 

| greatly appreciate this opportunity to express myself and hop: 
that vou gentlemen will give my thoughts some serious consideration 

Mr. Coorrr. Does that complete your statement? 

\Mir. Bonn. Yes, sir 

Mr. C 
Mr. Enernartrer. | would like to ask a few questions 
Mr. Cooper. Mr. Eberharter. 
Mr. Esernarrer. Mr. Bond, you state that a manufacturers’ tax 
would be fair because it is a tax on spending and those who spend thi 


OOPE!I Are there any questions? 


most would pay the most tax? 

Mr. Bonn. Yes, sir 

Mr. Eneruartrer. Therefore, the wealthie1 people would pay the 
most tax to the Federal Government; that is your premise, Is it not 

Mr. Bonp. That is right 

Mr. Esersartrer. What about the position of those who believe 
the principle of taxation based upon ability to pay? Under your theor 
the poor man would pay a much greater proportion of his income 
taxes than the rich man, a man having a high income 

Mr. Bonn. That is perfectly true 

\ir. EperRHARTER. So vour theory is directly contrary to t! 
prineipi i taxation based upon ability to pay 
Nii N hat is true to some extent 

t 


4 
‘ 


ir. Ek RHARTEI Thank vou 

Mr. Coopet (re there anv fur r questions? If not we than 
vou for vour appearance before the committee and the informatior 
vou have given to the committee. 

Mr. Bonn. Thank vou, gentlemen 

Mr. Coorer. Our distinguished colleague, Mr. Jenkins, had 
leave the committee a short while ago in order to attend another 
meeting. He has requested that the next two witnesses, Mr. Tom | 


Litit’ 
} 


Kelly and Mr. Oscar M. Mansager, be passed over until Mr. Jenkin 


retur! His request will be comphe: 


’ } 
and in rec unt 0 o clos 


reces 
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AFTERNOON SESSION 


The hearing reconvened at 1:30 p. m., upon the expiration of th 
recess. 

The CuarrmMan. The committee will please be in order 

The next witness on the calendar is Mr. Thomas F. Kelly, 
senting the Vacuum Cleaner Manufacturers Association of ¢ 
Ohio 

Is Mr. Kelly here? 

Since Mr Kelly apparently is not he re, we will pass on 
Oscar M. Mansager, of the Hoover Co., North Canton, Ohio 

Is Mr. Mansager present’ 

Siice Mr Mansage! is apparently not present, we 
our next witness, Mr. Walter F. Mulbach, represent 
of Cooking and Heati Appliance Manufacturers 

Mr. Mulbach, will you state your name and addi 
and the capacitv in which you appear? 


STATEMENT OF WALTER F. MULBACH, PRESIDENT, THE INSTI- 
TUTE OF COOKING AND HEATING APPLIANCE MANUFACTUR- 
ERS, AND DIRECTOR OF DISTRIBUTION AND RESEARCH, 
FLORENCE STOVE CO. 


Mr. Mutracu Ny name is Walter F. Mulbach, 
Institute of Cooking and Heating Appliance Man 
director of distribution and research, Florence Stoy 

The CHarrMan. About how mucl 
Mulbach? 

Mr. Muipacu. About 10 minutes 

The CuarrMan. All right, vou may proceed 

Mr. MuLpBacu peak on behalf of the approximat 


: . a 
facturing members the Institute of ¢ ooking and 
; 


1 time will 


Manufacturers, of am president 
The manufact 
appliances for cooking and atel heating purposes 
ire currently subject to a 10-percent excise tax under 
a ;) of the Internal Revenue Code 

Secretary of the Treasury John W. Snyder, in his statement befor 
vour committee on February 5 of this year, re nded, among 
ther things, that the tax on these appliances I raised from 10 

to 25 percent ol the manufacturer’s sell pl » a raise of 


tie nstitute produce e 


150 percent 

The trade association for which I speak 1 ut SU percent 
of the productive capacity of the cooking and water heating appliance 
ndustry in the United States 

This ndustry operates in 28 States an 
The sale of our products also gives work to a tremendous number of 
85,000 dealer estab- 


l!employs ver 100,000 persons 


emplovees in an estimated 5,000 distributor and 
lishments 
For the most part the industry ms 
rises emploving less than 500 persons 
When Mr. Charles W. Davis, clerk of 1 
ance at this | i 
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[ shall change the testimony which I might otherwise ha 
Without any limitation on the coverage of my remarks 
should have put special emphasis on the fact that it is grossly unfair | 
the American public and to the manufacturers of the most essent 
of all household appliances to impose even a 10 percent tax on ga 
elects and oil cooking appliances and water heaters, and immea 
o consider increasing that tax 150 percent. 
stitute’s testimonv before this committee on February 2? 
: ined all the basic arguments in favor of repeal and yo 
committee recognized the validity of those arguments by recon 
epeal in the tax bill which passed the House almost unan 
a vote of 375 to 14, on June 29, 1950 
ld like to point out that those arguments, so convincing to vo 
are even more persuasive in substantiating our present 
n increase in taxes on our products because this ts bas 


tive proposals 
ur position is: 

Cooking ranges and water heaters are the most essential of a 
household appliances. A tax on them is in effect a tax on food an 
bodily comfort, a tax which no Congress can afford to impose. 

2. The tax is discriminatory because it does not apply equally t 
all kinds of consumer goods. Both durable and nondurable goods a1 
in competition with each other. 

When Congress imposes an exorbitant tax on the purchase of on 
commodity and fails to tax all other consumer goods, it is not nec 
sarily restricting the total of consumer purchases. It is simply divert- 
ng the purchase from one type of product to another, perhaps les 
ntial. You will not have aided the fight against inflation, nor 

the fiscal problem of the Government, since a sub 


helped to solve 
tantial part of the planned purchases of taxed items will merely b 


rted to the purchase of untaxed items 
The suggestion made by Secretary Snyder that a 25 percent 
uuld be used as a weapon for conserving materials is im 
propel \laterial conservation is now effectively controlled throug! 
NPA orders and is not a function of tax legislation nor does his pro 
posal give due consideration to the relative essentiality of various 
retary Snyder has estimated that $425 million in additiona 
revenue will be derived from the tax on consumer durable goods 
We question the accuracy of that estimate for two basic reasons: 
First: NPA curtailment orders already issued will soon restrict 
yn of these items at least 35 percent from recent levels, wit! 
tbacks still to come, and 
The high rate of the tax after it is pyramided in the channels 
on, will be a distinct sales deterrent and will, in my opinion 
further reduce sales of the taxed items 
The discriminatory nature of the proposed tax will disrupt 
conditions of the affected industries and threaten em 


5 
competitive 
ployment and business solvency. 

Congress in passing the Defense Production Act of 1950 very wisely 
LOOK precautions to avoid, as far as possible, a defense-mobilization 
program which would unnecessarily or arbitrarily convert the Ameri 
can system into a planned economy. Rather, you specifically charg: 

: rencies with the responsibility of giving consideration to 





eliminated and all extravagances taken 
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the needs of business, particularly of small business, and of the civilian 
economy. 

People don’t buy a new range or water heater because of style 
changes. ‘They buy these products when they need them. 

6. The postponment of the purchase of a new cooking range 
water heater to replace a worn-out applicance may ré 
hazard to health and property. 


or 
in actual 


| 
7. Even veterans’ and Government subsidized housing 
projects are burdened by this tax. 
It is simply taking it out of one pocket and putting 1t into anoth« va 
8. The cost to the public of a p\ ramided manufac , 
prohibitive. Tax authorities agree that any tax is bad if 
heavily on those le ast able to pay, or if the cost to th 
of proportion to the net return to the Government 
In our presentation last vear. we pointed out that 
‘esult of 
1 the Cy 


1949 paid approximately $86 million as a 
electric, and oi applhances, althoug! 


mly $50 milli 
In other wor onsumers paid approximately 
the Government lected 


B cause ol I nature of excise taxes 


ustification, we ymit that no excise tax should 
S| 


cooking ranges al wa I heaters They are 
bodily mfort are not luxuries Wi 
the ict il ah! 
Our positive 
needs of ow (rover! 
] That an emerge ( ta. ) impos 
on all manufactured consun foods, exce) 
emergency tax could be in addition 
traditionally been im { on such product 
_ a That this emervgele Li by imposed 
that Congress will hay in opvortunity to re 
venue needed r e@% fiscal veal It will 
C‘oneress to perm i@ tax to expire at the er 
vhen the tax revent 10 longer urgently n 
4 


‘ you KNOW 1 a. COOKING and wate eating appliances 


mposed in 1941 § a conservation measure on scarce materials, con- 
nued in a postwi | lod ; luction should hav been 
ouraged, not dis aged * same mistake must not be 
again. Your repeal : on la vear recognized the valid ty 
Statement 
3. That the need for in ased reven 


a ‘mini 
mum by careful study of the Federal bu 


ble sav 
ings and by more wid ‘ad adoption of the efficteney and economy 
measures proposed in the report of tl Commission. All 
tems in the nondefense budget not essential to the times should be 
appropria 


ons so long as the economies do not 


machine 


sy subst 
ods, for 


rmovernmen 
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which the administration says is required, and, at the same time 
spread the burden more broadly and more equitably 

If Congress should determine that the emergency tax be impose 
at the manufacturing level rather than at the retail level, a specifi: 
provision should be written into the law that the tax must be pass: 
along without mark-up so that the consumer will be paying only th 
exact amount of the tax collected by the Government 

In conclusion and summary, we request that the present excis 
tax on gas, electric, and oil appliances be repealed, and the needed 
revenue be raised by an emergency tax on all manufactured consumer 
roods, exct pt food and medicine, at the lowest possible rate. 

We have appreciated this opportunity to present our case to vo 
again, and shall be glad to supplement this brief either by answering 
questions from committee members, or by submitting further writter 
Statements upon request. 

Mr. Coorer (presiding). Does that complete your statement? 

Mr. Muupacu. Yes, sir. 

Mr. Coorer. Are there any questions? 

If not, we thank you, Mr. Mulbach, for your appearance and the 
information you have given the committee. 

Our next witness is Mr. E. A. Lindemann. 

Mr. Lindemann, will you come forward, please 

Will you give your name and address to the reporter, and the 
capacity in which you appear, for the record? 


STATEMENT OF EUGENE A. LINDEMANN, PRESIDENT, A. J 
LINDEMANN & HOVERSON CO., MILWAUKEE, WIS. 


Mr. LinpeMann. My name is Eugene A. Lindemann, and I am 


president of the A. J. Lindemann & Hoverson Co. of Milwaukee, Wis 
Mir. Coorer. About how much time will you need for your state 


? 


ment, su 

Mr. Linpemann. About 3 minutes 

Mr. Cooper. All right, sir. You are recognized. Go ahead 

Mr. LinpemMann. The A. J. Lindemann & Hoverson Co. manu 
factures and sells electric ranges, electric water heaters, kerosene 
stoves, and ranges, household refrigerators and freezers 

On February 20, 1950, | appeared before your committee to urg: 
the repeal of the 10 percent manufacturer’s excise tax, particularly as 
it, al that time. related to cook stoves and water heaters. The argu 
ments given in favor of repeal then are still valid arguments, and they 
are made in detail on page 1638 of the record of the proceedings ol 
your committee in those hearings 

At that time also I was supported in my arguments by local No 
336 of the UAW-CIO, whose supporting letter is also in the record. 

[ am informed at this time that these hearings are limited to means 
of producing more revenue, and cannot help but repeat that we and 
many of our associates in the industry are unalterably opposed to 
excise taxes on our products, and will continue to be so opposed. 

Our contention was upheld by vote of the House of Representatives 
which accepted the recommendation of your committee to repeal thes: 
taxes at that time. 

Knowing the state of the Nation and the emergency confronting 
us, we now believe that an emergency tax should be substituted for 
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the present excise tax. This emergency tax should have the following 
features: 

1. It should have a definite limitation of term for a stated time, 
say, 1 or 2 years, and should not be automatically renewable except 
by action of Congress at the expiration of that term. 

2. Since the practice in the industry has been for distributors and 
dealers to pyramid these taxes, the consumer pays an added cost for 
the product far greater than the Government collects in taxes, some- 
times as much as 100 percent more. The tax should be carried for- 
ward in dollar amount, and the percentages of overheads of the dealers 
and distributors should not be allowed to be applicable on the amount 
of the tax. This will serve two purposes: (a) To keep the cost of the 
appliance lower; (6) as a deterrent to inflation 

| The reneral base of this type of emergency tax should be 
broadened to include such manufactured consumer items as are not 
presently under excise taxes To do otherwise would be to continue 
the discriminatory feature of this tax against this industry and this 
line of products. 

[ have had conversations with the executives of the union in our 
shop, and they agree wholeheartedly with the above outline, just as 
they previously agreed with the testimony given before the committee 
a year ago. ‘The members of the union feel that to have a tax as high 
as the one proposed will in the future be seriously detrimental to their 
jobs, and I agree with that thought 

[t will also be detrimental to our own business, since the tax in the 
amount proposed would raise the prices of our products so high above 
those of other household items that the purchase of ours would be de- 
ferred in favor of appliances which might not be so expensive 

Thank you for giving me this privilege of presenting my views to 
the committee 

Mr. Cooper. Does that complete your statement 

Mr. LinDEMANN. Yes, sir. 

Mr. Cooper. Are there any questions 

If not, we thank you, Mr. Lindemann, for your appearance and the 
information you have given the committee 

Our next witness is Mr. Mare W. Pender. 

Mr. Pender, will you come forward, please, sir? Will you give your 
name and address, and the capacity in which vou appear, for the 


record? 


STATEMENT OF MARC W. PENDER, REPRESENTING THE HOTEL, 
RESTAURANT, AND COMMERCIAL GAS EQUIPMENT DIVISION, 
GAS APPLIANCE MANUFACTURERS ASSOCIATION, NEW YORK 
CITY 


Mr. Penner. My name is Mare W. Pender, and I am appearing 
here as a representative of the hotel, restaurant and commercial gas 
equipment division of the Gas Appliance Manufacturers Association of 
New York City. 

| am also vice president of the American Stove Co., manufacturer 
of Magic Chef Ranges, with headquarters at St. Louis, Mo. 

Mr. Cooper. What is vour address, please? 

Mr. Penner. St. Louis, Mo. 
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Mr. Coorer. About how much time will you need for your stat: 
ment? 

Mr. Penper. Nine minutes. 
Mr. Cooper. You are recognized. You may proceed. 
\lr. Penper. Among the suggestions for revision of our tax stru: 
ture which have been urged before vour committee to meet the prese 
emergencies is that of retaining and increasing the present exci 
taxes. With a few small exceptions, the proposal does note onstitut 
a broadening of the base for excise tax, but rather a substanti 
increase in the rate on those items already taxed 

In other words, rather than seeking new products to share the ta» 
load, it is proposed that those already carrying it should have th: 
burden increased up to 2% times the present rate 

In 1941, Congress was, as it is today, faced with the problem « 
placing the Nation on a defense footing. The 1941 Revenue A: 
imposed a number of new excise taxes, many of which were on busin 
and commercial equipment 

By 1942, Congress recognized the undesirability of taxing business 
and production items; it repealed the tax on electric signs, rubb: 
articles, commercial laundry-type washing machines and opti 
equipment, all solely or primarily business items 


In the same year it removed the tax on commercial-type refriger- 


ators and on certain cash registers. Only a year ago, your com 
mittee proposed sweeping revisions with respect to excise taxes and 
continued the policy of lightening the tax burden on commercia 
items 

At a moment when the strength and services of the Nation must 
turned into defense channels, it would be of most questionabl 
wisdom to place a further tax burden on essential tools for produ 
tion of the Nation’s food, to ask those items to bear the load whil 


many other less essential items go free 


Let us consider briefly what such a selective tax means in a 
essen! al uné riaking 

The commercial cooking equipment industry provides the ess 
tial tools for perhaps the most multitudinous undertaking in th 


\ ; 
\a 


ion: namely, mass feeding. It has been estimated that Ame! 
cans eat somewhat over 20 billion meals per vear away from hom« 
There are over one-half million feeding establishments in the United 
States, includu y restaurants, hotels, hospitals, industrial cafeterias 
and the like. No steps should be taken which will necessari! 
increase the cost of the meals thev provide 

At a time when the cost of food and the threat of inflation a: 
matters of widespread concern, why is the essential equipment for 
production of a daily necessity placed in that group of items upor 
h the excise tax is not only proposed to be retained, but is eve 
24, times? 

If we are faced by a national emergency it is everybody’s emergen¢ 
and everybody should meet his share of it. The danger is not selectiv: 


} 
whit 


to be increased 


and the measures to meet it should not be 

Your committee is faced with the problem of raising revenue 
meet the increased expenses of Government in marshaling the strengt! 
of the Nation to its defense. Kveryone iS fully aware that this wil 
cost large sums of money. The people stand ready to accept th 


responsibil the same way that they have accepted the draft 
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increasing controls upon materials and other defense measures, No 
one expects his taxes to be reduced. 

If an excise tax is to be continued, then let it be an equitable one. 
To single out a group of items and subject them to tax for reasons of 
convenience or expediency is not equitable. 

Your committee would not, for example, endorse a plan whereby 
higher rates of corporate income taxes should be paid by manufac- 
turers of certain products only, while other manufacturers went tax- 
free. Yet, in effect, this type of discrimination exists under the present 
excise tax, where a selected group of items only is taxed. 

The need for revenue points clearly to its own solution. Excises 
must now be spread to the many industries which have until now gone 
excise-free. The vast volume of items produced and sold in the 
Nation offers an adequate basis for an ‘‘across the board’’ excise at 
retail level which will not only provide the revenue desired, but will 
ilso be fair. 

Why should our taxing system seek to limit itself to additional 
burdens on the traditional items and ignore sources of revenue still 
intapped? Why, for example, should the manufacturer of gas com- 
mercial cooking appliances be taxed while the manufacturer of a mul- 
tiplicity of other items is not? 

We advocate an excise at retail level and in which each product 
bears its fair share of the burden of taxation, not an excise in which 
the few must carry the many. 

It has been argued that the excise tax offers a convenient means for 
controlling consumer demand on critical materials. This is doubtless 
true. But this is a type of control which is again inequitable. It has 
the simple effect of pricing the article in question out of the buying 
range of many consumers, but leaving it within the reach of those who 
can afford to purchase it at any price. This is not a democratic 
process. The system of controls now in effect adqeuately meets the 
need in a far more sensible way. 

An “across-the-board” excise tax in which each product bears its 
fair share of the burden and imposed on the retail sale, presents not 
only the most equitable source of revenue, but also one free of infla- 
tionary threat. As a problem confronting Congress, defense against 
nflation ranks with defense against aggression. 

It is well known what happens to the excise imposed at manu- 
facturer level and how it pyramids. The moment it has been added 
to the selling price, the tax is, in effect, collected by the Government 
and ceases to be a tax. If this were all that is passed on to the con- 
sumer, there would be less room for concern. But it isn’t. The 
excise of a moment ago has now become a price rise. 

And as it passes through the hands of jobber, distributor, and 
retailer, and its price takes on the mark-up of each of those, the $10 
originally added to cover the excise can by itself snowball into $15 by 
the familiar pyramiding process. 

Thus, what began as an excise tax has now become an inflationary 
price rise, and inflationary price rises are to be avoided. 

No taxing plan should be permitted which will cost the taxpayer 
more than his tax, and which not only collects a tax, but also creates 
a mark-up on tax. 

Why should the consumer, including Government food service 
facilities, institutions, hospitals, and the armed services, as well as 
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commercial food service establishments, have to pay 45 cents 
order that 25 cents in tax may be collected? 

At a time when the Government has created both legislation ar 
machinery to control prices and halt inflation, is it not inconsister 
for the same Government to continue in operation, and even 
consider increasing, a tax plan which itself pushes the inflationa 
spiral upward? 

If the consumer is the one who ultimately pays the tax, and he 
then let him pay the tax imposed and no more. He deserves to 
met fairly 

Rather than raise the rate of an excise at manufacturer level, 
excise Which pvramids on its way to the consumer, we submit th 
an excise on a broader base at retail level will have far more saluta: 
results, besides producing the desired revenue. 

The task which your committee faces is not only a crucial one b 
cause of the pressing needs for revenue, for protection against infl 
tion, and for an end to discrimination, but also because yours will 
the initial revenue bill of the emergency. The pattern you set no 
mav last a long time. Once imposed, taxes become increasing! 
dithy ilt t« change 

In conclusion let me say this: First, none of us seeks to avoid | 
fair share of taxes or the responsibilities the emergency imposes. 

Second, pressing considerations of inflation dictate the need for a 
anti-inflationary tax scheme, and for reasons well known this mear 
etail rather than a manufacturers’ excise 
Third, the need for revenue requires equitable taxation on a bro 
base, bringing in products heretofore enjoying exemptions, whi 


must now take their place in the ranks beside those who have cart 
the excise tax load for them through the vears. No longer should 
be said that, ‘‘ Never have so many owed so much to so few.” 
Mr. Cooper. Does that complete your statement, Mr. Pender 
Mir. Penp! Yes, sir 
Mr. Coor1 Are there any questions’ 
Mir. Mason. Mr. Chairman 
Mr. Cooper. Mr. Mason 


Mir. Miason. The sewing machine representatives made the dist 
point that a tax upon sewing machines was essentially a tax up 
arme? or clothing, especially the 300 mullion items of cloth 


that are made at home 
You make the point that a tax on these stoves woul | be Aa tax up 


food, upon which this committee would not think of imposing a t: 
Ll think that is a very cood point 

You also reemphasize, shall | say, that this excise tax on stoves 
discriminatory, excessive, illogieal, and that it will be pyramided, a1 
that for those reasons it should not be imposed 

| think that is a fair summary of your testimony, is it not? 

Mr. Penner. That is a very good summary, sir. 

Mr. Mason. Thank you, sir. 

\lr. Cooper. Are there any further questions? 


If not, we thank you, Mr. Pender, for your appearance and 
information vou have given the committee 
Is Mr. Thomas F. Kelly here now? 


Mr. Keuuy. Yes, sir. 
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Mr. Cooper. Will you come forward, please, Mr. Kelly, and give 
your name and address and the capacity in which you appear to the 
stenographer for the record? 


STATEMENT OF THOMAS F. KELLY, REPRESENTING THE VACUUM 
CLEANER MANUFACTURERS’ ASSOCIATION 


Mr. Ketiy. My name is Thomas F. Kelly. I am connected with 
the Vacuum Cleaner Manufacturers’ Association, 1070 East One 
Hundred and Fifty-second Street, Cleveland, Ohio 

Mr. Cooper. About how much time will you require for your state- 
ment? 

Mr. Ketiy. Ten minutes 

Mr. Coop! R You are re cocnized You may proce ( d 

Mr. Ketity. Thank you 

My name is Thomas F. Kelly, and I represent the Vacuum Cleaner 
Manufacturers’ Association, comprising 18 of the 22 manufacturers of 
vacuum cleaners in the United States, and on behalf of this important 
ndustry respectfully request that no excise tax be imposed on vacuum 
cleaners 

Mr. Jenkins. May I say, in this connection, that Mr. Kelly has 
been representing this great organization for many years and is an 
outstanding expert on that industry 

Mr. Keutty. Thank vou, Mr. Congressman 

| want to remind you that an excise tax of 10 percent was placed 

vacuum cleaners in the Revenue Act of 1941, but that C , 

its wisdom removed this tax 1 the Revenue Act 
reasons set forth “at tl! Litnne and which are still QDDIiLe« 


lt was our desire then, as it is now, to seli vacuum cleaners at the 


lowest 


price possible so that this great labor and health saving utility 


could by made available to the vreatest number of peopie who should 
have a vacuum cleaner in their home 

According to the most recent information, 
wired homes of this country are today 
ecent survey indicat the prin ipal reason 

An excise tax of 25 percent would put it 
of these people lo Led 1 Vv city, town, and village, and along th 

iral electrification lines of this country. 

Congress should not mpose this tax to depriv these people of this 
Treat necessitVv as it is not only a creat labor-savine appliance, but a 
safecuard to the health of our peopl ; 

We would like LO po nt out the reasons that a vacuum cl aner is an 
absolute necessity in every home and nothing should be done to increase 
ts price. , 

Kirst, it saves the time and energy of every housewife. The use 
of a broom or carpet sweeper, rather than an electric cleaner, more 
than doubles the time required for house cleaning. Using a broom 
to sweep a rug requires more strenuous work for a longer period than 
s spent with a vacuum cleaner and the dusting operations which of 
necessity follow the sweeping adds another time period probably 
equal to that spent in sweeping 

We, of course, want to point out that even a broom will not clean 
floor coverings that have now for many years been designed for 
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vacuum cleaning; the broom simply moves the surface dirt from on: 
place to another and does not touch the disease laden deeply embedded 
eTit. 

As we progress further in a defense economy such savings of time 
will become even more important. More and more women will b: 
called upon to play two roles, housewife and defense worker. No 
woman can help serve such national needs and simultaneously giv: 
necessary care to her home without the aid of such appliances as the 
vacuum cleaner. 

The people who do not now own a vacuum cleaner do their own 
housework and nothing should be done to deprive any housewif 
from purchasing a vacuum cleaner by adding this exorbitant tax. 

[t helps to protect human health. One gram of ordinary household 
dust collected by a vacuum cleaner, an amount equivalent to about a 
teaspoonful was found to contain as many as five million germs by 
Dr. Murray P. Horwood, associate professor of bacteriology and 
public health, Massachusetts Institute of Technology, Cambridge, 
Mass. 

It is the lurking germs of household dirts that many times accounts 
for the occasional and otherwise unexplainable breaking out of some 
illnesses amongst the members of a family. 

l'uberculosis has been very properly diagnosed as a house disease 
and the treatment prescribed for it well proves this fact. It seems 
reasonable to assume that the decline in the rate of tuberculosis vic- 
tims is due partly at least to the use of the vacuum cleaners in about 
50 percent of the wired homes. 

Household dirt is well recognized as being both destructive to fur- 
nishings and a menace to health. Dirt embedded in floor coverings 
mexposed to air and sunlight soon decomposes into filth in which 
disease germs of many kinds are propagated. 

Let us picture a young mother with a baby that crawls on the floor. 
Do not do anything to force up the price of a vacuum cleaner so that 
she cannot keep her floor coverings free of disease laden dirt. 

{re you going to deprive her of buying a vacuum cleaner? We are 

ire that your answer will be no, and that you will decide not to place 
al excise tax on vacuum cleaners. 

bout moth damage: It is a well-known fact that damag: 
done by moths in the homes of our country is greater than the damag« 
done by fires. It is also well known that moths thrive best in dust 
and dirt infested fabrics. 

Eternal vigilance in the removal of dust and dirt is the best moth 
protection that a home can have and without the aid of a vacuum 
cleaner, a satisfactory job in this regard cannot be done, and hence 
an unavoidable exposure to expensive and distressing moth damage. 

It is our understanding that the suggestion that an excise tax be 
imposed on vacuum cleaners is to curtail the use of critical materials. 
Gentlemen, a tax is not necessary for that purpose. The National 
Production Authority is doing a splendid job along this line. 

The vacuum-cleaner industry is meeting this situation by substi- 
tuting other less critical materials and we will continue to do so to 
help this great emergency. 

In addition, the sale of vacuum cleaners has and will continue to 
be restricted by the credit regulations of the Federal Reserve System. 
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The vacuum cleaner is not a luxury. No other appliance has done 
more to relieve drudgery in the home, save the time of the busy 
housewife, help solve the moth problem, preserve home furnishings 
and contribute to the health of the family and the Nation, than the 
vacuum cleaner. 

A vacuum cleaner is needed in every home. The home cannot be 
kept clean otherwise. There is no substitute for a vacuum cleaner, 
because there is no place where a housewife can send her home to 
cleaned. 

Every home without a vacuum cleaner should be able to ge 

; reasonably as possible. Think of the farmers served with 
ricity through the RE \. These people need and want vacuum 
leaners Are you going to force them and other people tO pay greatly 


creased prices because of an exorbitant excise tax when they do 
) 


not pay excise taxes on other comparable articles 
Why discriminate against this labor-saving appliance when you 
do not put a tax on brooms, carpet sweepers, mops, or any other 


appliance e used in helping to keep the home clean? 

It is a fact that the imposing of an excise tax of 25 percent on a 
vacuum cleaner raises the retail price sufficiently to materially affect 
ts sale and overencourage the purchase of other appliances not 
threatened with this excise tax. 

The average retail price of a vacuum cleaner in 1950 was approxi- 
mately $79.50, and an excise tax of 25 percent would increase this to 
approximately $99.50, and would definitely place it out of the reach 
of most of the 16,996,000 wired homes without a vacuum cleaner. 

The manufacturers’ price on the above average retail price of 1950 

ould be approximately $39.75, therefore, the tax of 25 percent would 
be $9.94 on each average priced cleaner, but as the distributor or 
wholesaler and retailer is entitled to his mark-up on this new price, 
the customer has to pay an extra $19.88 to enable the Government to 
collect this 25-percent tax. 

In our desire to make this statement as brief as possible, we have 
not attempted to point out all of the reasons to determine that a 
vacuum cleaner is necessary in every home, and, therefore, | am 

ttaching to this statement a booklet published by the association, 
entitled “Why the Vacuum Cleaner is Essential.’”’ It deserves your 
careful study. 

To indicate how important it is to have a vacuum cleaner to clean 
loor coverings and even bare floors, I want to tell you what happened 
during World War II 

When the production of vacuum cleaners was discontinued, the 
Federal Government immediately froze all vacuum cleaners in manu- 
facturers’ warehouse stocks and none were released until they deter- 
nined what they considered sufficient for their requirements. 

The United States Government understands the great need of having 
a vacuum cleaner from a labor saving and health standpoint 

In closing we respectfully request that no excise tax be applied to 
vacuum cleaners for these reasons: 

1. It will increase the price of a vacuum cleaner to such an extent 
as to prevent it being purchased. 

2. This great labor-saving appliance should be made available as 
reasonable in price as possible. 

79120—51—pt. 3——_51 
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leaner is a disease preventative 

mum cost to a 
be no discrimination There is no tax on broor 
mops, and other 


her appliances used in helping to ke 


and should be ma 
customer 


uum cleaner is often referred to as an appliance 
lity in the home or wherever there are 
home furnishings and, gentlemen. you are not 


Carpe 
Lax 
SVSLeEMm,. et cetera. 


Cl 
tax on home furnishir 


] ' 
cicaners that Ie 


on. ) 


er efore, should 1 
American housewife has 


home clean Do not 


1 
‘uum clean 


the rec rd. 


rr 


TEMENT OF OSCAR M. MANSAGER, REPRESENTING THE 
HOOVER CO., NORTH CANTON, OHIO 


Oscar M. Mansager, and I am maz 


Division ol the Hoover C'o.. of Nor 


ou Mav proce 


behalf of my employer, whos 


an “iit Ol Hoove! Klect 
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First, we want to support the request of the Vacuum Cleaner Manu- 
tacturers Association that no excise tax b imposed on vacuulml 
cleaners 

However, uf this requ rranted, we are asking that a great 
nyustice > Ch te ‘it b sel up a sep ‘lassification 
covering vacuum cleaners in the Revenue Act of 
amendment to the Internal Revenue Code 

If the tax is applied under the present Internal Revenue Code, a 


customer would have to pay 20 to 70 percent more tax on a Hoover 


eane!l than onu ( ) t make selling a th 


This 


ili) le 
of the lioove ’ 


it 


sold and billed | 


istactoryv \ m that home ad ionstra- 

1 this reason that the first rred to, 
Hoover resale pla an into being 

On the Hoover resa pia the Hoover Co. supp! their dealers 


ration paid by the Hoove! ( 


THOIZAtion, une I Is! 


at the de: I 
5. Many other iten , Sur f porte I nel from fac- 
v, clerical salaries, rent supplies, telephone ex] ,s al security, 
d personal-property taxes are supplied by the Hoover Co 
Chest expendit ir are all a part of the wholesalers or retailers 
] hy 


‘excluded from a manultacturers 


ponsibility and, the re, should 
‘ed, Hoover el 
percent According 
erchandise of this typ 
ers’ billing price to the wholesaler or 
he Hoover Co., excise 
would appiy t : f the au price OF a Hoover cleaner, 


hat is the 
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The Hoover resale plan has been in operation for more than 
years The services rendered to Hoover dealers represent a cost 
the Hoover Co. of more than 35 percent of the retail price of mer 
chandise so sold. 

When you total the Hoover Co.’s retail sales cost of 35 perce: 
and the dealers’ discount of 15 percent, you have an actual retu: 
to the Hoover Co. of 50 percent of the retail price. 

We contend that this 50 percent of retail should form basis f 
computing excise tax on Hoover cleaners and other merchandise so 
in a similar manner. 

Second, net dealer plan: 

This plan used primarily in the smaller communities and represen 
about 25 percent of the Hoover Co.’s cleaner volume 

Under the net dealer plan, the Hoover Co. sell cleaners direct 
the retail dealers; therefore, functions as its own distributor on su 
sales 

As a distributor, the company contributes to the dealer ret: 
sales by carrying out an extensive dealer-employee training progra! 
and assisting the net dealer in many ways in merchandising Hoover 
cleaners 

Cleaners are billed to net dealers on an outright basis at varyil 
discounts, 35, 38, or 40 percent from retail 

According to the present code, if an excise tax were to be imposed 
it would be calculated at our billing price to the dealer, or on 60 to 65 
percent of retail. 

We maintain that allowance should be made for our function as a 
distributor and that no excise tax should apply to what is normally 
a distributor sales expense. 

In the industry, manufacturers’ excise tax is usually applied to 50 
percent of the retail price. Therefore, for the Hoover Co. to be con 
petitive, we contend that any excise tax imposed on Hoover cleaners 
should be computed on that same basis. 

We maintain that this is the only fair basis of computing an _ excis« 
tax. That it should be applied to 50 percent of the retail pric: 
whether the cleaner is sold on the Hoover resale plan, or whether it 
sold direct to a dealer. 

In the one instance, the Hoover Co. actually sell the cleaners 
retail for the dealer, while on the other plan, they function as a dis 
tributor or wholesaler. 

This inequality has been discussed with representatives of t! 
Treasury Department, the Internal Revenue Bureau, and the Jon 
Committee on Taxation, and we feel that we can honestly say that 
they recognize the unfair position that the Hoover Co. has in tl! 
situation 

We are, therefore, requesting that if vacuum cleaners are not © 
empted, that provision will be made in the proposed revenue act 
correct this situation. 


We are attaching a suggestion as to how this could be accomplish« 

In summarizing, we contend: 

1. The Internal Revenue Code does not provide for imposing a! 
excise tax on an equitable basis on various brands of vacuum cleanet 
The reason being that there is no uniform sales plan followed in t! 
vacuum cleaner industry. 
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2. While we are confident that you will not impose an excise tax on 
vacuum cleaners for the reasons outlined by Vacuum Cleaner Manu- 
facturers’ Association, we want to point out that according to the 
present code, if a tax were to be applied that the tax on a Hoover 
cleaner would be 20 to 70 percent greater than on a competitive make 
selling at the same price. This is brought about by our discounts to 
dealers varying from 15 to 40 percent from retail. This would repress 
Hoover cleaner sal Ss and would be discriminatory. 

3. All we ask is that if an excise tax is imposed on vacuum cleaners, 
that this great injustice to the Hoover Co. be corrected. 

Suggestion for amending paragraph (b) of section 3441 of the 
Internal Revenue Code, which fixes the base for the tax. ' 


could be amended to read as follows: 
If an article is: 1. Sold at retail: 2. Sold on consignmen J 


through dealers by the direct selling services ol the manufac- 
wer; or 4. Sold (otherwise than through an arm’s-length transaction 

t less than the fair market price; the tax under this chapter shall (if 
ed on the price for which the article is sold) be computed either on 
the price for which sum articles are sold, in the ordinary course of 


ade, by manufacturers or producers th reof, as dets rmined by the 


(Commissioner, or, when sold under the circumstances set forth in 


move, on the price for vhich such arti les are sold, less fair allowance 
for such direct selling services furnished by the manufacturer as 
determined by the Commissioner; and in such cases where the manu- 
flacturer sells 50 percent or more of his products unde! ) above, then 
all of his sales shall be computed on the same basis 

Thank you 

Mr. Cooper. We thank you 

\re ther 

Mr. JENKIN hairman 

Mir. Coopet iT I sins, of Ohio 

Nh Ar NKINS Nov then, as | unat rstand it Ve ave talk dd with 
he representatives of the Treasury Departmet 
Revenue Bureau and the Joint Committee on Tar 

Mir. Mansacer. That is right 

Mr. JENKINS nd they are thoroughly fan 


Inte rnal 


i 


r. MANSA rk. That is right 
r. JENKINS : understand tt 
easury and Inte: 2 Rey nue have 
change? 
Mr. MANSAGE! Thev hi: ail 3 rreed that some change should be 
ide for our product 
Mir. Jenkins. And you se it ‘ in vour statement, do 
uu not? 
Mir. MaANSA 
Mir. Jenxki Ths all, \fr. Chairman 
Mir. Cooper C anl for vou appt 
nm vou have o ‘ 
Our next \ 
i Mr Krall 





2328 REVENUE REVISION OF 1951 


STATEMENT OF J. H. OVERMYER, DEERFIELD, MICH., SPEAKING 
ON BEHALF OF JOSEPH W. KRALL, AND REPRESENTING THE 
REFRIGERATION EQUIPMENT MANUFACTURERS ASSOCIATION 


Mr. Overmyer. Mr. Chairman and members of the committ 
my name is J. H. Overmver. [am with the Reveo Co., Inc., of De 
field, Mich 

I am substituting for Mr. Krall, who is ill 

Mr. Coorer. About how much time will vou need 

\ir. Overmyer. About 10 minutes 

Ir. Coorer. All right, sir, vou may proceed 

Mr. Overmy! Mr. Krall is executive vic presid 
Fixture Corp., of Niles, Mich., a company engaged in the man 
and sale of commercial refrigerators and food freezers 

He is also chairman of the food f eeZer section of the Refrigeration 
Equipment Manufacturers Association. This association is composed 
of manufacturers of refrigeration and air-conditioning parts, supplies 
and equipment 

I am appearing before vou for only one purpose: to help convin« 
vou that food freezers are not a luxury, are essential, and as such 
should not br ubj ected to excise taxation 

Nhat \ others have testified in 2 mila Inanner not only on foo 
freezers, but on other products as well. Several have presented argu 
ments for the elimination of all excise tax and have suggested oth: 
forms of taxation instead 

[ am a manufacturing executive and readily admit that the appli 


cation of taxation in any form is not within my field of experienc 


and quickly leave iat » vou and others of less authority to decid 


and admunistet 
As a manufacturer of food freeze amiliar with th nd use of th 
product and the need it fulfills, I feel qualified to testify in this cor 


nection 
Secretary Snyder framed his recommendation for additional revenu 


from excise taxes In terms of a tax on 


Those cons 


be 


The essentiality of food freez od ed later in this stat: 
ment Therefore, let us discu l { ;  OXC! li as a mediul 
for controlling materials 

Did Secretary Snvder mean thi CSE | Is using critical materia 
would automatically be in short supply or eliminated entirely? — If so 
how wo ild the N ition’s Income by in reased by taxation of items th: 
would not be offered for sale? 

Or did Secretary Snvder implv that an excise tax on all items 
quiring materials nec ssary to the defense effort serve to divert co! 
sumer spending from these to other items that do not require criti 


material? 
if it is the la ! and | suspect it ts tf seems imeconceivable that o 


Government would spene lit rall thousands of dollars « ich and eve 
month for the function of the National Production Authority w 
complete legal right in the formation of rules and regulations regardin 


the allocation to industry of critical materials 
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The NPA has used its power to date by issuing several M orders 
which are controlling to the desired degree the consumption of critical 
materials. The executives of this important agency are being ad- 
vised constantly by advisory committees composed of executives 
fitted through experience to submit factual information as it pertains 
to production possibilities, quantities of raw materials, inventories 
wanted and required, importance of end-use produce legree of 
civilian curtailment necessary and on any oth bject 
scope of NPA 

Certainly you W ll agree that Mr. Manly FI! 
trator of N PA, would ret little assistance, and ne 
taxes. 

Furthermore, why require a consumer to pay 
tem to prevent making more of that item, to avoid « 
materials? District control will do that job and d: 
tion Much more can be said on that subject, but 


ments presented by others before me have gone 


to satisfy your committ 
Referring again to that portion of Secretary Snvder’s statemer 
“those consumer goods wl 


consideration the following facts relating to the ilitv of food 


| » ? } " ™ 
ich are less essenti: a } ior vol 


Ireezers: 

1. Food freezers store accelerated food production: 

During the past 5 years food 1reezi i” has come mnto widespread 
use as a new and better method of preserving and storing food, a 
method offering unusual advantages in time of national emergency. 
Greater food production, so necessary for a successful war effort, will 
defeat its own purpose and lead to waste unless ad quate means of 
storing quantities of food are prov ided. 

Early in 1942 our country was faced with a 
ave shortage. To alleviate this situation, eve 

ctory gardens Inexperience made it impossi 


the size of the crop and, conseq ut ntly, much spoiua 
in short supply resulted 

Today the home and farm freezer is a well-known ren 
accepted household necessity. Consumers aur surveys have 


rally 


found that it is listed either first, second, or thir individual 
householder’s list of most wanted items 

2. Food freezers conserve food: A food freeze 
preserve food in small quantites, and use left- 
are lost for the lack of low-temperature storage 
In consumption are unportant to our economy 

During war or ln a period of creat national emerge 
portant that every possible pound of food be conserves 


‘ 


ev, it is im- 
! and utilized 
to the best possible advantage. 

3. Food freezers—family locker plants: Increased use of processed 
frozen foods and manufacture of storage equipment have boosted 
food production to a point where the Nation is even now facing inade- 

late storage facilities. The Department of Agriculture stated in 

ine 1949 that during the war vears, many locker plants were per- 
mitted even in the face of sear ity of essential materials and equip- 
ment which were su 

Since the war, the number of locker plants, continued the Depart- 


ment of Agriculture, has increased at an average rate of more than 


f 
i 
1 
| 


ject to war priorities regulations 
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1,300 per year, and it is now estimated that there is a total of 10,6! 
in existence. 

[t has also been estimated that 1,750,000 pounds of food are no 
stored in locker plants in the country during the year. Of the tot 
locker plants in existence, approximately 74 percent are in commu: 
ties of 5,000 population or less. If locker plants were consider: 
essential during World War II, why shouldn't food freezers in ea 
individual home be considered equally as essential? Particular! 
since most of the locker plants are in communities of 5,000 populatix 
or less 

Surely frozen foods are just as essential to cities having more th 
5,000 population, and it is evident that more low temperature storag 
capacity is required. Through the use of food freezers considerab 
low temperature storage capacity can be placed in remote rural areas 
urban areas which now do not have locker plants, and in homes th: 
are unwilling to add to the profit required by a commercial lock 
plant operation. Assuming a thousand pounds of food per freez 
even 1,000 freezers provides storage for 1,000,000 pounds of food. 

food freezers provide nutritious variety: 

tensive research has conclusively proved that freezing does th 

for the largest variety of foods. Alli kinds of meat and fis! 
most all fruits, and practically all vegetables can be frozen. In edd 
tion, baked foods, precooked foods, and even complete meals can | 
frozen. 

Const que ntly = food freezer offers the largest s¢ lection of good food 
well preserved for long periods of time. 

In the almost forgotten past, home canning of foods was a rea 
ecessity and proved to be a real safeguard against starvation wher 
the family was hit by unemployment, unexpected expenses, and wher 
lack of transportation made it impossible to secure the foods requir 

Unfortunately, or fortunately, the laborious, time-consuming task 
of home canning is an almost forgotten art, unknown to many hous 
wives of today. 

\ccording to a report published in Industrial and Engineeri 
Chemistry on the effects on vitamin content of commercially cann 
foods at various temperatures over periods of 4 to 24 months, it w: 
observed that both temperature and time of storage had an adver 

fect on vitamin content, the degree of effect depending upon tl 
ular food and the specific vitamin. 

was also observed that food stored at lower temperatures show: 

tention of vitamins than those held at higher temperatures 
exceptions, all foods can be frozen successfully with fu 
ion of nutritive and vitamin content. 

Food freezers are food banks: low temperatures provide p! 
tection for large quantities of food for extended periods of time: ma! 
the food freezer not merely a convenient applicance, but a small lock: 
plant within the home designed for long-range planning of food supp! 
ood freezers attained their major growth from 1946 through 195 
During this period, more than 2,000,000 freezers of all sizes wi 
placed in service. The food freezer converts fresh foods to the froz 
State and preserves food in excellent condition for months, and up 

more on certaim products. 


manufacturer of food freezers, after intensive research throu 
tied States Department of Agriculture—Bureau of Huma 
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Nutrition and Home Economics—and the United States Bureau of 
Labor Statistics, estimates that by judiciously stocking and using a 
food freezer, a family of four can save approximately $25 per month 
These figures were based on the purchase of meat, poultry, desserts, 
and vegetables when the items were in season and prices corre spond- 
ingly low, plus the worth of leftovers which normally would bi 


thrown away Indeed, a food freezer is certainly a food bank. 

6 Food freeze rs relieve shortages caused by critical war mater Is: 
During World War 1] much of the food rationin r WAS due to lac k of 
containers which required critical materials such as steel, tin, and 
aluminum. Substitutes such as glass jars were hastily developed, 


but these required critical rubber for adequate sealing. 


Consequently, production of foods could not be properly geared to 
requirements because of acute shortages of containers 

Furthermore, the production of these containers required valuable 
man-hours and drew upon the overtaxed transportation facilities of 
the country. These factors, plus the food shortage which resulted, 
contributed largely toward the amazing development of the food 
freezer industry during the past five vears. 

The National Association of Frozen Food Packers r ports that the 
annual pack of frozen fruits and vegetables rose from about 300 
million pounds in 1941 to more than 750 million pounds in 1945. It 
is estimated that that 1950 pack exceeded 2,000,000,000 pounds, 
Figures revealed at the National Frozen Food Industry Conference 
held in Chicago early in 1950 indicated that the vear 1949 saw an 
increase of 38 percent in the tonnage consumption of frozen foods 
over 1948. 

An increase of 40 to 50 percent was expected for 1950. It is inter- 
esting to note that wherever frozen foods were in high demand one 
could be sure that food freezer sales were also high. In other words, 
the sale of freezers complemented the sale of frozen food. 

7. Food freezers conserve valuable man-hours: 

When properly using a food freezer, the average owner need make 
trips to shopping centers or produce markets approximately one-fifth 
as often as the individual without one. This means that less gasoline, 
oil, and rubber are used in keeping him fed; also, less shipping and 
trucking are required to stock the stores that ordinarily supply his 
needs. 

The Department of Agriculture states that five carloads of fresh 
vegetables equal one carload of frozen vegetables. The big difference 
is created by the compactness of frozen products, and also by the 
elimination of much of the inedible portion (pea pods, for example). 
These savings in space can effect great savings in transportation prob- 
lems, especially at times when our railroads and trucking lines are 
overloaded. Food freezing can also effect great savings in man-hours 
when all of us will be called upon to work longer, which means fewer 
hours for shopping. 

8. Food freezers—cooked food canteen: 

Precooked frozen meals are available commercially today and are 
entirely practical. To prepare them for eating requires only heating 
in the shipping carton or by other adequate means. 

I am told that practically every meal consumed on board a com- 
mercial airliner was prepared long ahead of the day it was consumed. 
In the event of an atomic attack, frozen meals stored in food freezers 
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located In rural areas would adequately provide for refugees fro1 
critical areas Every plan for civilian defense requires three iten 
in the respective order: (a) Medical care; (b) shelter; (c) food. 

Every individual can assist in doing something about the third iter 
through the intelligent use of food freezers. 

Food preservation is just as important as food productio 
Neve theless, an excise tax of LO pert ent was imposed on househol 
frige 1932. and extended to food freezers on November 

ary Snyder requests that this 10 percent be increase 


uthenberg, chairman of the board, Serve l, Ine . h 


the heavy do 


bsidies 1 


uc 


NPA issued order M—47 advising manufacturer 
msumption would have Lo be reduced by 20 percent oO! 
This order exempts from this restriction home an 


ers mm ¢ 


cess of iB: eubl feet Thus one (;overnment 
aiter careful investicath cided th 


d that home and farn 
at ieast a certain cl 


are not a luxury, but 
ssential end product 


Gentlemen, in conclusion the members of the food freezer sectior 


igeration Equipment Manufacturers Association earnestly 
there is no justification whatsoever in considering food 
ur that t ccise tax on food freezers should not 


? rte. ‘ ; 


ercent: rather, that serious con 

he complete elimimation of ¢ ‘xcise tax from 

is so necessary to the America 

Does that conclude 
Yes, sir. 


Are 


‘ 


there any questions? 
mver, we thank you for your appearance and tl 

1 have given the committee 
ER. Thank you, sn 

The next witness is Mr. Kurt L. Seelbach, president 

(ssociation of Food Equipment Manufacturers. 
i, will you conn rorward, please, and give your name 
and the capacity in which you appear to the stenog 
rapher, for ie record. 


your 


STATEMENT OF KURT L. SEELBACH, PRESIDENT, NATIONAL 
ASSOCIATION OF FOOD EQUIPMENT MANUFACTURERS 
CLEVELAND, OHIO 


\CH My name 1] ul y seelbac My 
Ohio : 
r. About how much time 
cu. About 5 minutes 
All right, vou may proceed 
\CH Ny hame 1s Kurt | Ss elbach I an here on behalf 
al Association of Food Equipment Manufacturers o 
the president I am also president ol the Cleveland 


Cleveland, Ohio 


home is 
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Our association is made up of approximately 60 manufacturers of 
heavy-duty food preparation and service equipment for use in hos- 
pitals, institutions, schools, hotels, restaurants, Army and Navy instal- 
lations, and so forth. Our products consist of such things as ranges, 
ovens, broilers, steam kettles, steam cookers, dishwashers, and kitchen 
machinery and utensils of all types 

Our annual volume of business ts estimated at $150 million. 

It is to be noted particularly that no part of the production with 
which we are concerned consists of household appliances which are 
sold at the retail level. On the contrary, all of the equipment with 
which our association is interested is sold through distributors to, and 
used by an industry which prepares food for public consumption. It 


' 


} 
; 


has been estimated that the users of our products prepare and serve 
to the public some sixty to seventy-five million meals daily. 

At present, a substantial part, but by no means all of the equipment 
which we make is subjected tO an excise tax. Cooking equip- 
ment which uses gas electricitv or oil for heat is taxed, but cooking 
equipment using steam for heat is not taxed. All other food prepara- 
equipment is not taxe d at all, even though employ- 
ty, or oil for functional purposes 


tion and servicing 
ing gas, electrici 

Thus it will be seen that there is no apparent consistency in the 
present method of assessing taxes on oul products but, more imortant 
than that, those of our products which are taxed are so handicapped 
notwithstanding the fact that they serve an integral and essential 
purpose in the important industry which provides meals for public 
consumption 


These items of commercial cooking equipment which I have men- 
oned are, I am to he Ont “tools of produe ni which are, at 
present taxe \ i elaring example, a gas oO { bake oven, 
manutactured bY Ohe OF OUl membet Is taxed U is to be installed 
na hotel kit hen, but he identical oven is not taxed it if is to be 


installed in a bakery 
(ons quently, we, the members of our association, feel that certain 


products are beu discriminated against in beime singled out for 
axntion 
Aside from the unfa ess there is another obvious objection. Any 
tax on the tools « mMiuction, or, in fact, at tax which is assessed 
v other than the point of final distribution tends necessarily to 
« figured into th st of production. The price of the product is 
mseq rently ine ased, and force is added to thi inflationary spiral, 
Not infrequently, I regret to say, more than the amount of the tax 
in all probal ilitv added into the final cost What starts out as a 


comparatively small vield collected from our taxable products may 


ecome considerably more than that amount by the time the public 

pavs the bill. This is true of anv hidden tax not only in our industry, 
yut in all others 

The President no doubt had this in mind when lh said i his mes- 

i this subje hy he excise tax should be “‘concentrated upon 

S essential consum ; voods ce Certainly OnL by sO doing cauh an 


se tax constitute a Drake on inflation. 

Now. vou may wonder what all that I have been saving has to do 
' efense and Gov- 
aesire to limit 


vith your present problem of meeting our cost of d 
nment [ am not unmindful of vour expressed 


these hearimes to discussions olf methods for providing additional 
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revenue. Nevertheless, I believed that it was important to provi 
you with some of the background of our thinking in order to gis 
point to the suggestions which I am about to make. 

It is our belief that, because of the certain inflationary effect of 
manufacturers tax on the tools and machinery used in productio 
it would be much to be preferred to assess an excise tax on less essent 
consumer goods at the point of final distribution. In order that t 
rate of tax may be as low 2s possible, let the base be Aas broad 
possible. Such a method would, we believe, come closer to providi 
the necessary revenue with the least damage to our economy. 

This is everybody’s country and our present situation is eve 
body’s problem. Its burdens must be as uniformly distributed 
possible 

However, if it be finally determined that adequate revenue canne 
be so obtained, and if you conclude that the need for more revenu 
outweighs all other considerations, or, in other words, if it be four 
that “tools of production’? must be taxed, then we recomme: 
instead of increasing the tax from 10 percent to 25 percent on tl 
small list of items of our manufacture now subject to tax, that th 
base be broadened by including all tools of production, and th 
assessment be made at the point of final distribution 

The tax on our products, the only ones now taxed, amount to 
mere $2 million annually. How much more could be realized by 
taxing all tools and machinery of all descriptions, in all industries, 
is impossible for me to estimate. Certainly it would be much mor 
than can be realized by increasing the rate to 25 percent on us alon 

In conclusion may I say that perhaps we, at the forefront of industry 
realize almost as well as you legislators just how critical the present 
situation is. We realize the great need for increased revenue and just 
how dangerously near we are to a runaway, catastrophic inflatior 
Because we, daily and sometimes hourly, are met with new and high: 
costs, and because it is most difficult for us to keep our busines 
adjusted to these changing costs, we are gravely concerned. 

We appreciate that drastic action must be taken. As a consequence 
we are not only willing, but anxious, to do all in our power to help t 
keep our government to a sound fiscal basis 

Thank you 

Mr. Cooper. Does that complete your statement? 

Mr. Seevspacnu. Yes, sir. 

Mr. Coorer. Are there any questions? 

If not, we thank you, Mr. Seelbach, for your appearance and 
information vou have civen the committee. 

Our last witness is Mr. C. G. Frantz, representing the America: 
Home Laundry Manufacturers’ Association. 

Mr. Frantz, will you come forward, sir, and state your nam 
address, and the capacity in which you appear, for the benefit of 


») 
record 


STATEMENT OF C. G. FRANTZ, REPRESENTING THE AMERICA) 
HOME LAUNDRY MANUFACTURERS’ ASSOCIATION 


Mr. Frantz. My name is C. G. Frantz. I am president of t! 
Apex Electrical Manufacturing Co., of Cleveland, Ohio. 
Mr. Coorer. About how much time will you require for yo 


> 


statement 
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Mr. Frantz. About 10 minutes. 

Mr. Cooper. All right, you may proceed. 

Mr. Franrz. I have been active in the manufacture and distribu- 
tion of home laundry appliances continuously for over 40 years. 

I appear before you today as a member of the American Home 
Laundry Manufacture: Association, with its headquarters in 
Chicago. 

lhe members of this association manufacture virtually 100 percent 
f the household washing machines, tumbler-type clothes driers and 
roners produced and sold in the United States. These manufac- 

irers total 30. They have their plants in 12 States, from Connecti- 

it to lowa, and Minnesota and from New York and Ohio to Ten- 
essee and West Virginia 

The association also has 53 associate members, suppliers of parts 


nd materials to the industry and with plants n 12 States The 


! 


} 
‘ 


ssociace members] ip in ludes this country s three iargest manu- 


facturers of household soaps and synthetic detergents 

\fv purpose in appearing here today is to urge, upon behalf of this 
ndustry, that no excise tax be placed upon household laundry 
ppliances 

Washers, driers, and troners are outstanding labor-saving devices for 
he housewife. As such, there is no substitute for them We respect- 
fully submit, therefore, that vour committee should set up no barriers 


' , ’ 
ow oOo; these appliances int merican homes, 


» the continued full 
the limit of permissible production 
Imposing an excise tax upon these appliances would price them out 
he range of those families evervwhere who. especial in these time S, 
most in need of such facilities 
The woman who for any reason ts deprived of the use of the washer, 
‘ier, and ironer, has two choices. One is to do her family washing by 
| hang it out to dry and finally, iron it with a hand Iron, This 
ives three laborious time consuming operations 
se of household washer I 50, on the other hand, saved 350,- 
1.000 workine d ely estimated, for more than 29.- 
000 women. 
omplished by the use of driers and ironers. 
Without home-laundry equipment, the housewife’s only other 


ice is to send her family’s washing, or part of it, to the commercial 


3 
I> 
i 


roportionate savings of labor and time were 


ndry The cost of such service, however. alwavs has been a sharp 
terrent to its use by manv families in the medium- to low-income 


kets. Commercial laundries already are suffering from the de- 
re of male and female emplovees for more lucrative employment, 


lar to the losses and consequen ssening ot ibility to serve 


ons, which occurred at eginning and in the continuance of 
World War IT. 
ven in normal times, moreover, commercial-laundry service always 
s been unavailable in great numbers of rural areas. It was im just 
ch farming sections, in fact, that household washers, of necessity, 
their beginning and continue to be indispensable 
Commercial-laundry facilities are also inadequate in areas of new or 
eased defense pro luction As to such areas the availability of 
isehold laundry appliances at reasonable cost plays a double rol 


ouraging families to move to such areas and freeine women fot 


st -production work 
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As recently as late in February the following statement was ma 
by Dr. Philip M. Hauser, a specialist on population, consultant 
Government agencies on manpower, and former Acting Director of t] 
United States Census: 

More than 5 million workers must be added to the labor force if Uncle Sam is 
get the same proportion of workers he had in World War II. It will be nece 
to draw more heavily than before on our women, especially those not tied to t! 
i | iren, on older workers, on youths. 


Our population has increased 20,000,000 since 1940. Already 
but 2,000,000 of the employable gain have been absorbed into ou 
labor force. The pool of jobless, fewer than 2 million unemplove: 


in December, is practically negligible. Our increase in producti, 


workers s agreed, will have to come from the home. 

But the increases in marriages and births during the past deca 
have restricted the availability of women for work outside their homes 
We have in this country 30,000,000 children under 10 years of ag 
or 9.000.000 more than in 1940. The exceedingly high birth rate of 
the past few vears will keep many mothers at home 

If other women who are available are to go into factory work in t] 

rency, as it is quite clear they will have to do, they must 
heir homes. The extent to which they will be permitt: 
abor- and time-saving devices as home-laundry equipment 
a major factor in determining whether they can be freed fi 
‘employment 

This is as true of the situation in which the farm woman fin 
herself, as it is in the case of the homemaker who lives in a city « 
Low! 
T March issue of Successful Farming magazine contains 
article, America’s No. 1 Farm Problem. America’s No 
farm problem, the publication asserts, is manpower. By the end of 

farmers will be short of help, the magazine declares 
wife always has been responsible for various important 
noultrv and the management of vegetable ar 
ne farmer increasingly is faced with a short 
in turn will find her own duties multiplic 
take over various marginal jobs to eas 
ad Her washer, a labor and time 


ome a great deal more necessary to the fart 


nana 

n ade available for wo 
factory, or on the farmst 
the valuable services they { 

least very greatly facilitated, o1 

laundry equipment 

e ilaunary equipment can be operated by any mem bh: 
Washing with it can be done actually at any ho 
lhe process is simple and short enough for a won 
her return home from work. The washing can 
of the family, or even by the father in the hor 
ashers, drvers, and ironers now in use fall 
needs and demand The ind 

it hich production rates through muc! 
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of the post-World War II period, yet millions of new homes and new 
families continue to lack such equipment 

There will be critical need of the appliances in all new production 
areas. Which may come into being and multiaby. as they did in World 
War Il. Even replacement of present equipment runs annually into 
million unit figures. 

We estimate that during 1950 approximately 245 million household 
washers were purchased by members of the wage earner and farm 
groups. This demonstrates both that home laundry appliances are 
labor-saving devices which are directly related to industrial production 
and farm production, and also that increasing their cost through the 
proposed tax would impose a substantial burden on the lower income 
croups. 

The problem of the cost to these people of a home laundry appliance 
unit is a real problem These people are faced with recent substalr 
tial increases in the cost of their food. They must pay more “wl 

lothing and other necessaries. . 

As for home laundry appliances themselves, there have been unavoid- 
able price increases. On top of this, the credit restrictions imposed by 
Regulation W of the Federal Reserve Board make it more difficult 

r low-income groups to obtain needed laundry appliances 

We submit that in the face of those conditions the Congress should 
not add another burden by placing an excise tax on home laundry 
appliances that would add materially to the ultimate cost . 

Home laundry appliances thus should be kept as fully available 
to our homes as is in keeping with material limitations as finally 
determined by other government agencies. They should continue to 
be availab le at lowest possible cost. because there 1S particular need 
for them in families of the lower income brackets. ‘hey should be 
available on the easiest possible terms. There should be no penalty 
on necessity. 

You quite understandably may ask: “But if we no excise tax 
on the laundry appliances used in our American homes, how shall we 
ro about obte aining r the additional revenue which is required in the 
present emergency?’ 

We believe that it is not properly the function of tl Am nerics 
Home Laundry Manufacturers’ Association to suggest Be deral revenue 
producing methods to this or to any other body of ou - Gove nment 

know, of course, that you are familiar already with arious pro- 
posals for S¢ ving 4 Fede ral financing difficulti: _ the — probably 
being that which has been made by sp Roswi i Magill committee. 

lf we were to venture an opinion, it would be to urge that the reve- 

le you are seeking should most ec vtainly be obtained through methods 
which are nondiscriminatory, which do not penalize the purchaser of 
lecessities as your proposed tax on home laundering appliances 
would do. 

We believe, further, that the revenue you are Se king should be 
raised by means which will constitute the least possible hindrance to 
the continued full, free use of any widely needed product or related 
group of products by any important sector of our national population. 

On behalf of the \merican Home Laundry creeper vied Asso- 

ition, I urge that you decide against the imposition of this p 
iscriminatory tax on household laundry appli unces and decide 
stead, in favor of their continued full availability as time- and 
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saving devices which are an essential home aid, especially in o 
present state of national emergency. 

Thank you. 

Mr. Cooper. Does that complete your statement, Mr. Frantz? 

Mr. Franrz. Yes, sir. 

Mr. Cooper. Are there any questions? 

lf not, we thank you, Mr. Frantz, for your appearances 
information you have given the committee. 

Mr. Frantz. Thank you, Mr. Chairman. 

Mr. Cooper. The committee will recess now until 10 o’clo 
tomorrow morning. 
The following material was submitted for the record: 


ENTATIVN rHE SIxTeEenta Dist 


l vacuu 
bracket; 


income brac 
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Attention: 
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MMITTEE ON Ways 
House of Represe 


EMEN 


ilation W, this pr 


Whereupor 
Ua. Mm., | 
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THURSDAY, MARCH 15, 1951 


House or REPRESENTATIVES, 
ComMITTEE ON Ways AnD MEANS, 
Washington, D. C 

The committee met at 10 a. m., pursuant to recess, in the Ways 
and Means Committee room, New House Office Building, Hon. 
Robert L. Doughton, chairman of the committee, presiding 

Mr. Mitts. The committee will come to order. 

The first witness on the calendar this morning is Mr. James B. 
Carey. Is Mr. Carey present? 

Mr. Sicgau. Mr. Chairman, Mr. Carey is unable to be here this 
morning, and he requested me to give his testimony for him 

Mr. Miuus. Will you give your name to the reporter and also the 
capacity in which you appear, please? 


STATEMENT OF BENJAMIN C. SIGAL, GENERAL COUNSEL, INTER- 
NATIONAL UNION OF ELECTRICAL, RADIO, AND MACHINE 
WORKERS, CIO 


Mr. Stcat. My name is Benjamin C. Sigal. I am general counsel 
of the International Union of Electrical, Radio, and Machine Workers, 
ClO. 

Mr. Mrius. You are here to represent the same group that Mr. 
Carey was to represent? 

Mr. Siegau. That is right. 

Mr. Miuus. Proceed. 

Mr. Sicav. I appreciate the opportunity to appear before the com- 
mittee to discuss the problem of taxes—one of the most important 
aspects of the mobilization program and the fight against inflation. 

In approaching this question, I should like to set forth the per- 
spective from which we view the whole matter 

We recognize that the free world is in a ficht for its very life a 
fight perhaps even more desperate than that waged against the Nazi- 
Fascist Axis. One reason for this is that the Communist movement 
has succeeded, to an extent far beyond anything approached by Hitler 
or Mussolini, in subverting or weakening nations from within. Com- 
munism has done this because it has been more clever than its prede- 

essors—directing its appeal to the working men and women, the 
lown-trodden, the impoverished, those suffering from social and 
political injustices. 

That this appeal of communism has been a false one, and that the 
people who have fallen for it have lived bitterly to regret it, if they 
have survived at all, is a fact that most Americans recognize. But 

indreds of millions of people throughout the world do not know it 


2341 
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We are now in a mighty effort to harness our physical, material a: 
spiritual resources to defend our way of life and to help other natio 
to defend theirs. We shall have to pay and sacrifice in money a 
materials and labor, and, as we are now doing in Korea, in blood. 

In a sense we are in a lifeboat, swept on by a storm create 
Communist imperialism. It will require all our skill and courag 
harbor 


’ 


ch an undertaking there must be certain rules, which st: 

the men and women of this Nation as being fair and equitable. O 
the most Das rules is that of equality of sacrifice To us th 

lt is one expression of the manner in which a \ 

arries on the kind of struggle we are now engaged in 

all sections of our population should be ealled upo 
yntribution, and to assume their burden, in propo 
to do so Unless we do that. we shall be false to 


nimate us in our struggle against Communist imperial] 


this point of view that I shall discuss this problem 
ecommendations. 
Snvder has asked for additional excise taxes to rais 
as part of a $10 billion tax plan. The reasons given 
Snyder for tremendous increases in the taxes on such artir 
consumption as beverages, tobacco, refrigerators, rad 
are that they are “less essential’’ or “‘use materials t!} 
rt supply 
Wo ol our basic objection Ss to the proposed ine ‘St in excise La 
from the very reasons given by Secretary Snyder in support 
First, the major items involved are not “less essential’: secor 
is no justification for using this discriminatory method to ratio 
ods which use materials which may be scarce. 
‘irst, on the question of essentialitv. There has been establish 
er congressional and Executive authority, a National Producti 


stration charged with the very purpose of determining wl 


ermining what scarce mater 


‘. 
or are not, essential and of det 

| have been in tour h with officials of the NPA 
ed that Secretary Snvder made no attempt to see 


information or advice regarding essentiality of produ 
materials should be saved, or how extensive the sav 
How, then, has Secretary Snvder decided what is ess 
has not stated any criteria The Treasury Departm 


on the other hand, does have the authority and is p 
to have the competence. As a matter of fact, NPA is 1 
‘a new order on this subject, and after examination of the 


is proposing that a wide list of consumers goods, which inclu 


of those listed by Secretary Snyder, may use scarce mate! 

at the rate of about 75 to 80 percent of the base period of January 
1950. For a number of products, which Snyder would presu 
all “less essential,’”’ the NPA has prohibited use of copper a: 

ium after April 1. NPA has just now set up an Offic 

ian Requirements, for the express purpose of seeing that civili: 

ary products when and where they are needed. 

he one hand we have the official agency of Governm 

responsibility of determining essentiality of civil: 





REVENUE REVISION OF 1951 2343 


products and the use of scarce materials, making its own findings and 
establishing specific controls. On the other hand, we have the 
freasury Department attempting to use the taxing power of Govern- 
ment to exercise controls, crude as it may be, over production of 
various types of consumer goods. 

Furthermore, while proposing greatly increased taxes on things 
vhich NPA has not found to be nonessential, Secretary Snyder does 

t propose to place taxes on a wide list of goods that NPA does 
consider nonessential, in terms of use of scarce materials 

We respectfully Suggest that either eecretary snvyde! ay 
explain his basis for determining essentiality, and rest 

oods because they require scarce materials, or the NPA bi 

ve its views on this question 

Perhaps Secretary Snyder deems the goods covered by 

ogram as luxuries. But we are not concerned with mink coat 
it seems clear, for example, that in our modern age a refrigerator is 
not a luxury, but a necessity It is a means to preserve food from 
poiling, and should be treated in the same catego , 

Certainly also a radio, and to a lesser degre 
stitutes a necessity rather than a luxury Rath 
discourage sales of these it ms, an enlighten: d Governn 
doing the reverse—to make sure at least that « very home has a radio 
This is necessary not only for the instant need to communicate for 
emergencies of civilian defense, but also to proy de education, instruc- 
tion, training, and accurate information on the many problems, 
particularly mobilization policies, that lie before us 

| would include also cigarettes and beverages among th: cessities, 
especially in the tense long days of work we have ahead The relaxa- 
tion and release from tension which they provide is a 
production. I certainly feel also that if we are to « upon millions 
of women to enter our defense factories, we should try to reduce their 
omestic burdens To place a large tax on one of the most important 
household items—washing machines—thereby putting them out of 
the reach of many workers, is really extraordinary shortsightedness 

Again, workers will be asked by the manpower agencies to come to 
ork in defense plants from longer and longer distances. Does the 
Government propose to “encourage”’ this effort to recruit new man- 

wer by boosting the price of both autos and gasoline? 

Our second basic objection to high excise taxes on essential or 

cessary goods is that they constitute a dis riminatory method of 
itioning those goods on the basis of ability to buy and not on the 
basis of need. The increased prices resulting from the imposition 
of these taxes will reduce the effective demand for the goods on which 
they are imposed. But this is a type of control that favors those 

th higher incomes as against those with low incomes. This is not 
equality of sacrifice. It is, on the contrary, unjustifiable discrimina- 

m in favor of the privileged. 

In addition to the false basis on which they are justified, the proposed 
reases In excise taxes are wrong in a number of important respects: 

As I have already said, they will fall most heavily on those 
st able to pay—the low and moderate income families and will 
with the least burden on those most able to pay. 
Chere has been a steady growth of such excise taxes which penalize 


consumer, and they are becoming a conside rable burden. A table 


definite boon to 


} 
1] 


1 
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from recent hearings of the Joint Committee on the Economic Repo 
showing how much of the income of various groups are paid in Fed 
excise taxes, at present rates, shows that those with incomes uw 
$1,000 pay 5.1 percent of their income on excise taxes, those with incon 
from $1,000 to $2,000 pay 4.3 percent, those with incomes from $2, 
to $3,000 pay 4 percent, those with incomes from $3,000 to $4, 
pay 4 percent, those with incomes from $4,000 to $5,000 pay 3's p 
with incomes from $5,000 to $7,500 pay 3.4 percent 
Ost 2.3 percent. 
This proportion decreases as you go up the scale so that for th: 
earning over $7,500 they pay only 2.3 percent of their income 
such taxes, less than half as mueh as those at the bottom of the se: 
The relative burden of the proposed taxes may be shown in anot! 
way. According to the Federal Reserve 1950 Survey of Consur 
Finances, the expenditures in 1949 for automobiles and other select 
durable goods, including radios, television sets, refrigerators, rang 
washing machines, and other appliances, was as follows, by in 


vFroups 


S h incomes over $7,500 pay 


incomes over $4,500, the expenditure for cons 
l ! is, Is ¥ percent, whereas when you come down the sca! 
those earning under $1,500, the expenditure is 16 percent of 
income for consumer durable vroods 
It is evident that the lower one voes in the income scale, the ere 
percentage of income spent for just the types of goods on wi 
retal snvaer proposes substantial tax increases The effect 
ither to increase the tax burden on these groups disproportionat 
e thei capacity to buy 
urvey shows that in 1949 the group with incomes of $4 
rht41 percent of the same types of durable goods mentio! 
‘as those with incomes under $4,500 bought 59 perce 


certainly appear conclusive on the question of w! 
he population would sacrifice most as a result of these tax: 
to these discriminatory measures the fact that select 
rols imposed by regulation X is making it increas 
low- and middle-income families to buy consumers dur: 
enlarge the down payments required and reduce 
hich the balance must be paid By increasing the ¢ 
ese Goo Is the Government would be making doubly 
‘ommodities would be rationed not on the basis of need 
of ability to pay. The wage earner will thus be obli 
n unjust burden, or be forced out of the market so 
e goods will be available to satisfy the wants of li 
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As to the other types ol voods on which tax increases are proposed, 
average family would pay about $1 a week on the 


casoline taxes alone 


we estimate that ar 
tobacco, beverages, and The burden of such a 
tax is obviously much greater on a man earning. say. 
needs every cent of his e: rnings to maintain even the mos 
standard of living, than on a man earning, say, 5200 a week In fact 
the burden would be at least eight times as ereat, for this example, 
I as the following table Indicate 


gasoline ana ¢ 


$50 a week. who 


t modest 


and probably greaté ss. This table 
shows the estimated tax at present rates on 
f the income ol persons living In Washington i & 


arettes as 


roportion oO 


194, 
| 


of S1].000 to S2.000 


This table shows that starting with the incom: 
thre group pays 0.6 percent of 1ts income for these two types of taxes 
For those between $2,000 and $3,000 thev pav O.8 percent of thei 
ncome on these taxe Now that figure falls so that person earn- 
$10.000 or over pa 0.1 percent and as | His ) avs only 
elo] th ii It icl hie ro ip Ii 1] ne Wi } Ss } oO S eieie. 
is, On¢ ghitl prope ionately 
2 Thesi taxes are ¢ mn 2 he Sime tlin if | ir \ S 
parting from the principle of abilitv to pav i Ss prop creases 
personal income - Again the vw mad moderat incon 
croups will have to | 1 disproportionate share. A person now pay 
ry 20 percent will ve his personal tax ine: d one fifth, a 
son now payul cent will be increased ons na erson 
) paving is Dp DAY only one-twe! hh? fie the snow 
One of the fantastic results of the present price regulations will 
be that u ider the new OPS Regul: tion 7, retailers will be able to 


unde! that reguiation, 


make a handsoms profit on this excise tax For, 
the retailer is guaranteed margins that existed February 25 on goods 
bought from manufacturers. If the manufacturer or wholesaler passes 
the excise tax in the cost, the retailer car apply his 1 ial margin 
the tax portion of th Ost 
Let me illustrate: Take a1 idio which the manufacture p es at $50 
which i added th pl ent 10 p Cent EVE TAN making a to il 
lesale price of $55 With a margin of 50 percent, t ‘ ler sel] 
{ f 15 percent is placed on the 


An additional excise tax of 15 p 


lor 582.50 
nufacturer amounting to $7.50, making the new wholesale price 
62.50 The retailer can now use his 50 percent mark-up and charg 
993.78 The customer pay $11.25 extra, and of t] t} (,overnment 
57.50 in an extra : > nd th tailer 1 $3.75 ext mn 
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that excise tax. That is the result of the application of the pres: 
price regulations. 

Thus, the $3 billions of excise taxes proposed may well cost 
consumer $4.5 billions. As the law now stands, the imposition 
these excise taxes will guarantee retailers additional profits of ab: 
$1.5 bilhon 

This is a fantastic form of built-in inflation, guaranteed by law 

We propose that the Congress reexamine the Treasury proposals 
determine alternate sources of revenue that really do square with 
principle of equality of sacrifice and ability to pay. 

(mong these other means are: 

1. Ending loopholes for the wealthy, such as the community-pr 
erty principle. In our present straits, there is no excuse for a favo 
group in the population, the 5 percent whose incomes are $10,001 
vear or more being able to escape their fair share of taxation 

2. If increased excise taxes must be resorted to, which we di 
then the taxes on nonessentials should be increased first There 
number of products on which no excise taxes are now impos 

rate is lower than that proposed for the relatively esser 
| refer to transfer of stocks and bonds, cabaret charges, « 
operated machines, firearms, and shells. 

But don’t deprive people of sewing machines, refrigerators, rad 
be verages, or cigarettes by taxing these voods out of their reach. 

. There is still a wide margin of taxation left in corporations, w 
their staggering profits, that the present laws have not begun to tou 

The following tables illustrate this situation graphically. The pe: 
centage of total taxes paid by corporations is substantially lower t! 
during the war years: 


1 


The table shows that in the early period of the last war, 31.4 perc: 
of taxes came from personal income taxes, 24.5 percent from ex 
taxes, and 44.1 percent from corporation taxes. In 1950, hows 
the percentage coming from personal income taxes has increas 
tS.S percent The percentage of excise taxes has dropped slight 
to 21.3 percent, and that from corporation taxes has dropped 
stantially to 29.9 percent. 

Thus, during the early war years, personal and excise taxes 
counted for 55.9 percent of all taxes and corporate taxes 44.1 perce! 
But in 1950 personal and excise taxes accounted for 70.1 percent 
the total whereas corporate taxes fell to 29.9 percent. So that t 
is a very substantial disproportion. 

Now look at the matter from the point of view of national in 
The share going to wages and salaries has dropped substant 
while the increase in the corporate share of the national mcom: 
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increased phenomenally The division of the pational income be- 


tween these two gro Ips 1S as follows: 


This shows that in 1944 the percentage of income going to wages 
and salaries was 64 percent and that going to corporations after taxes 

as 5.25 percent Now in 1950 the percentage going to wages and 
salaries has dropped to 60.5 pereent and the amount going to corpor- 
ations after taxes is 11.6 percent. 

In other words, during the last 5 vears, the share of the national 


ncome going to wages and salaries dropped about 6 percent while the 


share going to corporations more than doubled. In the light of these 
cures, it would be a mockery of justice and equity adopt the lop- 
sided program proposed by Secretary Snyder. 

I hope | am not unduly burdening you with all these statistics, but 
I should like to cite a few more along these lines 

In the year 1950, manufacturing corporations made, after taxes, 
and this included the excess proiits taxes passed Dy\ (‘ongress, 18 


percent of their net worth 
In the vear 1950, profits for each man-hour wo y each of the 
13,000,000 production workers, increased from 5 nts an hour to 
I ase ¢ 26 percent, Whu e number of 
1] 


f cents an hour, al Inere 
} 


production workers 1 LSE 
For the same ! 

ixes and increased living costs, found t 1.20 wors per 

veek in spendable incom«e 
We maintain that since corporation ' 
1951 due to in reased volume iil d the hid aves the 


} 
increased 


off 


! me to rise 


pre sently 


roposed $3 billion increase in corporation tax will still 
tions with abou uc 
a graduated 
irting with say 
owances for small 


enue could be 
Wi have add! na rres~tions cones 


ch may more equitably be imposed in order to raise the necessary 
wth mn the testimony of 


venue. These were discussed at some | 

e CIO submitted to this committee on February 21, 1951. In 
that testimony the CIO, in addition t recommending equitable 
reases 1D indivi ial and corporate tar i emphasized the neces- 
of closing many existing loopholes lt of which 
> to $5 billion a tion 
the split incom: taxes 
ital gains, interest from tax exempt 

withholding di a) ion allowance 





1951 


| t the argument of the C 
te committee to t} at te 


rnative prop 
FanIzZatlion cal 
Excise Taxation 
compan who have proposed to 
ixes there be a broad retail sal tax TI 
tax be somewhere between 3 and 10 pel 
it we 


ie corporation OT 3 VT ei owt, tan burden 


s tax would be paid bv the average consumer It 


opposed to a gener: ‘etail sales tax for the sar 
~wosed to t| 


. ] ‘ ifs , , . cA . 
iC Su Lc manuiacture CACIS LibXt 


I 
than that of sper ifie ex 


nore items in the consum: 


to note that the « Mpa s’ supporting t this Natio 
Emergency Excise Taxation are primarily mat 
the manufacturers are fearful that t] 

hat will follow the imposit 

hese taxes wl |, of course 


i 
and consumer? They thinl 


<, perhaps, tl 
mposed at the retail level, the irritation of the consum 
| on the retailer, or on the Federal Government. 
the major companies be hind this movement ior a retail Sal 
ie General Electric Co. I think it is worth while giving t! 
committee a few iacts on this ¢ mpany, which hear on its desire 


} 


burden of taxes to the consumer rather than bear its prop 
tax load. 
made, after 
This was 38 
‘e times its profits during the best 
of 1950, these profits amounted to 2 
company, In the second half of ) he pro 
1 percent on net worth These profits were equal 
hour on the work of everv one ol 120.000 prod 


fabulously wealthy, w 
; body and suggesting that 
is to refrain from imposing 
hare of taxation, but to increase substantial 


ie may be earning $50 to $60 or 


$70 a 

\ shameful exhibition of greed and selfishness. 

point I have considered the effect of the proposed 
who have to pay them, and have suggested alternat 
‘nue. It is important to consider, also, the effect 
those who produce the goods that are taxed Secreta 


ikly based his proposals on the ground that the sup; 

ced should be reduce d The reduc Lion contempla 

und the ( ffect of such ih ¢ ut-back in production . bi 

in employment in the industries involved, 

E xperience has already shown that defense ord: 
! production as the night the 


; 


| | 
s will have to pay a heavy 
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in unemployment because Senator Snyder wants to control production 
of essential goods by way of discriminatory and in quitable taxes 

Let me say in conclusion, that I fully support the proposition that 
we should pay for oul mobilization as we go An equitable tax 
program set up on this basis can be an « xtremels effective instrument 
n combatting inflation 

[ wish to emphasize, however, that in the course of raising the vast 
sums required, we should not depart from the basic principle of taxing 
according to ability to pay with the objective of achieving equality of 
sacrifice 

One hears much nowadays about raising taxes in order 
purchasing power and thereby lessen inflationary pre 

s you know, is deeply concerned about the poor sl 

een made to date in controlling inflation It has 

rastic steps to alert the people of this country to ‘ ervilgs eed 
for more vigorous action in this field Labor is willing to assume its 
fair share of the burdens that may have to be e: ut only its 
ir share. Labor—in which term I include the low and moderate 


ncome groups should not be made the pack animal te arry the loads 


f others 

The tax program proposed by Secretary Snyde1 ' 
m the theory that low-income families, numbering he millions, 
receive large sums of money in the aggregate, and therefore this is 
the group which should carry a much larger load of taxes. This theory 
is utterly fallacious. For millions of families there is no “fat,” there 
is no idle money floating around to increase the demand for goods im 
short supply, thereby forcing prices up. For millions of families 
there is not enough monev available to maintain a decent minimum 
standard of living To increase further the taxes Ipon these familie $, 
und upon those it} the Income levels Imm «diat aHpove the mm, W ith the 

liberate purpose of depriving them of the abil to buy goods that 

» essential to a healthy, decent existence under modern conditions, 
vithout imposing relatively equivalent limitations on those who are 
vell-off, is a form of economic suffocation Let us be careful lest such 
suffocation seriously impairs the entire mobilization program 

Thank you 

The CHarrMan. Does that complete vour 


Mr. Sigau. Yes 


The CyarrmMan. Are there any questions? 

Mr. Esernarter. Mr. Chairman. 

The CuarrmMan. Mr. Eberharter. 

Mr. Esernarrer. Mr. Sigal, vou protest very vi 
imposition of additional excise taxes or even the continuation of 


orously against 


present excise taxes? 
Mr. SIGAL May l correct you, sir? We have not made any Sstate- 


ment with respect to the present taxes. This is directec 


toward the 
nereases 

Mr. Esernarrter. It has been suggested to this committee by very 
many witnesses that we widen the scope of these excise taxes by impos- 
ng a flat manufacturer's sales tax on practically every item except food 
ind clothing Is it your opinion that would be much worse than the 


i 
' 


selective system? 
Mr. Steau. That is right 
Mr. Eperwartrer. For what reason? 
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Mr. Sicau. For the same reasons, the burden falls primarily on 
low income group. 

Mr. Esernarrer. In other words, it would take more in proport 
of the workman’s pay from him that it would take of the person in t 
high income brackets? 

Mr. Sica. That is right, and so large a proportion of the work 
people are now at the very bottom of what it takes to maintain 
minimum standard of living. This world be depriving them of ess: 
tial goods or else making them go into debt in order to obtain them 

Mr. Esernarter. The raising of excise taxes on selective ite 
does not make any material difference to those in the higher inco: 
brackets because they have the wherewithal to pay no matter wl 
the tax is? 

Mr. Sicav. That ts right. 

Mir. Epernarrer. That is one of the main premises in your sta 
ment here? 

Mr. Sigau. That is right. We have introduced statistics which w 
believe support our position 

\ir. Eseruarter. In other words, a man with an income of $15,0 
a year, if he wants to buy a television set he does not care whether th 
is an additional tax or not, whereas the poor fellow cannot buy it? 

Mr. Stgau. That is right. 

Mr. Esernarrer. That is the principle on which you base yo 
Statement? 

Mr. Sicgau. That is right. It is simply a difference as to where y 
collect the taxes. 

Mr. Esersnarter. Thank you very much, Mr. Sigal 

Mr. Simpson. Mr. Chairman? 

The CHarRMAN. Mr. Simpson. 

Mr. Simpson. Mr. Sigal, do you believe that the present excise tax 


on the present basis are too high or should be adjusted? 
\ir. Sicat. We have made no suggestions with respect to t 
int of the present taxes. Our general approach is that the: 
should be no excise taxes on what are essential goods, or on significa 
of the requirements of the low and middle income grou 
have not directed our testimony here to the eliminati 


rupson. I know you have not, and that is why I raise t! 
Do vou find that the present level of excise taxes is hurt! 
lly the group to whom vou are directing your comments 
We certainly think they do. We do not think t! 
irt as much as the increases would hurt. There is certainly a smal 
proportion of that same group which is unable to buy because of 
present taxes. We think that in a number of these essential items thy 
taxes should be eliminated but we do not make that pomt at this tir 
\{r. Simpson. One other subject. You do refer to the eilect 
pvramiding of certain taxes. I believe you mentioned the radio 
an example j 
Mr. Steau. That is right. 
\Ir. Simpson. Where the tax, being paid at the manufactur 
vramided so that when it is sold at retail, the gross mone, 
count of tax percentage the retailer and the men tl 
tem, get a share of that money and the Government g 
You object to that? 
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Mr. Sicau. Yes, we object certainly to that as one more reason be- 
ause under the present regulations the retailers are permitted to add 
to the wholesale price the margins the retailer was applying on Febru- 
ary 25. Now if he was applying a margin of 50 percent to the price 
he paid then he is permitted to apply his 50-percent margin to the in- 
reased price. The excise taxes will be part of that price So we are 
actually giving the retailer a legal method of obtaining a profit on the 
ax. We think that is utterly unfair. 

Mr. Smpson. Do you mean by that, and I refer to continuing the 

ixes at the same level, do you mean by that then that it would be 

se for us to change the law and to take the tax off the manufacturing 
vel and put it at the retail level? You are obj tine to it as it is? 

Mr. Siear. This particular objection that I have made would have 

ess weight of course if it were placed on the retail level and the retailer 
was not permitted to take any margin on that tax 

Mr. Simpson. Of course. 1 was going to suggest and see whether 

ou agree with me that if you take if off the manufacturer’s level, if it 
s to be retained and then placed at the retail level with a special nota- 
on that that is the tax and that no mark-up can be allowed on that, 
is that in line with vour thinking? 

Mr. SigaL. We are not suggesting that it be placed at the retail 
level rather than the manufacturer’s level, but this particular objection 
would no longer have any weight. We object to the tax whether it is 
at the retailer’s level or the manufacturer’s level. But the tax becomes 
all the more inequitable if anybody is permitted to make a profit on it. 

Mr. Simpson. I am trying to see where you would prefer to have 
the levy if it has to be levied, at the retail level or the manufacturer’s 
level. What is your opinion on that? 

Mr. Sica. If the tax is strictly enforced—lI say “‘if’’ because the 
experience with municipal and State retail taxation indicates that 
frequently the retailers find a good deal of fat in these taxes, but 
assuming that there is strict enforcement in the collection of the tax 
t the retail level it would be preferable from the consumer’s point of 
view to the manufacturer’s excise, but it would obviously make it 
much more difficult to administer from the tax collector’s point of 
lew. 

Mir. Simpson. On page 9 there you are complaining about the 

commendation of the National Committee of Fair Emergency 
Excise Taxation when they seek to accomplish that very purpose, 
[t means according to vour argument a loss to the retailer and to the 
en that handle that item after it leaves the manufacturer and yet 
hey want to take it off the manufacturer and put it on the retailer. 
Is that a good suggestion on their part? 
Mr. Sigaut. Are you talking about the retail sales tax? 
Mr. Simpson. Page 9. 
Mr. Sicat. They made the suggestion for a general retail sales tax. 
We are of course vigorously opposed to that for fundamental economic 
isons. The question, as I have already said, the particular inequity 
f giving a retailer a profit on the excise tax, if it is placed at that level 
ther than the manufacturer’s level, is the point we object to because 
the present price regulations. I think it cannot be gainsaid that 
there is a good deal of money that slips by and remains with the re- 
tailer and does not go into the tax collector’s till when the money is 
collected by the retailer. 
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Mr. Simpson. But before we had price regulation we had tl! 
pyramiding? 

Mr. Sica. Yes; but the price regulation guarantees the pyramid 
ing, guarantees it because the retailer is specifically permitted to ad 
the same margin that he had before. We only point that out to sho 
that what is superficially an increase of $3 billion actually becomes a: 
increase of $4.5 billion to the consumer, or perhaps more. That 
the point, and it is really one of the least important of all the ae 
we make, that it is simply one more item showing the inequity of t 
whole structure 

Mr. Simpson. Well, are we in agreement then that if we have t 


continue excises ig you, under the existing circumstances, think 
would be fairer to have it at the retail level than to have it on th 
manufacturer's level? 

Mir. Sicat. On balance it would be fairer to the consumer. 


Mr. Simpson. Thank you. 

Mr. Sicau. Of course we vigorously object to the tax. 

The CuarrmMan. Mr. “igi 

Mi (7RANGER Mr. S Si ival, mn the basis of ability LO pay, how higl 
do vou think taxes seni | eye to be on the group that pays most < 
the taxes if we did not have any selective excise taxes? 

Mir. Sican. I do not know how large a group you are referring to 

\ir. Grancer. You know the group that pays most of the tax 
on the ability to pay is the middle income group, $5,000 and up. Is 
that true? 

Mr. Sicgau. Th largest amount of it, that is true. 

Mr. Grancer. If we did not have these special excise taxes woul 
it not place a burden on that particular group of people that they cou! 


not deal 4 

Mr. Sicgau. Well, we have not suggested that the revenue necessai 
be obtained only from that source. We have suggested not in th 
testimony, but in earlier testimony the specific program for collectin 


the 16 or 17 billion dollars that are required and they come primari! 
from increased corporation taxes, from closing the existing loophol 
which in itself, the mere closing of the loopholes which we have ind 
cated, would raise 4.5 to 5 billion dollars, in itself far more than the 
excises would raise that are proposed, and in addition increases 
percentage income taxes, but that the increases in themselves, in tl 
existing structure, should be progressive rather than uniform as Secr« 
tary Onyder now proposes 
Nir. Grancer. Then | take it you do agree that some so-calk 
ry items should help to bear the burden of taxation, do you b 


lieve that? Do you think we should tax cigarettes and liquor a1 
lur coats 

Mir. SIGAI Well, we do not put cigarettes and beverages In |t 
same category as fur coats. Wi have no objec tion to taxes on I 
coats and expensive jewelry and things of that sort. Our objectio 


basically. is to taxing the kind of goods that are needed and us 
widely by the low- and moderate-income groups 
‘Ir. GRANGER. You are a representative here of the ClO, ar: 
Mr. Stcau. Yes, specifically of the International Union of El 
trical, R 1dio and Machine Work ‘Ts. 
Mr. Grancer. And of the CIO? 
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Mr. Sieav. I am not testifying here in behalf 

Mr. Grancer. That organization , 

Mr. SIGaAt It be vs to the C1O ) ar as th tax program 
conc rned we are in ac ‘ ith the m otf the ( LO 

Mr. GRANGER. A fev 1a ago we had a Mr. Nixon from t! 
United Electrical people, testifving here, and I think he testifi 
the same lines as you are testifying here 
mittee IO Knew I lye koround of t] J 
were a Communist or had been He said | 
nswer whether or not he had been Is it tru 
nd the UE orga ition have been } difh 


Mr. SIGAL Diffie ity Is putting il rather n 


Mr. Grancer. Put it in your own words 
Mr. Sigau. We ha en in very vig 
the past vear and a lal Th the organizati tha is, the 


organization thi i represe! iz, is the rganization which has 


orou 


0 
placed the UE and 1 ie i affili: » of the CIO | the electrical 
field, electrical production manufacturing 


Mr. GRANGER as \ 1! “rs IZ | ne i il 1 actual rep! 


tation? 


Mr. Sica. Insofa 

Mr. GRANGER. Y« 
Ir. SicgaL. To a 

half of the group former! 

by the IUE. 

Mr. GRANGER ie UE is still doing 
Mr. Sigaut. On a1 h restricted basis 
Mr. Grancer. They still negotiate contra 
Mr. Sigau. Yes; 

Mr. GRANG! 

Mr. Sia@au. Ye 

Mir. GRANGER 


I to testify i) 


‘ { 


1 Lo in 


nim t ‘ying 
it of vour union 
Ir. SIGAT I: 
Mir. GRANGER 
Communists, 
Mr. Sigal 
s taken o Iw Is 
Mi (;JRANGER. 
t they were lat 
Mr. Sigau. That right, that 
(ormunists as the Communist 
n, was the lancuage used in the 
GRANGE! 
ll the same crowd 


Wi 
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pelled to as a matter of law; that the law compelled him if the uni 
wanted to bargain with him, that he was compelled to do it. Ha 
you anything to say about that? 

Mr. Stcau. Yes, and we have been saying a good deal about 
outside the Halls of Congress so far as administrative agencies 
concerned. We think that particularly so far as defense contra 
are concerned that the Department of Defense ought to look \ 
carefully into the question of permitting defense contracts to be 
with any manufacturer who persists in doing business with what 
have denominated to be the Communist Party masquerading a 
trade-union 

\fr. Grancer. But do they have to deal with them? 

Mr. Sicau. That is a question which we have challenged. 
course the terms of the National Labor Relations Act do imp 
certain requirements on organizations which are certified by 
National Labor Relations Board or which, as a matter of fact, rep: 
sent the majority of employees in a given appropriate union. O 
the other hand, we believe that the Department of Defense, in car: 
ing out the program of the Government for defense purposes, hy 
authority to impose restrictions and regulations and an example 
the action that has been taken by a Government agency is that of tl 
Atomic Energy Commission, which a couple of years ago directed t! 
General Electric Co. to discontinue dealing with the UE for its atom 
energy installation in Schenectady even though the UE was the ce 
tified bargaining agent and even though the General Electric ( 
had a contract with the UE covering that installation. 

Mr. Grancer. Has your union ever asked for a clarification of t! 
law in that respect? 

Mr. Sica. We have raised the question with a number of Gover 
nt agencies 

Mir. Grancer. You have not come to Congress about it, have yo 
Mr. Ste@au. No. 

Mr. Granoer. If that is true, assuming that we should have a 
could have disloyal people in the unions, and the law permits or 

quires a company to deal with them, then we ought to do somethir 
about it, it ought to be changed, should it not? 

Mr. Stgau. We think at least at the moment that there is suffici: 
authority in the Government agencies to take care of the matter wit 
out amendment of the law. Once we are convinced that that is 
the case then obviously other action will be required. 

+ Mr. Grancer. Do you know of any instance where the Defe 
Department is making contracts with people who are UE employe 
» Mr. Sigav. Yes; we have no doubt. We mention the Gene 
Electric Co., they have many millions of dollars of defense contra: 
which are being fulfilled in plants in which the UE is the bargaini 


mi 


agent. 

Mr. Grancer. Have you called that to the attention of t! 
bargaining agency? 

Mr. Stgau. Many times. 

Mr. Grancer. What response have you had? 

Mr. Sicau. So far a negative response, if any answer at all. 
far up to this point the answer has been that nothing could be don 
We have not yet given up hope. 





REVENUE REVISION OF 1951 2350 


Mr. Grancer. | imagine that something would be done if \ 
knowingly employed 

Mr. Sica. | am sorry, | did not understand vou. 

Mr. GRANGER. I am of the belief that something would be done if 
that kind of crowd were knowingly operating in the departments. 


them in the de partments of Government 


, t : | } 
\ | do not UnCcerstanad 


Ir. Sigau. | am sort 
Vir. Grancer. If this union, or people of that character, were down 


working in the departments there would be something done about it? 
Mr. SigAu. You mean if they wanted some thing? 
Mr. GRANGER. Some action would be taken by Congress, I say? 
Mr. Steau. If that kind of group were actually in the department? 


Mir. GRANGER. In Government, which has b: claimed and some- 
mes has been proven. 
Ir. SiGAL. I assume so 

Mr. Grancer. It occurs to me that that is something that should 
be gone into because in this field, especially where precision instru- 

mts will be built, if we should get into serious trouble, and in view 
of the expt rience we have already had with traitors in the Govern- 

ent, certainly something ought to be done in this regard. Do you 
uwree with that? 

Mr. Sigau. That is the position we have taken. 

Mr. GRANGER. If vou cannot do it on the outside then somel ody 
should do it who can 

Mr. SiGAL. Somebody on the outsid 

Mr. Grancer. If your people, your organization, cannot do it, 


4 


if you cannot get any satisfaction, then somebody with some authority 
should do it. 

Mr SIGAL. Precisely We are asking people whom we think do 
have the authority to do something about it 

Mr. Grancer. Who are you asking’ 

Mr. Sicgat. We have gone to the Government agencies, including 
the Department of Defense, who had authority over letting the con- 


cng? 


acts. That is the center of authoritv as w understand it, and 
where something can be done, if they are persuade | oO dur ( ted, or 
owever you want it, to take the necesssary action. The important 
ency in this connection is the Departme nt of Defense because they 
the ones through the Munitions Board that make the contracts 

th the various defense contractors. We ha taken up of course 


irious aspects with other departments, the Department of Justice, 
ue National Labor Relations Boa ‘dd, the Department 
arious agencies which have and are interested in the le ro) 
rative aspects of the problem. 

Mr. GRANGI R That iS all, Mr Chairman 

Mr. Harrison. Mr. Ch 

The CuarrmMan. Mr. Harrison. 

Mr. Harrison. Would you tell me whether the General Electric 
Co. is recognized? 

Mr. Stegau. Yes, they are 

Mr H ARRISON. : ‘hey have a bargaining ace nt? 

Mr. Siaau. The IUE represents a majority of the employees of the 
reneral Electric Co. that are organized 

Mr. Harrison. You have been recognized by the corporation? 
Mr. Sianau. Yes, we have a contract covering a majority of the 


nplovees. of the organize d ‘ mplovyee S. 


») 
lwairmMan : 


79120—51—pt. 3——_53 
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Mr. Harrison. I understand you said a moment ago that the | 
was in the General Electric Co.? 

Mr. Sieav. The General Electric also recognizes—you see, t! 
recognition is by plants, and there are well over 100 plants, and t! 
General Electric does recognize and deals with the UE for a num). 
of those plants. 

Mr. Harrison. You protested that, I assume? 

Mr. Sieau. Well, we of course had the election contest with then 
in which the various bargaining agencies were determined by t! 
National Labor Relations Board. 

Mr. Harrison. What has been the attitude of the corporation 
this controversy? 

Mr. Sica. In what particular controversy? 

Mr. Harrison. With the UE. 

Mr. Sica. Of course we have repeatedly and vigorously from tin 
to time for the past year objected to the conduct of the Gener: 
Electric Co., which in many respects we felt was highly favorable | 
the UE, discriminatorily favorable to the UE, let me say. 

Mr. Harrison. Would you care to elaborate on that? 

Mr. Sicav. Well, there are a number of ways in which that d 
crimination manifested itself, in the aid which the General Elect: 
Co. gave to places, particularly where the UE was represented | 
persons whom we considered at any rate to be under Communis 
domination, and we have laid the facts before the company, do: 
mented the facts, and the company we think failed, certainly refuse: 
to take what we would consider to be appropriate action in respe: 
to those matters. Now I could mention a number of detailed situa 
tions in various places, all of which add up to the conclusion that t! 
General Electric Co. simply does not care and even goes beyond thi 
question of not caring whether or not its employees are represent 
by a group, many of whose leaders are under Communist dominatio 

Mr. Harrison. Could you tell me why or give the reason for th 
or do you know? 

Mr. Sieau. | find it rather difficult to explain the motives. I wou 
have my own feeling about what those motives may be. I do no 
know that I ought to speculate out loud on the subject. 

Mr. Harrison. That is all, Mr. Chairman. 

Mr. Epersartrer. Mr. Chairman? 

The CHarrMan. Mr. Eberharter. 

Mr. Epernsarrer. Mr. Sigal, I think you made a fine presentatio 
before the committee insofar as taxes are concerned. I want it d 
tinetly understood that you take the same viewpoint exactly as w: 
presented by Mr. Ruttenberg of the CIO, and they have always be 
very friendly to me and I have always been very friendly with all 
the officers of the CLO. I had sincerely hoped that this question whi 
was brought up by one of the committee members would not be aga 
interjected in this hearing because I think it has no place whatsoeve! 
it is entirely extraneous to the matter we are studying and simp 
serves to get us off the main track, which is levying a fair, equitab 
tax upon the economy and the people of this country. 

The United Electrical Workers represent or have bargaining rig! 
for a very large percentage of the organized workers in the electri 
radio, and machine workers industry? 
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Mr. Sieau. I do not know what you mean by half. They represent 
a considerable part. We do not think they represent half by a 
long shot. 

Mr. Esernarter. Not half, but they represent a very considerable 
minority? 

Mr. Siegau. That is right. 

Mr. Exsernartrer. And the determination of which union should 
be the bargaining agent was made after an election of the qualified 
members of that union? 

Mr. Sigau. In many instances. 

Mr. Espruarrer. Are there any cases where the UE represents 
anybody, any group, as a bargaining agent where there has been no 
NLRB election? 

Mr. Sigau. Oh, yes; that is the case. I could not tell you how 
many at this time. I am confident though that it does exist because 
it is perfectly legal that it be done that way. If the employer does 
not demand an election and is willing to recognize a union without one, 
it can be done. I know it has been the case that the UE has been the 
bargaining agent without an election. Whether that is completely 
100 percent true now | would not be categorical about it, but I would 
think that there are some cases where that is so. Generally speaking 
it is sO. 

Mr. Esernartrer. Generally speaking there has been an election? 

Mr. Sieav. That is right. 

Mr. Eperuarter. You believe in a practical majority rule? 

Mr. Sigau. Yes. , 

Mr. Espernarrter. In those instances where a majority of the quali- 
fied members of the union voted the UE as their bargaining agent in 
contrast or as opposed by the ClO, you would not deny them the 
right, would you? 

Mr. Sigau. Mr. Eberharter, I did not bring the subject up. 

Mr. Esernarter. | am sorry this subject was brought up, I tell 
you frankly and honestly, but I feel that both sides should be pre- 
sented. I do not want any organized group that represents the ma- 
jority of a qualified membership to be discriminated against. I am 
sure that you agree that the majority should have the right to voice 
its opinion and be heard and be represented if a majority of the quali- 
fied workers want it that way; ts that right? 

Mr. Sicgau. That is certainly true in general 

Mr. Esernarrer. In general? 

Mr. Siegau. Right. We certainly do not challenge that principle. 
All that I have said here, and of course I want to emphasize that I 
do not inject this subject into this testimony, that in defense contracts, 
where defense contracts are involved, there is a higher and a larger 
responsibility than the question of determining who has been selected 
by the majority in a vote conducted by the NLRB. 

Mr. Esernarter. In this instance then, you would give dictatorial 
power to persons hired by the people of this country and responsible 
for the defense program, you would give to what we often term bureau- 
crats, the right to rule that the National Labor Relations Act shall 
not apply? 

Mr. Sicau. I have not said that, Mr. Eberharter. 

Mr. Esnernarter. That would be the effect, would it not? If the 
defense bureaus could say, ‘““We will not give a contract here regardless 
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of the sper inc terms of the National Labor Relations Act,”’ we woul 
be riving them dictatorial powers, would you not acree, Mr Sigal? 
Mr. Sicat. We have not suggested 
anvone 
Mr. Esersarter. You do not use those words, but it would amount 
to that, would it not? 
Mr. Sr iL. We would of course w int the proper conditions. t] 


Tiving dictator ial powers to 


prope lu itions, to make certain that the power, il any powell 

vi would be rope rly exercised and there would De a DuMDer of 
technical considerations in that connection { would assume that t] 
is not the place to ro into them, but we would certainly want to ma 
clear that the power would not b cercised in any dictatorial o1 
reaso ile fashion, but we do 1 ik that in a lation Where impo 
ant detense ontracts are involved, what thi \ton Kenerey (‘omm 
sion ¢ General Electric Co. is the kind of situation we hav 
mi il r words, where I I 0 rie ive! \ s ) Siitis 
ul Peo! vho have access »>Clussloed Intormation ol! Hpo!l 
wo sho I some limit mn or the cont ) mself so 

= | efe x a ot ¢ ) 0 3} uid ) noriy ot the 

' wo mn Governme! ~ ihis you must 

SO tar as W al concerned, 18 not directed at the inion, if 

( iatt ontracto He is under no obligation to take Gover 
ment contracts and he has h schol Where the ‘esponsible Gove 
ment agency els that ther a serious security problem involve 
that is a consideration which may supersede the requirement of 


National Labor Relations Board has eT l that fa In the cas 
LVOLV! 4 h (; nie il | ( \ thie CO Vf Darvain 
i lO hy OLS ALOTIIC ¢ ‘ \ 5 vee Led 
Bo ~ ! ‘ mn tha Woul \ if ol [ ( 
Ol \ Ihe \ ne! comple \ | ( ) tio? mposed \ 
ree ments of tl Atomic Energy Commission. which s no 
Init Ve 
Mr. I The only point [ want to m at as 
ma if exp ¥y vou would | lling to @ )som nocra 
te ‘ 
\] ~ No 
Mr. I it seems « st of these 
rthe Natio Labor Relations Board direct 
| his question: Quite a number of plants in the Wes 
us orp ul ( t " imbDer OL piants 1 the Gel 
| ( » | ‘ ie UE as th signa | Dbarg ir ave 
orkers: do they not? 
‘ir. S Westinghouse a General El ( 
Mir. Ey rk. Westinghouse and General El 
\I ~ y S 
Mr. E lf manv of se plants \ not pern 
wo on is CO ra ~ wou quit 1 serious DIOW to 
( ~ vo di not 
Mr. s We of course are not ma r this vers 7 
y ~ i it! if ~ 
NI kK The only rnative would | Mr. Sig 
: ; Og! the CLO | ed | il Union 
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Mr. SrgaL. We are not asking, this proposal would not require, 
the company to recognize anybody. The only person that it would 
be obliged to recognize In any event would be the winners of an 
election. No employe ris obliged to recognize any union which does 
not represent the majority of the employees. 

Mr. Ee BERHARTI R All those workers would have ho benefits of 
bargaining rights? 

Mr. SIGAL. We do not Say that. It does not at all follow that in 
any situation where the Government thought that the security in- 
terest Was primary that the employees would not select another 
union as their bargaining agent once they wer acg iainted with the 
fact 

Mr. EperuHArRtTEeR. Have we a remedy in amending or repealing 
the provisions that were recently put into tl National Labor 
Relations Act? 

Mr. Steaut. Which provisions do you have in mine 

Mr. EBERHARTER. ‘are many of them? 

Mr. S1igau. Oh, ves; there are many of them, : ve would want 
the repeal of the Taft-Hartley Act, but this particular matter is not 
involved in any specific provision, although there are certain pro- 
visions which are certainly dead letters which 1 ' originally pre- 
sumably placed in the law to meet such a situation. For example, 
such as the non-Communist affidavit which obviously was a com- 
pletely dead letter and is only obstructive lumber now in the act to 
confuse and to make it difficult to use the facilities of the National 
Labor Relations Board without at all carrving out what was pre- 
sumably the original intenton of whether we approve it or not of 
eliminating tl from the labor movement 

Mr. Esernarrer. Mr. Sigal, you have not gotten the impression 
that | am opposed to the CIO? 

Mr. Sieaut. Oh, no; 1 have no such question am just answering 
your questions. 

Ir. EserHARTER. My record indicates my friendliness to the CIO. 
The reason I questioned you Was to see that those who are not as 
familiar with the electrical industry as perhaps I am, coming from the 
rene ral area of the General Electric and Westingh 
of the situation 

Thank you very much 

Mr. Simpson. Mr. Chai 

The CHAIRMAN. Mr. Simpson. 

Mr. Stimpson. Mr. Sigal, I do not want to let it go unchallenged 
and to be sure that | heard you corres Uly | understood you to say 


ie Communists 


use, were apprized 


that the General Electric Co. does not care whether they deal with 
the union which is communistically dominated 
Mer SIGAI L said that, and I mean it Certainly nothing it their 


Did you say that? 


conduct indicates anvthing to the contrar 
Mr. SIMPSON You unde rstand, of course, where a group of 

elect. representatives and the National Lab« Relations Board 

es them that he has no alternative but to accept them? 

SIGAL. That is a little different question 

SIMPSON. It Is not? 

SIiGAL. I say it is a little different question 


Simpson. What choice does the company have 
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Mr. Sieat. May I pomt out when you ask me whether or not | 
believe the company does not care, they have said so in so many words 
in a rather negative fashion. Only a short time ago, about 2 years ago 
a full page ad appe ared in the papers over the name of the General 
Electric Co. saying, “A plague on both your houses,” referring to the 
conflict between the UE and the IUE and the Communists and th: 
non-Communists. They are aside, they are apart, they stand on the 


y 
} 


side lines and want to see the combatants perhaps kill themselves of! 
I think that that perhaps in itself indicates no concern of their own 
with this particular problem. 

Mr. Simpson. Do you mean that the company could disregard the 
result of the election when the UE is guilty? 

Mr. Sicav. In a proper situation, Mr. Simpson, we say that would 
be proper, that would be legal, and the company did exactly that wher 
they were directed to do so by the Atomic Energy Commission. 

Mr. Simpson. Would it be proper for them to disregard the union 
if the y wanted to do so? 

a! Sica. If it were found that our union was of the same natur: 
that is leadership at any place was Communist-dominated, and the 
pone act involved is an important defense contract, certainly the sam: 
rules should be applied. 

Mr. Simpson. Do you mean that without the intervention of some 
Government agency as, for example, the Atomic Energy Commission, 
the General Electric Co. could disregard the election? 

Mr. Sicau. I did not say without intervention. I was directing my 
comment to the letting of contracts. Now, that requires a Govern- 
ment agency. We are talking only about performance of defense 
contracts 

Mr. Simpson. I am asking you whether the employer, the Genera! 
Electric Co., has any choice whatever but to recognize the union that 
has been recognized by the National Labor Relations Board. 

Mr. Sicau. Certainly there is an obligation, but we are now talking 
about a special situation, a special condition. 

Mr. Simpson. Do you think they should have a discretion to choos: 
the union whom they may recognize? 

Mr. Sica. No; they should not have. I do not say that any 
employer should have the discretion. There is only one union which 
represents the majority in any given situation certainly. We certainl) 
do not weaken the majority in general, but I am only talking about 
specific situation under specific control where defense contracts ar 
involved 

\Ir. Simpson. I think it is not quite a fair way to state it that on 
employer has to recognize a union which has been selected by th 
employees and which has approval by the National Labor Relatio 
Board. 1 do not think it is quite fair to say that the company does no! 
care whether the union is Communist-dominated or not. T! 
Government imposes on it an obligation to recognize that union 

Mr. Sicau. I am not generalizing on that question. I was ask 


f 


about General Electric and I made my answer with respect to tl 
General Electric Co. Their conduct, I think, fully supports t! 
statement I made Now the situation may very well be differ 
with other employers in the same kind of circumstances. 


\ir. Simpson Thank you 
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The Cuarrman. Mr. King. 

Mr. Kina. I have been interested too in the information that Mr. 
Sigal has been able to give. It prompts me to make an observation. 
You will find one alleged Communist in one of the executive depart- 
ments of the Government, and there is a hue and cry throughout the 
entire Nation. Here we find a Communist-dominated union that has 
free access to defense plants manufacturing ordnance and equipment, 
by several of the large corporations of our country, and it does not 
seem to excite any interest among the same persons who are delighted 
to get into the headlines over some alleged man or woman employed 
n one of the executive departments. 

I think it is extremely interesting and I think you have brought out 
an excellent pomt, Mr. Sigal, for some of the crusaders, that they 
spread their shots equally over the entire field, not just make a great 
show of one or two in this or that department. Here we find an 
entire union in the business of making ordnance, and there does not 
seem to be much, if any, interest in straightening it out. 

The Cuarrman. Mr. Mason? 

Mr. Mason. Mr. Sigal, | am interested in what the Congressman 
from California has just said, but in answer to you and for the record 
| want the gentleman to know that I served on the Dies committee 
for 6 years when it went into the labor organizations to uncover the 
Communist influence and the Communist members in those labor 
organizations and we did that as well as going into the Federal depart- 
ments to see what we could find there. We did not spare the unions 
and we made just as much capital out of finding Communists there as 
we did in finding Communists in the Federal department. I want 
the record to show that 

The CuarrmMan. We thank you, Mr. Sigal, for your appearance and 
the information you have given the committee. 

Mr. Sie@at. Thank you, Mr. Chairman. 

Mr. Miuus. Mr. Chairman, before you call the next witness, it 
has just come to my attention that one of the members of our com- 
mittee last evening was recognized in his home State for the out- 
standing services which he has rendered his State and the Nation. 

I ask unanimous consent that that certificate be read by the clerk 
so that all members of the committee may be aware of what occurred 
last night. 

Mr. Cooper. The Chair hears no objection, and it is so ordered. 

Mr. Davis (reading): 


The North Carolina Citizens Association awards the certificate of outstanding 
enship for 50 vears of public service to his community, his State, and his 


Nation to Robert Lee Doughton, of Sparta, N.C., Member of Congress, chairman 
he Ways and Means Committee, farmer, banker, frie f the le 
Done the 14th day of March 1951. 
THe Norra Caro. 
EVERETT JORDAN, Pres 
Lioyp GrirFin, Secreta 
\pplause. 
The Cuarrman. Mr. James F. Reilly, executive director, the League 
New York Theatres, New York City. 
Will you give your name and address to the reporter for the benefit 
f the record, and the capacity in which you appear? 
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STATEMENT OF JAMES F. REILLY, EXECUTIVE DIRECTOR, THI 
LEAGUE OF NEW YORK THEATRES, NEW YORK, N. Y. 


Mr. Remy. My name is James F. Reilly, executive director of t 
League of New York Theatres, 234 West Forty -fourth Street, Ni 
York City. 

Between 1930 and 1951 
York City dwindled from 68 to 30. We use the term “legitima 
theaters’’ to distinguish from motion picture, burlesque, vaudey 
and theaters of that type. There are various reasons for that, 


unfair competition 


the number of legitimate theaters in N: 


c, some may well be 
it present devoted to legit mate 
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Mr. Camp. They get a mighty good part of them. 

I just want to bring that to your attention because it is something 
I have wondered about. I just do not see what the organization o! 
theater owners means by letting their tickets be taken up so that 
man can never buy one from the theater itself or ever find one without 
paying a ridiculous profit to some fellow who has had not part in the 
show. 

That is all. 

The Cuarrman. Mr. Simpson. 

Mr. Simpson. Mr. Chairman, I should like to comment on the fact 
that this gentleman has the distinction of being, as far as I recall, the 
one man who has suggested a way whereby new tax revenue might 
be procured 

The Cuarrman. Mr. Kean? 

Mr. Kean. I am interested in your suggestion. You say we cou 
get a tax on 8,000,000 people attending these shows. 

Mr. Reitiy. Yes, sir. 

Ir. Kean. On what could you base the tax when there is no a 
mission price? If you give away a free ticket to somebody, you 
have to pay a tax based on the admission price, do you not? 

Mr. Reitty. That isa fact. There would have to be some nomin 
res | Say nominal; any fee that could be determined 

Mr. Kean. We would have to estimate that the thing was worth 
a dollar, for instance, and have them pay 20 cents when they entered 
these studios 

Mr. Ruritiy. Exactly. 

Mr. Kran. You think there are 8,000,000 people who attend these 
studio performances that we see when we tune in our television sets? 

Mr. Reritty. That is New York City alone. 

Mr. Camp. That is the only show they can go to when they go to 
New York. You cannot get tickets to the legitimate shows. 

The Cuairnman. We thank you for your appearance and the infor- 
mation given the committee. 

Mr. Reityty. Thank you, Mr. Chairman. 

The CHartrman. Mr. Robert C. Sprague, president of the Radio- 
Television Manufacturers Association, Washington, D. C. 

Will you give your name and address to the reporter for the benefit 
of the record and the capacity in which you appear? 


. 


STATEMENT OF ROBERT C. SPRAGUE, PRESIDENT, RADIO-TELE- 
VISION MANUFACTURERS ASSOCIATION, WASHINGTON, D. C. 


Mr. Spracue. Mr. Chairman, my name is Robert C. Sprague. 
am president of the Sprague Electric Co., North Adams, Mass., but 
I appear today as the spokesman for the radio television industry in 
my capacity of president of the Radio-Television Manufacturers As- 
sociation. The industry appreciates this opportunity to appear befor 
you to explain the effect of the Treasury’s proposed increase in excis 
taxes on television and radio. 

You will recall that during the last session your committee rejected 
a proposal by the secretary of the ‘Treasury that a 10 percent excise 
tax be placed on television sets. It was not until after the President 
had requested Congress to raise $5 billion in additional revenues 


finance the Korean War that the tax on television was imposed. 
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The 10-percent. tax on television became effective November 1, 1950, 
following the passage of the Revenue Act of 1950. Only 3 months 
later, the Secretary of the Treasury proposed to your committee an 
increase in this excise tax from 10 percent to 25 percent as one of the 
sources of additional revenue “‘from excise taxes on those consumer 
goods which are less essential and which use materials that will be in 
short supply.” The Secretary estimates that a 150-percent higher 
levy would yield additional revenue of some $87 million from radio 
and television sets, phonographs, phonograph records, and musical 
instruments. Ninety percent of this would undoubtedly come from 
radio and television. 

Our position with respect to the Treasury’s proposal may be sum- 
marized as follows: 

1. It is estimated that a 25 percent tax on television and radio sets 
will curtail sales approximately 40 percent and that such a cut-back 
will cause a loss of corporate income and excess profits taxes and per- 
sonal income taxes, which will largely offset the estimated additional 
revenue from the Treasury’s proposed increase in this excise tax 

2. Although the industry will use some materials that are in short 
supply, an excise tax should not be used as a means of controlling the 
use of such materials. The National Production Authority has ample 
authority and is effectively dealing with such problems in a manner 
which is calculated to maintain a reasonably high level of civilian 
production during the period of transition to military production. 
This is to keep the highly trained working force of the industry from 
being disrupted and dispersed. 

3. The proposed increase in excise tax will increase the cost of radio 
and television sets to consumers and will particularly discriminate 
against persons in the lower income groups 

4. Radio and television sets should not be classed among “those 
consumer goods which are less essential’? because they are a media 
of communication and in times of national emergency are extremely 
valuable in training for civil defense, maintenance of high morale, 
and as a means of vital communication. 

5. To attempt to raise substantial additional revenues from existing 
excises on a selective basis will greatly aggravate present inequities 
and discriminations 

6. Congress never before has imposed excise taxes until an industry 
has passed through its initial developmental period. Television is 
still in such period. 

7. Since a 10 percent excise tax has already been placed upon 
television sets since the start of the Korean War, it would be dis- 
criminatory to increase this tax another 15 percentage points at this 
time, bringing the total tax increase to 25 percent. 

| should like to amplify these points and direct my attention first 
to the first matter which is the effect of the proposal as a revenue 
measure. 

Now, if there is no change in the present 10 percent excise tax, it is 
estimated that the industry’s sales of radio and television sets at 
manufacturers’ prices will be about $1 billion during the fiscal year 
ending June 30, 1952, as compared to $1,600,000,000 for the calendar 
year 1950. That is a decrease of $600 million. ‘This estimate takes 
into consideration the effect, among other things, of regulation W, the 
recently imposed 10 percent tax on television, as well as present 
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military procurement of electronics equipment, materials controls, and 
the industry’s plans which are described in point 2 below. 

We further believe that an increase in excise tax to 25 percent would 
cause a further cut-back of sales on the order of 40 percent or to an 
annual figure of $600 million. That is a decrease of $400 million. 
This figure is corroborated by the Treasury’s estimate. 

It goes without saying that a cut back of this magnitude will caus: 
most of the industry to operate at little or no profit. ‘The substantia! 
income and excess profits taxes it ordinarily would pay will be almost 
entirely lost as a result of the increase of the excise tax. 

With reference to point 2, an excise tax should not be used as a 
control measure. 

The industry has been working very closely with the Government 
on the two principal factors which will affect its ability to produc: 
namely, the extent to which its productive capacity will be directly 
taken up by military orders for electronics equipment and the extent 
to which it will be able to obtain critical materials to produce civilian 
and military requirements. 

The rate of military electronics procurement from the manufacture! 
of radio and television sets is much slower than might be anticipated 
and it is now crystal clear that the range of items adaptable to mass 
production is limited to such an extent that it will not maintain the 
facilities and highly trained manpower of the organizations in the 
industry without a substantial civilian production. 

The National Production Authority with the wholehearted coopera- 
tion of our industry has developed a program for the control of 
materials in short supply. Our industry has initiated an energeti 
conservation program designed to reduce to a minimum the use of 
critical materials in the manufacture of radio and television se 
This program is in the national interest because there is a very real 
danger that if civilian production is curtailed substantially in advance: 
of the necessity of using the industry’s full production facilities fo 
military work, that the highly trained working force and organizatio1 
of companies in the industry will be disrupted and dispersed. The 
imposition of a 25 percent tax on the products of this industry will 
undoubtedly result in the curtailment of production substantiall) 
below that necessary to maintain this important program. 

This brings me to point 3 which is the discrimination against lows 
income groups 


Che hig! prices resulting from the increased tax will cause mat 


ers Who WoO ild have otherwise purchased sets to refrain fro 
s not necessary to detail the tremendous growth whicl 
vision set sal luring the period 1946 through 195' 
that this growth was in the main att 

‘lower income groups; that is, by consum: 

than $3,000, and those with incon 

{mong people in such modest 

very important factor. This statement 

ul R ve Board’s study of television p 
comprises 83 percent of all taxpavers and it 
ian half of this group were in the bracket unde 


that the impact of any increase in radio and 
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television prices will fall more heavily upon the lower-income groups 
and on the segment ol our economy w¥ hich can least afford it. 

This brings up point 4, which is that television and radio, in our 
opinion, are essential 

[t is our strong belief that it is in the public interest to encourage the 
production and wide tribution of television at rs o sets and not 
Lo curtail them anv more than Is nec ary to maintain essential 
military production 


Nothing better illustrates thy lefense role f television than the 


statement of Mr. Starrett, public relations director of the Red Cross, 
who so aptly has said speaking of first aid tram or the Red Cross 
“How do vou set t to train 20 million peop hen you cannot do 
t by talking or writing, but only by demonstratio1 The answer is 
obvious. ‘The only answer is television.” 

Fundamentally this entire tax program 1s des I i tor the purpose 
of strengthening ou ountry in the event of ways Nadio nd telk 
vision, of cour ] LO! very Inication 

netions, but, in th niortunate event of att On our country, 
radio and televi on if ASSUME enorno isly ’ ! t rol in the 
lefense effort lel nis the most effective 1 of maintaining 
morale and inst tion of t civilian population ve devised (Cer- 
tainly people in the natural relaxing atmosphere of their own living 
rooms, Watching | \ on, can lear! re ou ! orter time about 
first aid, what to do in a bombing attack, and so forth. than in any 
other way As has often been said, one picture is worth a thousand 
words. 

Since the tax pro am 1s for defense, let us also co Le] the defense 
role of radio and television Potentially they may well be one of 
the greatest home front defense weapons we hav: Therefore, the 
production and Wil istribution ol radio ana teley on should be 
particularly encouraged at this time not reta ed 

With regard to point 5, thus has to do with the dis riminatory 


nature of the tax 


It discriminates between manufacturers of radio and television sets 
and manufacturers of other products which remain either tax free or 
subject only to the far lighter levies now assessed Why should the 
tax on radio and television sets be raised to a rate so far out of line 


with some other items in the ordinary household budget? Iam not 
ferring to food or clothings 

The proposed tax on radio and television seus 1] higher than the 
proposed excise tax on automobiles, one of our principal competitors 
for the consumers’ dollar. 

\lso, automobile tires and tubes will be taxed at a rate equivalent 
to from 7 percent to 14 percent of the manufacturer’s price. 

The Treasury recommends increased discrimination against auto- 
mobile radios as compared with directly competitive auto clocks and 
heaters. The latter accessories are now taxed at only 5 percent of 
the manufacturer’s price, half the present duty on auto radios. 
Instead of suggesting some correction of this inequitable differentia- 
tion in tax burden, it is proposed to increase it—to make the auto 
radio tax five times as heavy as the one impos d on auto clocks and 
neaters 

The imposition of any excise tax results in discrimination among 


dio and television manufacturers themselves solely due to ¢ ifferent 
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selling and distribution methods. Thus the manufacturer of brand- 
name merchandise must include merchandising costs in his tax base: 
the private brand manufacturer selling direct to large chain stores and 
mail order houses does not have these costs. The proposal to increese 
the tax rate from 10 percent to 25 percent will greatly increase this 
discrimination. 

Some radio and television manufacturers are fairly well diversified 
others highly specialized. The relative capacity of those two groups 
to withstand the depressive effect of a heavy tax differs greatly 
The larger companies in the industry are fairly well diversified. Th: 
smaller companies are highly specialized. The capacity of the diversi- 
fied group, that is, the larger manufacturers, to shift their facilities and 
staffs to more favorable lines of production makes the burden of t] e 
tax relatively lighter for them. The proposed tax will discriminat: 
in favor of the larger companies as against the smaller companies and 
may wt ll result in financial hardship to the latter, these small-business 
men 

proposed increase in the excise tax is disciiminaton 
adio and television users, because decorative furnitur 
le instrument, are practically indis 


‘abinets, integral with t] 
pensable for housing certain television sets and combination units 
However, fine furniture cabinets having a similar decorative effect 
mav be purchased tax free. 

With regard to point 6, television is still in the developmental stag 
and should not be further burdened. 

Congress never before has imposed excise taxes until an industry 
has passed through its initial developmental period. In spite of th: 
fact that the television industry made great progress in 1949 and 
1950, it still faced at least two situations which it must overcome 
before it can be said to have passed out of the developmental stage 

The elimination of the “freeze’’ imposed by the Federal Com 
munications Commission in 1948 on the construction of new televisio: 
stations wil make television available for the first time to som 
23 million families in farm and rural areas throughout the country 
and in cities not previously served. It would be extremely unfau 
if families in Little Rock or Spokane, for example, who have not had 
television because of the ‘‘freeze’’ will be required to buy sets subje« 
o a 25-percent tax whereas families in New York have bought ther 


tax free or subject to a 10-percent tax 
levision standards, 


\ 

With the eventual establishment of color te 
new product, color television receivers, will be produced by tl 
industry lhe proposed increase would certainly impede the cor 
mercial development of this and other new electronic products. 
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In conclusion. I should like to sav that we do 
with the impression tha 


il 


not wish to leave vou 
t we are not concerned with the situation 


presently facing the Nation. We wholeheartedly agree wit! 
mental principle that as much additional 
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as is consistent with a healthy national economy. so as 


rently as great a part of the expenditurs 


For the reasons g ven, we strongly oppose the ncreas f 
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Finally, we believe that the tax required to raise additional revenu 
eded should be Spl ad over the broad | possible . 
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radios Instead of suggesting some correction of this inequitable differentiat 
in tax burden, it is proposed to increase it—to make the auto radio tax five ti: 
as heavy as the one imposed on auto clocks and heaters. 

The imposition of any excise tax results in discrimination among radio and t: 
vision manufacturers themselves solely due to different selling and distribut 
methods. Thus the manufacturer of brand-name merchandise must include : 
chandising costs in his tax base; the private-brand manufacturer selling di: 

arge chain stores and mail-order houses does not have these costs. The 1 
posal to increase the tax rate from 10 to 25 percent will greatly increase 





nequitable discrimination 
Some rad and television manufacturers are fairly well diversified, ot} 
ecialized The relative capacity of those two groups to withstand 
lepre effect of a heavy tax damper on sales differs greatly. The larger « 
‘ t ndustrv are fairly well diversified The smaller companies 


highly specialized The capacity of the diversified group to shift their fac 
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erally increased, then it must be remembered that there has alreadv been imposed 
since the start of the Korean War, the 10-percent excise tax on television. 


vision’s share of the general 


Finally, we believe that the demand for the ne 
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\ De ¢ ected, a similar analys of the month! ales data on 
t " ec vy tvpe (selling below $12.50 each) reveals even 
nr In the 47 months surveved, the number of units sold fa 
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services not only include, but predominantly consist of 
as the many so-called soft good 


nondurable item 
The bulk of these items are comm 
saries. Hence the demand for them is highly 
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advance—which means, of course, that the absolute amount collected on th 
account from the consumer will be nearly double the amount the additiona 
excise per unit of sales yields for Government revenue. Taking the avera; 
retail price (including the 10-percent excise) of a 12%-inch-screen table mode! 
December 1950 as $190, in round numbers, the added 15-percent levy on t 
average wholesale distributors’ December price of $117 (which included ¢ 
10-percent excise) will raise it to $135, and assuming continuance of the standard 
dealers’ mark-up, the average retail price would rise to $220. Thus to raise t 
excise revenue per unit on this standard model from $10.64 to $26.60, or roug! 
$16, will boost the retail price $30. 

On the basis of the evidence displayed in charts I and II of the exceptio: 
elasticity of demand for the products, we estimate that retail price increases 
this magnitude—and of course they will be much greater on the console models 
will depress sales in a proportion at least two and one-half times the relative pr 
advance. Since the indicated retail price advance is equivalent to approximate 
a 16-percent rise, we estimate sales volume would decline by at least 40 perc: 
if the proposed 25-percent excise levy should be put into effect. You will 1 
the extreme conservatism of this estimate. For whereas from 1947 through 19 
the relation of the proportional change in sales volume to proportional change 
price was more than 10 to 1; viz, on the average a 43.6-percent change in sa 
with a 4-percent change in price, our estimate assumes no more than a 2% t 
relationship. This is equivalent to deflating the indicated elasticity of dema 
by 75 percent. 

We trust the foregoing is what you require. 

Very truly yours, 
Bont, Watkins, Mounterr & Co., Ini 
Autrrep C. Bont. 
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Indices of sales and prices of all consumer goods and 
1939 and 19 46 th rough 1950 
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APPENDIX B 


E OF SECTIONS M04 (A) AND (B) INTER 
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Where the final prod ict includes radio receiving equipment and other non- 
taxable equipment as well, the tax is imposed at the time of manufacture rather 
than at the time of sale. Because of this, the Bureau of Internal Revenue has 


ruled that since the tax is not on the sale of such equipment, the exemptions 


applicable to sales to not apply, with the anomalous result that if the Navy buys 
a radio receiving set for use on a vessel there is no tax, but if it buys a combina- 
tion radio transmitting-receiving equipment the tax attributable to the receiver 
wrtion must be paid; and, further, if it buys spare parts for the combination 
ransmitter-receiver there is no tax since the spare parts are taxable articles. 
Likewise, a city or State may purchase radio receiving sets or parts free of tax, but 
hen they purchase two-way combination receiver-transmitters for their fire and 
ice departments, the tax must be paid. Obviously, this strange result was 
ever intended by the Congress when it provided for these exemptions 

The precedent for imposition of excise tax in the manner suggested has been 

tablished. The proposed language follows directly the language of sections 
3405 (a) and (b) as amended by section 606 of the Revenue Act of 1950, which im- 

ye tax on household-type refrigerators and quick-freeze nits, and certain 
mponents therefor. There the Congress has clearly indicated its intent that 

e excise tax on the household appliance does not apply to commercial or other 

pes of equipment. 

The CrarrmMan. Mr. Jenkins? 

Mr. Jenkins. Mr. Sprague, | want to say for myself that I appre- 
ciate that you gentlemen who have all come here represent a new 
industry that has great potentialities, great potentialities for both the 
Government and the people. I hope that you have gotten in the 
record with your statement all the facts that you want. I dare say 
if it has occurred to you that you want to add to this, the committee 
will be glad to have the result of your progress and the viewpoint that 
you have toward this great question. 

Mr. Spracue. Thank you, Mr. Jenkins. We have two appendixes, 
A and B, attached to the prepared statement. The prepared state- 
ment itself is considerably longer than the verbal statement. 

There are charts which I think you will find quite interesting. 
There is one chart that I would like to invite your particular attention 
to and that is the progress of prices in this industry since 1946. There 
has been quite a lot of publicity given recently to increased prices 
that have been caused by the 10-percent excise tax and increased labor 
cost, but if you will compare the price trend in this index which is 
given in the second chart over the last 4 vears I think you will find it is 
a very spectacular performance which had made television sets a 
positive delight to the lower-income groups. 

The CuarrmMan. Mr. Simpson. 

Mr. Stmpson. Do you believe, Mr. Sprague, that if the taxes 
continue they should be at the manufacturers’ level or at the retail 
evel? 

Mr. Spracue. Can I have a minute to talk on that point? I am 
ot here representing the retailers but I did not like an impression that 
| thought was left this morning by one of the preceding witnesses 
before you. The inference seemed to be that the retailers were 
profiteering out of the tax because they were allowed to add a mark-up 
to the tax. 

[ should like to point out to you gentlemen that probably the most 
definite limit on the volume of business that the retailer can do is 
working capital. If the retailer has to tie up his working capital, for 
example, on a 25 percent excise tax or 10 percent, he is limited in the 
volume of business he can do and therefore he has to mark up his tax 
nerement to some extent: otherwise, he faces a substantial reduction 
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in business and a very considerable financial problem as far as Op 
ating his business is concerned. 

For that reason, Mr. Simpson, in answer to your question, I thir 
it would be more equitable to do it from a working standpoint fro 
the consumer level because you do not tie up the distributor’s ar 
dealer’s money in the tax. 

Mr. Simpson. The consumer pays the cost in either event? 

Mr. Spracur. He pays a smaller cost at the retail level. 

Mr. Simpson. On page 8 of your statement you refer to the privat 
brand manufacturer. What is your point there? Would not th 
at the consumer level avoid this inequity? 

\Ir. Spracue. No, sir. The point there is that the national adv: 
tisers, such as Phileo, RCA, General Electric, and Westinghouse ha 
to include in their cost the cost of establishing the brand name a1 

the integrity of the article they produced. The privat 
brand manufacturer sells his product without a brand name. H 
sells the brand to the store under the store’s name and the manu- 
facturer does not assume the responsibility of the set as far as 1 
public is concerned. He does not have those merchandising cos 
You see, the tax is added to his cost so that on the higher cost, whi 
includes the merchandising increment, the amount of percenta 


establishin } 


increase is larger 

Mr. Simpson. But if you impose the tax at the retail level on tl 
selling price of the item, it would not be an inequity, would it? 

Mr. Spracup. Except that the price of the brand-name item 
usually a little higher because the merchandising cost has to 


included 


~ " 
, 


Mir. Sia Yes; but presumably they make him a service aft 
the sale 

Mir. Spracue. That is right The tax ts still higher 

Mr. Simpson. Now, do you have any thought that the result of tl 
war impetus will take care of all the workers who are now in 
industry and that they will not need to produce instruments 
Civilian consumption to any great extent ? I think you covered 
[ would like to have you repeat il 

Mr. Spracue. Certainly in the present world situation where 

mixed economy and we are not in an all-out war effort, 
obvious that the military production requirements from o 
will not take up the full capacity of the industry and we \ 
have substantial capacity for civilian manufacture 

\MIr. Simpson. It might follow from that that vour workmen w 
shift, and is it not probable that if war should come and we need yo 
industry that we would have trouble getting the men back? 

Mir. Spracur. You have hit the nail on the head There are : 
of very skilled hand operations in this industry, even more so—l a 
a parts manufacturer—in the parts industry, and it takes an aver! 
period of 26 weeks. It is quite obvious from figures, wl 


I 


are lidential which have been given to us by the Munitions B: 


; 


that | e event of an all-out war something like two or three tin 
the capacity of this industry will be required in order to produce 
ns that will be needed, the electronics weapons If the wor 
dustry are dispersed to the other industries and in 
ate event that we have an all-out war then those workers 
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In addition to that, they will have lost their sk 
will be placed in a very hazardous position, in 

Mr. Simpson. Thank you. 

The CuHarrmMan. Mr. Kean? 

Mr. Kran. When vour group appeared befor 
I was very much struck with the statement that 
time about the fact that the broadcasting stud in general were n 
profitable at that time, that without many sets being sold the broad- 
casters could not afford to puton a rood program because the adver- 
tisers would not pay eno ich, and that if you did not have a good 
program you would not sell sets. So you had a circle, which is true 
of any new industry Now, is that still true that the television broad- 
casting companies are not making a profit these days? 

Mr. Spracur. You have a witness who follows me who is much 
more qualified to speak, Mr. Ralph Hardy, of the National Ass 
of Broadcasters. I have read a number of journals i ne 
al danumber of the | roadcasting companies have just 
the corner and are getting in the black from the 

1 talked with Mr Hardy vesterday and he 
present programs, the programs that are going 
pating a still larger audience. They are ant 


are going to be built and sold. hey are 
by the present rather substantial audic nee 
The CHAIRMAN. Mr. Martin? 
Mr. Martin. Along that same line. 
from your discussion last year that the 


roing to be rather disastrous to you re a 
have offset that, then, and have enabled you to 
regardless of the 10 percent or in spite of the 10 
Mr. Spracue. Mr. Martin, that is a compli 
buying, ant pation ol tegulation W, 
Impact 
as seriou as the industry 
who follows m« ' 
his country 


the 


1O pe 
the fact 
ha ibstan 
in that with m 
ps, the majority of 
ymes of less than $5,000, that the tax had 
| can tell you what effect, but certainly 
alked with Mr. Farr last night and lh 
ment He said it is amazing how a rad 
Stration, priced al 19.95 will sell lik: 
to $22.50 1 sa drug on the 
ate how a 
irom & ver 
iblv a 10-p 


etter | 





2390 REVENUE REVISION OF 1951 


refrigeration industry in the debate on the House floor last year. The 
results were somewhat startling to me in the final outcome because in 
trying to get consideration for the re ‘frigeration and home-freeze: 
industry you were the victims in the bill passed last fall, and the tax 
was impused on both you and the refrigeration industry. 

[ want to assure you now that I was not shooting at you fellows 
when I made that comparison. I just let my enthusiasm go in that 
direction, in the hope that the refrigeration and home-freezer industry 
would be permitted to join television in being exempted. 

Today, we are faced with a very real situatien. We must raise 
taxes to the point where we can get the revenue we need and we should 
do this without seriously crippling essential industry. That leads m: 
to ask whether or not there will be other factors that will help you 
overcome a still further increase in the tax. For instance, out in my 
section of the country one very real factor is the number of programs 
that are available to the owners of the sets. Has the war program 
curtailed your expansion, such as the further extension of the cables. 
thereby making your programs available to more people? Also 
providing a greater selection of programs? 

Mr. Spracve. Of course, the deterrent factor from the broadcasting 
program end of the business, Mr. Martin, is the freeze on the con- 
struction and installation of additional stations. You see, we have 
only 107 television broadcasting stations on the air today. That is 
the limit of stations we can have until the Federal Communications 
Commission establishes further standards and accepts applications 
and grants applications for stations. Mr. Coy, himself, has estimated 
that eventually, after the freeze is unfrozen, ‘there will be probably a 
thousand or more television stations on the air, giving larger cities a 
better competitive situation from a programing standpoint and getting 
stations of lower power out in the country and rural areas. But ther 
is nothing we can do about that today. 

Answering your specific question, so far as I know, the telephon 
company has not been retarded at all in the extension of its cabl 
facilities by the war. 

Mr. Martin. In addition to the number of stations you can hav: 
one of your principal problems as a result of the war productio! 
program is in the manufacture of sets? 

Mr. Spracue. The critical materials that the industry uses. 

Mr. Martin. Of course, your industry will make a very real contri- 
bution to the war production and preparedness program. We ar 
in a vastly different situation today than we were at the approach of 
World War II, for example, in your field. Probably thre has been 
more progress in your field than any other one essential factor 
preparedness, that is, comparing today with 1940, for instance. I a1 
very much in favor of further expansion and development of all th 
communications facilities because of our need for them in the wa 
program. I know that your record is good in giving assistance to th: 
country in that way. I would not want to be a party to crippling you 
expansion to any breaking point. 

I still think we are going to have to look for more revenue. To n 
the role that you play in national defense, your essentiality to o 
national defense, is a very real contribution. 1 do not want to crip] 
you unduly in our reach for revenues. 
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Mr. Spracue. Mr. Martin, we recognize the revenue problem but 
1 do sincerely believe that increasing the excise tax on radio and tele- 
vision sets from 10 to 25 percent would have very hazardous results, 
very drastic results, on the industry. 

Mr. Martin. With respect to this estimate of yours that it will cut 
sales of sets approximately 40 percent, that would be the percentage 
cut chargeable entirely to the tax? 

Mr. Spracue. Yes. That 40 percent factor is an informed estimate 
on just the effect of the tax. Now, I would be silly to try to state 
whether it should be 35 or 45 percent. We employed the firm of Boni, 
Watkins, Mounteer & Co. in New York City, who are nationally rec- 
ognized consulting economists, and they studied the relationship 
between prices and the volume of radio sets and television sets over 
quite a number of years. They have a report which is attached to 
appendix A to our statement. I did not read it because there was not 
time and it is quite a technical one. They came up with some conclu- 
sions as a result of their study. Some of the findings are arbitrary 
but it is an informed opinion from an expert in this field that that 
would be the probable effect. 

In addition to that, the second thing we did was to send a ques- 
tionnaire to the leading merchandising men in the industry asking 
them what they felt would be the decrease in the volume of sales 
resulting solely from the increase in excise tax. The average of the 
replies, I think, was 38 to 39 percent, approximately 40 percent. So, 
from two independent approaches we came up with the same figure. 

Mr. Martin. A 40-percent reduction in your sales volume strikes 
me as a very serious blow to the further expansion and development 
of your industry. It seems to me that is a very high percent. [I am 
not questioning it at all, but it does impress me very much. For one, 
[ do not want to hit your industry that hard and my reason is your 
importance to the defense program. 

Mr. SpraGvue. That is just our concern, Mr. Martin, That is why 
I am here. 

The CHatrMan. Mr. Mason. 

Mr. Mason. Mr. Sprague, if we collect the 25 percent excise tax 
on a 60-percent production, which you estimate you will have 
because you will lose 40 percent of your sales, we would not get any 
more dollars in the Treasury than we are getting now with a 10- 
percent excise tax and 100-percent production plus the corporation 
tax. That is about the picture, is it not? 

Mr. Sprague. That is exactly one of the points we have made. We 
actually have understated the facts, and actually you will lose income. 
Mr. Boni, of the firm of consulting economists, thinks we did not put 
it as strongly as we should. He thinks the Government will lose 
substantially. 

\fr. Mason. I am inclines agree with you and that is one thing 
t] commiutt ou t to consider very carefully before they raise 

‘excise taxes past the point of diminishing returns 

That is all, Mr. Chairman. 

The CuarrmMan. We thank you, Mr. Sprague, for your appearance 
ind the information given to the committee. 

Spracur. Thank you, Mr. Chairman. 
‘HAIRMAN. Mr. Mort Farr, president of the National Appliance 


cmon, 
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and address to the stenographer 


capacity in which you appeai 


| . . , 
you give your name 


i 
ef ord and the 


\\ 


pene! 


STATEMENT OF MORT FARR, PRESIDENT, 
AND RADIO DEALERS ASSOCIATION, UPPER DARBY, PA 


‘hairman, Mort Fari 1 am fror 


been a retailer of appliances 


{ rday the National Applian 


Y 


NATIONAL APPLIANCE 


fF «t 
atl ne | 


} my name is 
s in that t 


| am representing 
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the way, well over 100.000 small-business mi 
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7 as struggling to get started Lo protest 
} At that time this comn 
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ent tax at that time 
proposal 


th tax was 
} and whi | 


mO°aYS 


undes rable be guse th 
yu will re call . The n the emi ryvency arose 
xr $5 billion last summer we did 
tax was fair and it was our fair sha 


asked it not ey 
that such a 


} 


program. 

not a luxury in the mink coat or diamond class 
3 years ago averaged over $400 for 10-inch table models 
spring when, due to manufacturing economies an 
“<luction, 16 inch sets sold for one-half that price. Now 
price of labor and material and the 10 percent excis 

10) percent to 50 percent highe r than at that time, last 
the high rate ration in some areas and with 
n the lower income ales are very poor now 
at retail to our Chicago 

combination 


uncertainties 
markets 


isted to las 
pr 
rising 
re 
of sat 
groups, 
ast 50 days sales reported 
over the country indicate that the 
terms, higher prices and the general 0 
prospects has caused a decline in sales in many 
1 as 40 percent to 50 percent below last vear at this time 
vou will find ample evidence of this decline in sales 
will recall some newspaper 
television sets whi 
advertised her 
gy as P rt of 1 


» Washi 


leadu 


T 


+ pl tol. Some of vou nas 
last iday \ number of leading brands of 
just : nonths ago were in short supply wer 
this town at prices below dealer’s cos Ll am offer 
ere today a newspaper which I picked up yesterday, 
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ing. However, the dealers, to maintain their turn-over 
volume, offered th se sets at the ir old le wer lists or even be low. 

\ 25-percent tax W ill tend to pyramid retail prices. The Nation’s 
television retailers are working on the lowest 
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than prewar radio discounts or profits in comparabk 
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in average dealer with normal stock would 
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positive force to combat subversives. Were such a 25-percent tax 
proposed for newspapers, headlines would shout the muzzling of th: 
press. ‘Television and radio is as much a disseminator of news and 
education and Government information as newspapers. 

I cal! your attention to a picture and story in the Washingto. 
Post this morning regarding one of the initial attempts at education 
by television. I say to you, sir, that one of the great futures of ou 
media will be the mass education by our greatest educators. Her 
is music. It can be art, it can be all of the education required by 
our greatest educators in schools. 

Charities are great beneficiaries of radio and television broadcast: 
as is the Government in its bond drives. The broadcasters probab!) 
give more in donated time than any other industry to aid such projects 
as the Red Cross, the March of Dimes, Community Chests, Boy 
Scouts and scores of other worthy causes. 

Television can be the most effective means of training in civilian 
defense, first to the air raid wardens and then to the whole population 

Only 25 percent of the Nation’s homes have television. They 
have enjoyed low-cost entertainment. Due to the freeze, large area 
have no facilities. These people will be paying an unjust share of 
the burden. ‘The working man in these areas will not be able to buy 
for his dollar what 10 million others in more fortunate locations hav: 
bought. Even in present sales areas, people won’t be able to buy 
the set they want. 

Last fall 12-inch sets were being forgotten. Now they are the only 
ones in short supply. Not that people want smaller screens, but it is 
all the average worker can afford. They would gladly pay slight], 
more for a 17-inch set. This proposed tax will only tend to mak 
people buy smaller sets and less expensive sets and fewer sets, and 
may result in less revenue than the present 10 percent. Excise taxes 
have never been considered equitable. 

In my opinion if the industry is not further hampered by additional 
taxes the revenue thus deemed lost will be more than made up ir 
other wavs. The income taxes of manufacturers, distributors, and 
dealers will be much larger and the other segments of the industry 
the broadcasters and the entertainers will pay much more taxes if not 
hampered by this proposed tax that will stifle an industry which is 
still an infant. 

Thank you, Mr. Chairman. 

The CuarrMan. Mr. Simpson. 

Mr. Simpson. Mr. Farr, what is your experience as a retailer wit! 
the effect of the excise tax on the sale of television or any oth 
electrical appliances? Can you evaluate the effect? 

Mr. Farr. I think the very fact that we are now faced for the firs’ 
time in our industry with a dearth of sales, and that the sales ar 
slowed up, is some indication that this price thing has had somethi 
to do with it. I mention in this statement that many of the sal 
that were made to give us the phenomenal sales results we had 
November and December were sets that had accumulated pretax ar 
still had that price appeal. 

Mr. Simpson. Thank you. 

The CxHarrman. The Chair would like to compliment you o! 
finishing within the time set for yourself. 

Mr. Mason? 


» 
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Mr. Mason. Mr. Chairman, I would like to compliment Mr. Farr 
on the convincing statement and the factual statement that he has 
made. Iam convinced. 

Mr. Farr. Thank you, Mr. Mason. 

The CuHarrmMan. We thank you for your appearance and the in- 
formation given the committee. 

Mr. Farr. Thank you, Mr. Chairman. 

The CHarrMan. At this point the committee will recess until 2 
o'clock. 

(Whereupon, at 12:20 p. m., a recess was taken until 2 p. m., this 
same day.) 

AFTERNOON SESSION 


The CaarrMan. The committee will be in order. 

The next witness on the calendar is Mr. W. P. Thomas, president 
of the Diamond Power Specialty Corp., Lancaster, Ohio. 

Is Mr. Thomas present? 

Mr. THomas. Yes, Mr. Chairman. 

The Cuarrmayn. All right, Mr. Thomas, will you please give your 
name and address and the capacity in which you appear to the stenog- 
rapher for the record? 


STATEMENT OF W. P. THOMAS, PRESIDENT, DIAMOND POWER 
SPECIALTY CORP. LANCASTER, OHIO 


Mr. Tuomas. I am W. P. Thomas, president of the Diamond Power 
Specialty Corp. of Lancaster, Ohio. I am appearing today with spe- 
cial reference to the excise tax which may be imposed on the television 
industry. 

In general I subscribe to the program advocated by Mr. Barit as 
his recommendations for a general excise tax were reported in the 
press. 

Two broad classifications might be established: Use goods, and 
ixury products, with higher rates applicable to the latter. Luxury 
products should be broken down into two categories consumables 
nd durables, the former subjected to a single-tax incident and the 
tter to a recurrent annual tax. 

For instance, there is no question but what television has hurt the 
motion-picture business of the country, and to that extent the revenue 
from amusement taxes must have been considerably reduced, and 

obably will be more greatly reduced in the future. To offset this 
ss of revenue, it would seem only proper to place an excise tax on 

evision receivers. It would seem that such an excise tax should 

1 moderate tax and that provision should be made to collect a 

oderate tax each year on all television sets in use. Such usage tax 
should more than compensate for the loss in amusement taxes. 

Other instances of such an annual tax will present themselves, as 

haps in case of domestic deep-freeze units if they are regarded as 

iries inducing antisocial hoarding. 

his usage tax, of course, is not a new idea. It has been in force 

England for many years in connection with radio equipment. 

might add that during the last war we had a usage tax on auto- 
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two different kinds of television equipment in use toda 
designed to serve homes and to provide entertainm 
On 18s broadcast through the air by commercial Stato 
kind is what is known as wired television and is 
only. The two are not interchangeable in 
in our estimation, should not be subjec t to; 
less all industrial machinery ts so taxed becaus« 
rial in its application, and is a manpower and t 
l in a time when Saving both is highly important. lt 
mic energy plants, arsenals, and in manufacturing plat 
ls to watch operations where it is too dangerous for t! 
to stand close to the job, or where it is too hot, too cold, 
r 
observed from a mort onvenient or safe distance 
ipplementary statement I have gone into this distinctio1 
creater detail. This statement has been filed with 
committee, for your reference. Should 


» gO Mto this distinction in greater 


ssible In such cases the operation can be carried ove 


portant thing in connection with television is to make certau 
levision for entertainment purposes 1s taxed and industrial televis 
lized anv more than industrial refrigeration or indust! 


ce of my suggestion lies in relieving use goods from 
onero ix rates which luxury products may fairly be expect 

d in applying to durable luxury products a recurrent 
as distinguished from the ‘fone shot’’ excise on sale applied t 


to carry an 


consumable luxuries 

The CuatrMan. Does that conclude your statement? 

Mr. Tuomas. That is my main statement. Now, I have filed 
supplementary statement here which probably you will not w 
to hy ar, but | would like Lo have it go mto the res ord 
The CHartrMan. Without objection, that will be 


Che supplementary statement referred to 1s as follows 
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\fr. Jenkins. You got here and you made your statement? 

Mr. Tuomas. Yes. 

Mr. Jenkins. I want to say that Mr. Thomas is one of the promi- 
nent businessmen of Ohio. He is in a great business, and is a hig! 
class citizen. 

Mr. Mason. He has a good name. 

Mr. Tuomas. I wish to thank the committee. 

The Cuarrman. Thank you very much. 

Our next witness is Mr. Ralph W. Hardy, director of Government 
relations, National Association of Broadcasters, Washington. 

Is Mr. Hardy present? 

Mr. Harpy. Yes, Mr. Chairman. 

The Cyarrman. Mr. Hardy, will you give your full name and 
address and the capacity in which you appear to the stenographer fo: 
the record. 


STATEMENT OF RALPH W. HARDY, DIRECTOR, GOVERNMENT 
RELATIONS, NATIONAL ASSOCIATION OF BROADCASTERS, 


WASHINGTON, D. C. 


Mr. Harpy. My name is Ralph W. Hardy. My business address 
is 1771 N Street NW., Washington, D. C. 

The CuatrmMan. About how much time will you need, Mr. Hardy? 

Mr. Harpy. I think approximately 14 minutes, Mr. Chairman. 

The CHarrMan. Go ahead. 

Mr. Harpy. Thank you. 

I am director of Government relations for the National Association 
of Broadcasters, and I appear at this hearing in behalf of that 
organization. 

The National Association of Broadcasters is a trade association 
whose members are engaged in all forms of broadcasting—amplitude 
modulation, frequency modulation, and television. The association 
has a membership of approximately 1,500. 

Our association has consistently opposed the application of excise 
taxes on radio and television receivers because of a fundamental belie! 
that such a tax applied on the means of receiving radio and television 
programs amounts to a tax on the circulation of vital information to 
the public at large. This tax applied solely to radio and television and 
not to other media of public enlightenment and information is dis- 
criminatory and basically repugnant to our traditional determination 
to keep the channels of information to the American public unfettered 
and available to all of the people, regardless of their economic station 

On February 21, 1950, in the hearings on the 10 percent excise tax 
testimony was given this committee by Mr. George E. Markham, the 
director of television for our association. Mr. Markham directed th: 
attention of your body to the colossal investments made by pionee1 
ing broadcasters in the new field of television. He outlined the mont! 
and months of unbelievable losses occasioned by high operating cost 
when income was practically nil. In addition to the discriminatory 
aspect of the excise tax as stated heretofore, Mr. Markham had t! 
to say: 

The protection of young industries in this country has been traditional. In 


hods of transportation and communica- 


pir ar we have safeguarded our met 
f 


tion. To do less in the case of television would be a reversal in our treatment 
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a new private enterprise, and an excise tax on television receivers has precisely 
that penalizing effect. 

Subsequently, on March 2, 1950, our general counsel filed with your 
committee a statement asking for revocation of the 10 percent excise 
tax already in force on radio receiving sets. The facts supporting this 
position are compelling. a as 

We tend to lose sight of the fact that radio broadcasting is now the 
most important medium of mass communication in the United States. 
According to the records there are approximat: ly 1,900 daily news- 
papers published in this country. Compare that 1,900 newspaper 
figure with the now approximately 3,000 radio stations licensed to 
broadcast to the reneral public, and you have some starting point to 
comprehend radio’s position. This instantaneous availability of radio 
programming into 95 percent of the American homes has produced a 
profound effect on the information acquiring habits of our people. 
The reliance of the public upon radio for news, to take an example, 
is evidenced by a recent survey of radio listening by the National 
Opinion Research Center of the University of Chicago. (Lazarsfeld, 
Paul F., and Kendall, Patricia F., editors, Radio Listening in America, 
Prentice-Hall, Inc., New York (1948).) Three thousand five hundred 
twenty-nine persons chosen in accordance with established research 
techniques were questioned as to their opinion of radio news 

Forty-four percent of those interviewed got most of their daily news 
from radio. This next revelation of the survey is also significant. 
The interviewers asked this question: ‘‘I’d like to ask you how fair 
radio stations and newspapers generally are. For example, do you 
think radio stations are generally fair in giving both sides of public 
questions? How about newspapers generally?’ The answers pro- 
vided a total of 79 percent who said they thought radio stations were 


fair—55 percent of those interviewed thought newspapers were fair. 

‘he survey from which I quote these percentages was made in 
1947. In a similar survey made by the National Opinion Research 
Center in 1945 (Lazarsfeld, Paul F., and Kendall, Patricia F., editors, 
The People Look at Radio, Chapel Hill, University of North Caro- 
lina Press (1946)) people were asked, “If you had to give up either 
reading the newspaper or listening to the radio, which one would you 
give up?” Sixty-two percent of those interviewed said they would 
give up their newspaper. Thirty percent said they would give up 
their radio. Eight percent couldn’t make up their minds. Such 
then, is a glimpse of the public’s point of view on its reliance on radio 
broadcasting as the source for news of public import, and hence its 
essentiality in the lives of people. 

I bring up the matter of essentiality because Secretary Snyder, in 
making his proposal on excise taxes to your committee, stated that, 
“The President recommended that 3 billion additional revenue be 
raised from excise taxes on those consumer goods which are less essen- 
tial or which use material that will be in short supply.”’ 

Let us examine the Government position on the essentiality of 
broadcasting. How essential is it to our President, who not so long 
avo said that ‘“‘Radio must be maintained as free as the press,”’ to have 
at his disposal the broadcasting facilities and receiving sets in this 
country to bring his voice to every American simultaneously and on 
short notice? How essential was it to Charles E. Wilson when he 
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al with his own voice to the workers involved i 
"te 
Ct ypling railroad strike? 


would you measure the essentiality of the televising of th 


vital United Nations proceedings featuring such international figur 
as Jacob Malik, Sir Gladwyn Jebb, and Warren Austin? How in 
t for millions of Americans to see and hear their Gov ernment 
s against the sinister figures of the underworld in pub! 
gations of crime, even if that means the public has to se 
ss hoodlums” who are understandably shy in facing up to th 
of th people against whom their nefarious schemes are pel 
1? How essential is it to the civil defense authorities, who sa) 
their Handbook on Civil Defen , “Communication is the nerve 
9 


ter of ely il deft nse’? 
In this connection I am reminded of a bit of Americana that reached 
ntion recently. A Midwest broadcaster. learning that mar 
rs were letting their radio sets deteriorate with improper 
attention to maintenance and repair, went on the air with an announce- 
ment asking people to get their receiving sets in first-class order. His 
is a terse reminder of the times in which we live. H 

his listeners, “If world peace efforts fail, your radio 
important device in your home.” This broadcaster is 
to the obvious implications of civil-defense instructions 
rom the New York authorities: “‘Air-raid instructions. 
car police or fire sirens, do this at home 70 to a pre- 
ted shelter. Keep radio on. After attack, remain calm, 
‘tions of C1V il-def nse forces. Keep radio on to receive 
and instructions. If you are within blast area, remain 
intil advised by radio or civil-defense forces that it 
of television receiving sets in many homes of th 
opolitan centers has very significant implications for our 
program. In the New York metropolitan area whe 
al me 3,767,000 families, 57.3 percent of these families hav 
elevisi Set. On a neighborhood sharing basis, it is possibl: 
with a type of inconvenience already familiar to many America! 
homes, to reach substantially all of the population of these larg 
centers W ith a ty pe of mass instruction heretofore impossible. May S 
charts, pictorial presentations, and numerous other teaching devices 
are television’s stock in trade. They offer unlimited possibilities for 
control of confusion and panic, and getting vital information over to 

large masses q lickly and effectively. 

Let’s examine still another index of essentiality Last year th 
broadcasting industry carried on its established pattern of cooperatior 
with the Advertising Council. This council, marshaling the creative 
forces of the great American art of advertising, provided leadershiy 
and skills in coordinating major Government and welfare campaigi 
in the public interest. When you hear programs and announcements 
on the American economic Svstem, the American Red Cross, th 
United States Treasury Savings Bonds Division, Armed For 
prestige, better schools, religion in American life, to mention but a 
scant few, you are hearing the wonderful work of the Advertising 
Council that is being given articulate and effective expression via th 
radio and television stations and receiving sets of this country 
During the fiscal year just completed some 15,.264,.000.000 listene! 
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\ listener impression defined as one message heard once bv one 
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If the present idations of the Postmaster General for a 
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own testimony the resulting deficit on second class mail fe ‘newspape rs 
nd periodicals woul ll be $160.0 UU a year This IS no insig- 
ificant subsidy for our associates in the public information field 
What is the ba ) i and genesis for this abl ibsidyv, and 
ore importantly—t] ciple of the Go assisting in th 
le dissem! Ol mation to the pul My 1 rence Is 
rhaps not th ut it is truly significa P lent George 
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restral | ted States 
The sweating hors topp d by i dusty rid with a leath« mail 
ch slung over his shoulder, plodding down the deep-rutted post 
is of colonial { ~ » deliver the news has beet replaced by the 
etronic miracles of idio and television Annihila Ing tim and 
space, radio and televis if kept free from discriminatory tax encum- 
nees to their cir ition via receiving sets, have the capacity to 
eak down economic barriers to full enlightenment and understanding 
r beyond the dreams of our first President who prayed for the 
faithful representation of public proceedings diffused without 


nited States 
2 Alre ady the Govern 
of 10 percent on our mods 


And now the Congress 1 


straint throughout the U 
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If, acting on the basis of principle, it is important for the Govern 
ment to provide a $200,000,000 annual subsidy to the post office to 
facilitate the distribution of newspapers and periodicals, then th 
operators of radio and television stations, and, to be sure, the public 
whose subscription fee is the purchase price of radio and televisio: 
receivers, cannot understand the logic of that same Government 
demanding a 25 percent tax as a penalty for the use of receiving set 
for instantaneous live access to news, general information, and ente: 
tainment. 

In the case of television receiving sets, combining previous tax 
action with that now proposed by the Treasury, there is represente: 
the unbelievable jump of from no tax to a 25 percent tax in the shor 
period commencing November 1, 1950. Such an excise tax policy 
would have the practical effect of pricing television receivers out o 
the range of lower income groups, thus effecting another high), 
discriminatory limitation upon the people. 

Anticipating the early lifting of the television licensing “freeze 
by the Federal Communications Commission, yay televisior 
station operators in areas not previously served by this medium are 
rightly concerned with the inequity contemplated when pure ‘hasers of 
television receiving sets will have to pay a premium of 25 perce 
above the price paid by people who purchased sets 1n areas not at the 
time affected by the freeze or the excise tax. They believe this will 
have a definite deterrent effect on circulation for their progran 
services, 

Gentlemen of the committee, the broadcasters of the country ar 
keenly aware of the urgent need of the Government for additiona 
revenues with which to finance, as nearly as possible on a pay-as-you- 
go basis, the gigantic defense program on which we have embarked 
There is not a slightest inclination on their part to drag their feet 
or urge others to do the same. They would not appreciate being 
classed with Ari who say, “tax everybody else but me.”” Thei 
honest conviction, however, is that in the case of an excise tax on th 
means of circulating radio and television programs, there is a head-or 
collision with a principle so fundamental to our traditional America: 
ideal of unfettered and wide distribution of information to all of t! 
people that it permits of no half-way measures in examining it dis- 
passionately and objectively on the basis of its implications over th 
long haul. 

If your own examination of the facts in this case leads you to th 
conclusion that there is merit in the preservation of free channels 
the homes and hearthsides of America through all of the media o 
public information and enlightenment, we would urge you to reje: 
the excise-ts xX princ iple as related to the avenues of the sounds an 
pictures that have such a vital influence on our thoughts and actions 

That cone ‘I ides my statement, and | thank you for the privile 
of being heard before the committee. 

The CHarrMan. Are there any questions? 

Mr. Simpson. Mr. Chairman. 

The CHarrMan. Mr. Simpson. 

Mr. Simpson. Who is it that persuades the Advertising Coun 
that they should disseminate certain information? 

Mr. Harpy. Mr. Simpson, I am very happy to answer that que 
tion. The constituent basis of the Advertising Council is made 
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of the following groups: The media, that is, the newspapers, the radio, 
the magazines, and the billboards. Another group is made up of the 
American Association of Advertising Agencies, the people who have 


the staffs and the skills to produce the campaigns. A third group is the 
American Association of National Advertisers, the people who buy 
ind sell the space for national products That rroup has directing 
board, and all of these campaigns, lor exampic the Government 
impaigns, are cleared by the executive branch of that board of 
etors. From the board thev are referred 1 still larver publi 
policies committee. That public policies committee has the oppor 
nitv of passing on the worth-whileness of these great national 
pi igns. 

Mr. Simpson. Where the Government has a terest, Vou sav 

that they send a representative to the council ar th m on the 
; ‘ ” 

Mr. Harpy. No; there is no representative to council directly, 
Congressman Simpson There is a liaison yperation between the 
Government and the Advertising Counci 

\ir. Simpson. When an issue of series E bonds are being sold, for 

cample, how does the co neil take coenizan of that and what 
fluences determine that that is what th v should spend theirtime on? 

Mr. Harpy. I can answer that. In the instance of the Treasury 


mpaign, the Treas iry gets in touch with the lia son othee in the 


P 
White House. Mr Jacl son, | believe s the limis mn otheer 

The campaign, presumably at that stage having been approved for 
policy by the Government, is then put into the hands of the Advertis- 
ing Council on an approved basis from the Government 

Mr. Simpson. Well now, do you just accept the slogans that they 
give you about the worth whileness of the investment, or do you 
investigate and see whether it is a true statement where the Govern- 
ment is the sponsor or when any other organization is the sponsor? 
Mr. Harpy. I don’t feel that I am qualitied to answer that question, 

Simpson, not being on a policy basis with the Advertising Council 
But Il am sure that very careful discrimination marks all of their 
operation My judgment would be that they would ti nd to rely on 
the representations of the Treasury. 

Mr. Simpson. Is there any danger of having propaganda—and | 
ise the word “propaganda” in the sense of something that ts not always 
desirable and not always truthful—is there any danger of this group 

xerting undue influence on the public mind, or are there proper safe- 
iards? 

Mr. Harpy. My judgment, sir, is that there are several safeguards 

several stages along the line. The chief one, as I say, is our public- 
policies committee. [I would be more than happy to supply you, sir, 

h indications of the type of citizenry that makes up that public- 
policies committee. 

Mr. Stimpson. I would like to know specifically whether, when the 
Government has something that they broach as worth while, you 

mpt to examine into the allegations made and ascertain the truth- 
fulness of them, or whether you accept it merely because the Govern- 
ment states that the slogan is desirable or that the facts are true. 

Vir. Harpy. Mr. Simpson, recalling debates that I have heard on 

part of the board of directors of the council, recalling the vigorous 
debates that have taken place, 1 can assure you that nothing is ac- 
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lanche. It is subject 
Wid group of the people 


Simpson. Well, if a man buys a bond on the strength of you 


and advertisements in whi h he Is told that he Will 
his children through school on the strength of that inves 
1e Is not abl lo so, do you accept the proper respons 
sleading him? 


I don’t ha 


There is 

the money he inves 
Government told him 

the Advertising icil, shoul 
tie peopl Lnat eur investments 
tary val 

“7 ilt ol 
misleading peo] 

based on i} 

which is worth so much less 


VEST rid 


Wi a a ft ay ann +t " (,0Vve! 


There has } 
mendous an 
very shortly. 


hav the endorsement 


prope r 


am taxing my Lory r the spe nics on 


»> nave the record sli Lil? am not positive 


I do not want to p ish you on 
I don’t feel that you are 
to answer. 
Give us your recoll 
\ly recollection is that the Committe: 
is the sponsoring organization back of this anti-inflat 
but I would have to check that to b 
epson. Thank you, sir. 
acting chairman). Are 
Mr. Chairman. 
Cooper. Mr. Grange r. 
GranGer. Mr. Hardy, I want to compliment you on your fir 
rv forceful statement. Naturally, I would expect it from you 
.. Hardy comes from my great State. It is a fine statement, 
and I congratulate you on it. 
Mr. Harpy. Thank you, Congressman Granger. 
Mr. Coorer. Are there any further questions? 
Mr. Mason. Mr. Chairman. 
Mr. Cooper. Mr. Mason. 
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Mr. Mason. Mr. Chairman, I would like to make one suggestion 
at this point, following ? 
Mr. Coorrr. Do you want to question the wv f 
Mr. MASON | wan Oo make & Statement and ee lf the wi 
vill agree with this statement of mine. 
Ten years ago, let us way Mr. Smith bought an E bond He 


aid $75 for it He collects now—next month, I t it is—-$100. 
Bu his $ UU W l « vhat $50 woul ! savco 
sO 1s gd ol zg J r S20 Ih. Uuiteres ( (70 Ni at Las 

ally lost $25 hasing value by | $75 for what 
\\ l bring : oOUds u4©re CoO | ( _ \ ) ods 
That is the thing Simpson wv ving ( 

Ss advel sing hvestmel] Ol ( ! in 
ew of this infla 

Mr. Harpy. | mpatheti 

Mr. 3 HAR i want to ans 

M H tD er Nii leberhs 

\ (oo! \ | rver ol Pr nsyvival i ( 

Mr. EBerna plore that in public hearings we sometimes 

th pe ( uli hot ves ( es 


1er Irom borrow! , or Irom the public b taxatio 


4] 
, ul 
| ’ _ > . +} . 4 . ‘ ‘ | | 
Mr. Cooper. Art any tlurther questiol if I we Lbank 
. . . 
you, Mr. Hardy, for your appearance and the informatio su have 


given the committes 


| Li . ; RA we } — : f ‘ 
ir. MLARDY. Phank vy l, Vir. Unbha in nha gel en Ol the 
ommit ter 

‘ , 4 ° \ - T ' 

Vi COOPER. U ithess 18 i james fb. ( u . it 

t 

Columbia Records, | eport, Conn is ( 

\ ( KLIN } \ C] mal 

i ) KLIN‘ ( LTrinan 

| 
COOPER. VWii ve your name and add! Dacity 

which you appear I Ul record, 


STATEMENT OF JAMES B. CONKLING, PRESIDENT, COLUMBIA 
RECORDS, BRIDGEPORT, CONN 


Mir. ConKuine. My name is James B. Conkling I am speaking on 
lf of the pho aph-record industry, and I am president of 

lumbia Records. 

Mir. Cooper. About how much tin Whi you nN Ll i your state- 

nt? 

Mr. ConxkuinG. I think about 12 minutes, s 

\Ir. ( OOPER. You are recognized Go ahead 

Mir. ConxuinG. Mr. Chairman and gentlemen of the committee: 

My hame 1s James B. Conkling. l am presiaent Ol Columbia 
Records, Inc. I am speaking in behalf of the phonograph-record 


dustry. 
Tl ~ f } T, aru | 1 +} + +] arre,te ’ 
he Secretary oi the ireasury has proposed that the mManuliacturer s 
cise tax on phonograph records be raised from 10 to 25 percent. 
Ve believe the Secretary’s proposal Is not jJustinied by the facts 
Phonograph records are a source of D ulding moraie, education and 
iture. 
| wish to explain to this committee the useful and important role 


phonograph records play in modern life oday, just as during 
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the past war, records serve a valuable morale-building purpose. The, 
are a medium for entertainment, education, and culture. 

Some of the records produced are so-called popular records in th: 
entertainment field. These, among the other records, have particula: 
usefulness. During the last war, records were perhaps the greates 
morale-builder supplied to our troops. Hundreds of thousands of 
recordings of popular and symphonic music and of whole program: 
were circulated among GI’s at distant bases by means of V disks, thus 
keeping the average American acquainted with American news and 
culture and bringing him closer to home. Also, by means of V disks 
recordings of whole courses in language, literature, history, and 
repertoire of other subjects were made available to GI’s. Recording 
for training purposes have been used to educate GI’s in their mor 
grim daily pursuits. 

At home, recordings are a welcome relief from the strain of daily lif 
Thousands of American factories are equipped to provide record 
music while employees are at work. Records enjoy a wide circulatio 
in rural districts and among the youth of America. 

Today, practical applications of the recording art are being used 
increasing degree by forward-looking educators. Recordings are ar 
invaluable asset in teaching the blind and are indispensable in teachin 
music appreciation. Oftentimes classical records contain not only th 
music of a symphony or opera but also instructions explaining musi 
movements and the composer’s theme. 

Although not frequently realized, a very large number—in fact 
millions—of religious recordings are purchased by the American peopl: 
Sales of two leading companies alone show that the American publi 
have purchased almost 5 million recordings of Silent Night, Holy Nig! 
and Adeste Fidelis, 1% million recordings of Ave Maria, more thar 
half a million records of The Lord’s Prayer, and more than a ee - 
million recordings of The Rosary. This listing could be extended | 
include a great many more religious records and the sales of many mor 
manufacturers. 

In recent years, records for children have comprised a substantia 
output of the industry. According to recent surveys by an ind 
pendent source 52 percent of the primary listeners of newly purchas 
phonograph records are children and youths under 24 years of ag 
30 percent of all primary listeners are children under 14 years of ag 

The higher excise proposed by the Treasury Department wiil bea 
heavily on phonograph records as a source of morale and educatio1 

That any tax should be imposed upon records purchased fo 
children—nonwage earners—I believe to be wrong. In any event, 1 
policy should be adopted which may curtail a primary source o 
education and culture. 

Educational media have in general always been exempt from ta» 
It appears, that excise levies have never been imposed on book 
sheet music, paintings, and similar articles. It is certainly inconsisten' 
with this liberal policy of exemption to impose, and raise even highe: 
a tax upon educational, religious, and cultural records, 
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IN 1950, 558 PHONOGRAPH RECORD MANUFACTURERS CONTRIBUTED 
$1,500,000 TO THE MUSIC PERFORMANCE TRUST FUND FOR FREE CON- 
CERTS THROUGHOUT THE COUNTRY 


Gentlemen, I think this point is kind of important, and I am not 
sure that it is understood throughout the country. I will try to ex- 
plain it here, and perhaps later on you may wish to ask me some 
questions about it. 

The record manufacturers’ contribution to American education and 
culture does not end with the phonograph records they supply. In 
1948 the members of the phonograph-record industry in conjunction 
with the American Federation of Musicians established the Music 
Performance Trust Fund for the purpose of spreading cultural interest 
in music throughout the United States. All contributions to the fund 
are made by phonograph-record manufacturers according to the 
amount of phonograph-record sales. During 1950 there were 558 pho- 
nograph record manufacturers actively participating in this undertak- 
ing who contributed approximately $1,500,000 to the fund. 

[ have distributed with copies of may statement, a complete listing 
of all phonograph-record manufacturers and the recent report of the 
trustee of the Music Performance Trust Fund. As may be seen from 
the trustee’s report, almost the entire contributed funds are spent in 
rendering musical concerts at no cost to the public. Many of the 
concerts are for the general public. In addition, a large number are 
given especially for the benefit of veterans’ hospitals, schools, and 
similar groups. ‘The concerts provide work and income for thousands 
of musicians. During the past vear there were approximately 15,000 
such concerts or performances, in which more than 150,000 musicians 
participated. 

I would like to reiterate that the phonograph-record industry is the 
only industry in the musical field that is contributing to this fund. 

Disbursements from the trust fund for these purposes are allocated 
among the several States. For example, during 1950, $92,995 was 
spent in Illinois, $54,180 in Michigan, $131,816 in Pennsylvania, 
$71,544 in Ohio, $40,555 in Wisconsin, and so on. As appears from 
the trustee’s report, a part of these amounts are spent in the larger 
cities. Of the $224,811 disbursed in Illinois and Pennsylvania, 
$63,885 was spent in Chicago and Pittsburgh. The remaining 

mounts are expended in the smaller towns and rural districts of the 
various States. 

It seems obvious that a higher excise tax on phonograph records, 
to the extent that it depresses sales, will reduce the contributions to 
the Musie Performance Trust Fund, limiting its disbursements and 
scope of operations. 


PHONOGRAPH RECORDS SHOULD NOT REAR THI rAX ON CONSUMER 
DURABLES 


lhe Secretary's proposal for higher excise taxes was made In connec- 

nm with a broad cat Fory of products I believe that no considera- 

m Was given to the circumstances of the phonograph-record in- 

stry. 1 feel certain that this committee will agree with me that it 

; not fair to place phonograph records in the category of automobiles, 

ppliances, instruments, or other consumer durables, or to measure 
our tax according to the tax imposed on those products. 
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There are approximately 20 industries subject to manufacture! 
and retailers’ excise taxes. We are the smallest. Nevertheless, th 
Treasury has recommended that the highest excise be imposed upo 
the smallest business. 

The quantum of revenues collected from our business is almo 
insignificant. In the first half of fiseal year 1951 our industry pa 
less than three-tenths of 1 percent of the manufacturers’ excises 

In such a small business, wholly dependent upon a single produ 
the impact of depressive influences of higher excises will 
felt 

that almost every business on which a higher excise 
d has had a 


hy 
nh increase in volume since 1946. Tl 

rh is not the CAS , r phonograph reco! ls Hi re 
record of production ‘ leasured | ‘xcise tax coll 
fiscal year 1950, manuf: l tax collections « 
were approximately } percen Tes I an in fiseal 1947 


ng 
xcese coll CLLO 
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Fortunately, our business has improved since the outbreak of th 
Korean conflict and has permitted us to recover a part of the declu 
How much of the increased business mav be attributed to emotional 
stress we cannot t I] lt may be s ynificant that the demand for 
eligious recordings has increased markedly since the outbreak of the 
Korean conflict Tl e fact remains that Ver on the basis Or ¢ 
xperience in the first half of fiscal 1951. excis: iiections on ¢ 

es of phonograph records are still more than 25 percent below fiscal 
947 nd about 15 ] nt below the avert of fiscal years O47 
hrou rh 1950 
SMALL MANUFA( OFTEN MAY ] H XCISI x OUT O 

H OWN POCKETS 

l have already indicated that there are 558 firms actively engaged ir 

the manufacture of phonograph records The great majority of 


i 
vese—more than 500—are truly small manufacturers Kor thes 
anufacturers the excise tax is a verv great | len. For many it 
constitutes an expense which must b t 
yf their own pocket 

We have contacted all of these manufacturers bv letter in order 
to present the facts to this committe We have not been able to 
formulate any general statistics in respect of th replies received. 
However, I would like to cite to you data for 1950 received from 
certain of these manufacturers. One manufacturer with record sales 
of approximately $80,000 and excis Lax pavable n the amount of 
$8,268, had a loss of $397 Another manufacturer with approxi 


Ss 0.000 in sales. S66 iT xcise tax. lost $11.21 A third manufacturer 


reported $11,000 in si $700 in excise tax, and a profit of $S Still 
nother manufacturer had sales of $288,000, excise tax liability of 
$26,500 and had a pront of less than $2,000 Almost without x D- 
tion, these manufacturers report d that they a engaged n the 
manufacture of classi al children’s or miscellan ous records 
Certain of the manufacturers replied with views on how the exciss 
tax effects their business [ would like to quote from two lett 
el1ved from manutacturers 1n I eeport Lo 4 | KK hsas 
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of small businesses and frankly wonder how even larger companies are able 
survive under the existing excise provisions. 


It is clear that in these cases a higher excise can be met only by 
payments out of the manufacturers’ own capital funds. 


THE EXCISE TAX SHOULD NOT BE IMPOSED UNDER A GUISE FOR 
CURTAILING PRODUCTION OR DIVERTING MANPOWER 


In view of the foregoing, a higher excise tax on phonograph records 
is not justified. Nor should it be imposed under any guise for cur 
tailing production or diverting manpower. From our experience ii 
World War II, we know that for the most part our facilities are not 
suitable for war production. Our personnel are nonskilled. Further 
more, because of the decline in record production since 1947, I believ: 
we are operating at a relatively low manpower level. 

In conclusion, I submit to this committee that a higher excise tax 
on phonograph records will not accomplish any of the purposes for 
which excise taxes are generally intended. It is doubtful whether a 
higher tax will produce substantial revenues. It is clear that it is not 
justified as a means either to curtail production or divert manpower 

A higher excise will burden a source of education and culture and 
curb the many charitable activities of the Music Performance Trust 
Fund. Any higher tax would impose a most severe burden on tl 
small manufacturers. 

[ fully realize that other industries have appeared before you, each 
with a special plea for relief. I do hope, however, that you will con- 
sider the unique phases of our case. It’s the story of the smallest of 
all the industries appearing here. And being the smallest, the largest 
tax would weigh the heaviest on our business. 

On the basis of these facts, we ask that this committee not take t! 
action peme “l by the Treasury Department. 

Mr. Coorrr. Are there any questions? If not, we thank you fo 
your at ta and the information you have given the committe: 
Mr. Conkling. 

Mr. Conxurne. Thank vou. 

Mr. Cooper. The ‘next witness is Mr. John J. Wicker, Jr., counsel 
for the American Mutual Alliance, Chicago. 

Mr. Harrison. Mr. Chairman, while I have reached no conclusion 
about the merits of what Mr. Wicker will discuss before the committe: 
today, I would like to say that I have known Mr. Wicker all of 1 
life, and that he is a distinguished citizen of the Commonwealth of 
Virginia and served for a number of vears as representative of 
city of Richmond in the Senate of Virginia. He is one of the most 
distinguished lawvers in the Commonwealth. 

Mr. Wicker. Thank you. 

The Cuarrman. I notice the reference to Chicago, Ill. What do 
that mean? 

Mr. Harrison. That means that he has been a good enough law: 
to secure a client out there. He is from Virginia. 

The Cuatrman. Will you give your name and address and 
capacity in which you appear to the stenographer for the benefit! 
the record? 
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STATEMENT OF JOHN J. WICKER, JR., COUNSEL, AMERICAN 
MUTUAL ALLIANCE, CHICAGO, ILL. 


Mr. Wicker. My name is John J. Wicker, Jr. I am a lawyer with 
offices in Richmond, Va. The experience I gained while serving on 
the finance committee in the Senate of Virginia enables me to ap- 
preciate the perplexing problems of any legislative committee dealing 
with taxation. I am appearing here today on behalf of American 
Mutual Alliance, which is an association of mutual fire insurance 
companies and mutual casualty insurance companies with its head- 
quarters in Chicago, Ill. Its members write a substantial part of the- 
fire and casualty insurance risks insured by mutual insurance com- 
panies in the United States. While I speak as counsel only for these 
companies which write a substantial portion of the business, material 
presented applies to mutual fire and casualty insurance generally. 

Inasmuch as the United States Treasury Department has not recom- 
mended to your committee any change in the law under which mutual 
fire and casualty insurance companies—which I will refer to hereafter 
as these mutuals—have been paying very substantial Federal income 
taxes each and every year since 1942, perhaps it may appear unusual or 
even unnecessary to discuss the Federal income tax status of these 
mutuals. 


ATTACKS ON MUTUAL TAX STATUS ARE INSPIRED BY VICIOUS ANTI- 
MUTUAL PROPAGANDA CAMPAIGN 


Unfortunately, some vicious attacks have been made upon the tax 
status of these mutuals. There have been many misrepresentations 
and distortions of fact, not only before your committee but also by 
circulars and publications, as part of a Nation-wide campaign designed 
to flood the Congress and the general public with antimutual 
propaganda. 

The obvious purposes of this antimutual campaign are 

To undermine the confidence of the American people in mutual 
nsurance, in an effort to cripple the mutuals, and to weaken, if not 
destroy, the wholesome competition now existing between the mutuals 
and the stock insurance companies. This campaign involves such 
devices as insinuating that those who become mutual insurance policy- 
holders are helping to advance the cause of Communism and Socialism, 


{ 


) 


To high-pressure Congress into ignoring the fundamental differ- 
es between these mutuals and the stock companies in the hope 
these mutuals will be saddled with an unfair tax burden, and 
th the further hope that the present exemption of the very small 
tual insurance companies will be wiped out. 
Unless these misrepresentations are publicly answered and refuted, 
public may be left under the false impression that the Congress 
| the Treasury Department have granted, and are permitting to 
tinue, some sort of unfair tax prele rence for these mutuals. Ac- 
lingly, we are making this statement to set the record straight 
\futuals paid over $62,000,000 Federal income taxes 1943 to 1949 


Statistics already filed with vour committee show that these income 
xes paid by these mutuals have aggregated more than $62,000,000 
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during the 7 year period beginning with 1943 and ending with 1949 
this being the latest period for which accurate records are availa] 
These statistics, already on file with your committee, show th 
during this entire period the Federal income taxes paid by th: 
mutuals have not only been substantial each year but have stead 
increased each year; so that for the year 1949 alone these mutu 
taxes aggregated nearly $13,000,000. 

More than 97 percent of mutual insurance business pays substant 
income taxes every year—only small mutuals, doing less than 3 perce: 
of the business, are tax-exempt 

lt frequi ntly is charged that “80 percent of all mutuals are exem 
from taxation.”’ This is a half-truth of the sort more misleading th: 
an absolute falsehood. 

lt is true that many small mutual companies—usually local far 
mutuals—are tax exempt and that they aggregate about 80 perc 
of the number of all mutual fire and casualty insurance compani 
However, it also is true that the premiums written by all of the 
small companies combined account for less than 3 percent of 1) 
total volume of mutual fire and casualty insurance premiums writt 
Conversely, the mutual companies writing more than 97 percent 
the total volume of mutual fire and casualty insurance business 
not tax exempt, but on the contrary have been subject to substant 
Federal income taxes in each year since 1942. Thus, even thou, 
SO percent of the number of mutual companies may be exemp 
97 percent of the mutual premium volume is taxed—and tax 
substantially. 

lhe only mutuals exempt irom income taxes are those whose gross 
receipts Urom premiums, assessments, and investment earnings, withi- 
out anv deductions for expenses or losses) do not exceed $75,000 pel 
yeal In fact, the average gross income of these small mutuals, fro! 
every source in 1948S), was less than SIS,000 per year Often, Lot 
receipts of these small mutuals merely represent the total of the los 
for which the policy holders have assessed themselves, and they usua 
have little or no investment income 

When the mutual tax formula was developed by the Congress 
1942, the Treasury Department and the staff of the Joint Committe: 
on Internal Revenue were of the opinion that these mutual compan 
should continue to be exempt irom payment of Federal income tax 
The tax-exempt status of these very small mutuals is analogous to tl 
tax-exempt status of millions of individual citizens whose gross incoi 
is sO small that no income tax is imposed upon them. 


FUNDAMENTAL DIFFERENCES BETWEEN STOCK AND MUTUAL INSURA) 


Certain basic facts must be kept in mind before an @\ aluation ( 
be made of th relative Lax positions of these mutuals on the one h: 
and of the stock companies on the other hand. 

There are several important fundamental differences between mut 
and stock insurance companies. The mutual is a nonprofit orgam 
tion designed and operated on behalf of its policvholders tO provi 
insurance protection at the lowest reasonable net cost. In cont 
the stock insurance company is designed primarily to produce prot 
for its third-party owners, the stockholders—and quite properly so 


while providing insurance protection for its polievholders. 
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Mutual insurance companies and stock companies are chartered 


‘ s 


and regulated under State insurance laws. Unlike the stock com- 


panies, mutual companies have ho stockholder-owners. Anyone 


( 


I 


i 


ybtaining a policy of mutual insurance becomes thereby a member of a 
ttual insurance ompany, and is carried individual yY hame on 
e mutual company’s membership rolls. He cannot ure a policy 
mutual insurance without becoming a member; annot become 
member in any other way. 


Generally, ulual policyholder-members ure the oniy ones who 


ave the le or; ig! to control mutual « oOmpanies through the election 
directors. KR Ch Inpanit Ss, the poi vh faers have no voice or 


ontrol in the lagement, Or ln the election OI directors, since these 


powers are vest entirely in the third-party stockholder-owners. 


In both stocks and mutuals, the funds wh i are collected as 


‘ 


nsurance premiums and derived from investments are used first ior 


the payment ol losses and expenses, and to set up such reserves as may 


' i } » | r } by , ' ‘ : f . 
reg uired \ inw oO WY $ Od VUSINeSS LdY bh ] Sait oper- 


+} ‘ 
On ol LL company 


in stock companies, lunds not require I ich | ses may be 
| 


] 4 . ; ! , ] , | ] . + . 
paid to the stocKkhoiders as dividends a an { Lhe dairecvors 


yose; or such funds may be retained in th ompany, thereby 


; 


‘ | “J 1! 1 P 
bancing its hel Wo! th and usually enhancing ie t value of 
| 


7 1 ’ 
ual companies, on the other hand, fund ‘e lirst used ior 


il 


pavment Ol iosses an Xpenses, ana or se {ting up necessary reserves. 


e portion of mutual premiums not required for these purposes are 
irned i@ Poll yaers The se reiun are ak I h unl 
polievholder cde to appiv then 

company there 
owner interests 


orders 2 i il Haatlon, all | 

ompany be i tne third-party sto 

olders have right to a part of su 
er hand, in ca hie lation of 


assets 


C'ongress alw 
between Sto 
ised different plans for taxing the two dif n pes of insur- 
e companies. In | ‘Treasur partment and the 
of the Joint Committee on Internal Revenu ad given long and 
reful study to the subject of insurance taxati he Congress en, 
now, facing emergency wartime revenue ni ad ted a ts 
for mutual fire- and casualty-insuran 


ider this plan, found in section 207 of the 
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Or a tax of 1 percent of the total of its gross income from interes' 
dividends, rents, and net capital gains and “of its gross premiums po 
return premiums, premiums paid for reinsurance, and dividend 1 
funds to policyholders). 

MUTUALS HAVE A “‘TAX FLOOR”’ PRODUCING SUBSTANTIAL TAXES EVE! 
YEAR 


The mutuals must compute the tax by both methods, and mus! 
pay the larger of the two taxes. 

Consequently, these mutuals have a substantial income “tax floor 
Neither the stock insurance companies nor any other substantial grow 
of taxpayers has any such income-tax floor. Every increase in t! 
corporate-tax rates, as applied to ordinary business corporations, 
applicable to the investment income of these mutuals. Thus, wh: 
corporate-tax rates rise, the dollar amount of tax paid on investmer 
income of these mutuals increases. Ever since 1942 this mutual ta 
plan has produced a steady and substantial flow of tax revenue fo: 
the Federal Government—vear in and year out—without regard 
whether mutual insurance operating experience was good or bad. 

On the other hand, the stock insurance company is taxed only o1 
its net profits, after it has first deducted all losses and operati: 
expenses and any dividends to policyholders. Thus, when thei: 
profits are high, stock insurance companies’ Federal income tax: 
rise; when their profits are low, stock insurance companies’ Feder 
income taxes decline; when they incur net losses, stock insuran 
companies pay no Federal income taxes. 


ANTIMUTUAL PROPAGANDA VARIES AS STOCK-INSURANCE PROFITS VAR‘ 


These wide variations in the year-to-year amounts of Feder 
income taxes paid by stock insurance companies have somewhat th 
result which would be expected. When stock-insurance taxes increas 
there are loud complaints about Federal income-tax discriminatio: 
when stock-insurance taxes are low, then the complaints quiet dow 
Hostile propaganda against the Federal income-tax position of t 
mutuals has gone into high gear during the last 2 years, when mar 
stock insurance companies made profits which, w hile they were entir 
legitimate, were greater than any in their previous histories. Yea: 
like 1946 and 1947, when mutual taxes were relatively much high 
than those of stock fire- and casualty-insurance companies, w: 
years when the antimutual propagandists spoke only in whispers 


ANTIMUTUAL STATEMENTS AND STATISTICS ARE UNFAIR, DISTOR! 
AND MISLEADING 

On February 23, 1951, Mr. William E. Webb, Jr., a stock-insura 
agent speaking for half of the State stock-insurance agents’ asso< 
tions, appeared before your committee and filed an antimuti 
statement which included some statistics. These Webb statist 
were relied upon and quoted from by several witnesses speaking lat 
on behalf of the National Tax Equality Association—lI prefer to « 
it the National Tax Exaggeration Association—the notorious ant 
mutual propaganda organization which raises hundreds of thousa: 
of dollars a year for use in attempting to high-pressure Congress 
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following partisan tax recommendations. Although these Webb sta- 
tistics were taken from Best’s Fire and Casualty Aggregates and 
Averages, their attempted application to an analysis of Federal tax 
principles is very unfair and misleading in several important par- 
ticulars: 

1) They completely ignored mutual refunds to policyholders 
although these refunds for 1943-49 aggregated $842,422,652). This 
device seriously distorted the statistics. 

2) They included, in the data concerning mutuals, some figures 
based on the operations of some substantial mutual companies 
writing only health and accident insurance, which may be taxed on 
a very different basis. This constituted a further distortion, 

3) They ignored the very substantial income taxes incurred on 
approximately 80 percent of the mutual policyholder refunds, the 
inclusion of which would have shown that the mutual premium dollar 
produces even more Federal tax revenue than the stock premium 
dollar. 

In spite of their incomplete, unfair, and misleading nature, the 
Webb statistics will be used in this reply in order to avoid possible 
confusion by putting up two sets of statistics 


DIFFERENCES IN TAXES OR PERCENTAGES DO NOT NECESSARILY INDICATE 
rAX INEQUALITY OR UNFAIR DISCRIMINATION 


However, even on the basis of the Webb statistics—unfair as they 
are to these mutuals—it should be apparent that differences in amount 
or percentages of taxes do not necessarily indicate any sort of tax 
inequality or unfair discrimination. 

For example, the Webb statistics reveal the following amazing 
tax differences between the stock fire companies and the stock casualty 
companies: 

1) For the period 1943-49, inclusive, the stock fire companies, 
although governed by identically the same Federal income-tax law 
section 204, Internal Revenue Code—paid only 16.8 percent of their 
total profits, which was approximately one-fourth less than the 21.5 

‘recent paid by the stock casualty companies. 

2) For the year 1945, stock fire companies: Earned premiums, 
$1,128,133,000; total profits, $328,098,000; Federal income taxes, 

16.313.000: tax as percent of total profits, 5.0 percent. 

Stock casualty companies: Earned premiums, $1,127,884,000; 
total profits, $222,151,000; Federal income taxes, $21,472,000; tax as 
percent of total profits, 9.7 percent. 

Consequently, when such substantial tax differences between differ- 

groups of stock companies, under identically the same section of 

‘tax law, are not regarded as evidence of tax discrimination or tax 

equality, no one can reasonably argue that tax differences between 
tock companies on the one hand and mutual companies on the other 

ind are any evidence of tax inequality or unfair discrimination. 


f 


/ENTICAL TAX PLANS ARE NOT REQUIRED BETWEEN ALL COMPETITORS 


Three competing merchants, in the same line of business and with 
milar locations and business volumes, may pay income taxes which 
ffer vastly in amounts, percentages of volume, and percentages of 
fit. One operates as a sole proprietor, one as a partnership, 
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another as a corporation. Yet, these differences in taxes of comp: 
tors are not regarded as tax inequalities, because of the fundamen 
differences in the nature and operation of the three competito: 
even though stock and mutual insurance companies 
competing in the same lines of business, they are fundamental 
different in character, ownership, purpose, and so forth. Cons 
nly natural and proper that they should have diffe 


quently, it Is on 
tax plans which may develop varying differences in taxes from ti! 


Simiuarty, 


to tim 


PROPAGANDA, WHILE FALSELY PORTRAYING MUTUALS 
ACKERS,”” IGNORES FACT THAT MUTUALS IN SOME YEA 
‘AID HIGHER TAXES THAN STOCK COMPANIES 

Some recent antimutual propaganda circulars actually claim th 
the mutuals are “tax slackers’”’—‘‘tax IV—F’s’’—who did not pay the 
fair share of Federal income taxes during and since World War 1] 
Such claims are viciously false, and they display a cynical disrega: 
for the intelligence of Congress and of the public. Even the Wel 
statistics show that in 1944, 1946, and 1947, mutual fire compan 
as a group paid relatively higher Federal income taxes than stock fi 
in 1946 and 1947 the mutual casualty 


1 
} 


companies, and also that 
companies as a group paid relatively higher taxes than t 


nsurance 
stock casualty companies 
The Webb statement attempted to explain away these hig! 


mutual payments in some years by stating: 


of fact. in 1949 the stock fire-insurance compan 
rreat that in that vear alone thev incurred as much 


pront were so 
Federal income taxes as they had during the six previous years co! 
Here what the Alfred M. Best Co., Inc., the standa 

e 4) 


bined 
authority, says in its annual review as of 


Insurance sta ical 


end 


IMES PAY MUCH HIGHER TAXES THAN STO¢ COMPANI 
lected comparisons are taken fr 


¢ arbitrarily sel 
Reports, covering the 5-year period 1944 to 1948 
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With regard to this table, I would lke 
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MUTUAL TAXES ARE VERY SUBSTANTIAL AND CANNOT REASONABLY 
CALLED “TOKEN TAXES” 


A typical antimutual misrepresentation is that the mutuals pay o1 
“token taxes.’’ Considering the nonprofit character and ownership 
these mutuals, Federal income tax payments aggregating more than 
$62,000,000 (1943-49), including tax payments of nearly $13,000,0) 
in 1 year, cannot fairly or reasonably be considered as sae “token 
taxes. 


rHE MUTUAL INSURANCE PREMIUM DOLLAR ACTUALLY PRODUCES 
GREATER FEDERAL REVENUE 


An important reason why the Federal income tax plan for t! 
mutuals should differ from the tax plan for stock insurance companies 
is because the mutuals—properly and legitimately—return unus: 
and unabsorbed premiums to the policyholders who paid the: 
whereas stock companies pay out profits—properly and legitimately 
to third-party stockholders. This fact alone would justify a very 
substantial tax differential in favor of mutual insurance companies 

During the seven year period of 1943 to 1949, inclusive, on the basis 
of the most complete data available, these mutuals saved for th: 
policyholders and refunded in cash to those policyholders, the very 
substantial sum of $842,422,652. It is conservatively estimated that 
about 80 percent of the premiums collected by these mutuals—and t| 
same would be true about stock companies—come from business organ- 
izations, rather than nonbusiness sources. Accordingly, when th 
savings are returned to business policyholders, they become fully 1 
able to those business policyholders, as a reduction in their cost of 
doing business. 

If the Federal income taxes incurred by these mutual business 
policyholders on these premiums returned as savings are added to t! 
Federal income taxes paid by the mutual fire and casualty insuran 
companies themselves, it can be seen at a glance that the mutu: al i 
surance dollar is producing greater revenue for the Federal Gover 
ment than the stock insuranee dollar. 

The CuartrmMan. Will you please repeat the point you made 
they are paying more than the stock companies? 

Mr. Wicker. Yes, sir. 

If the Federal income taxes incurred by these mutual business 
policyholders on these premiums returned as savings are added to t! 
Federal income taxes paid by the mutual fire and casualty insura: 
companies themselves, it can be seen at a glance that the mutual 
surance dollar is producing greater revenue for the Federal Gover: 
ment than the stock insurance dollar. 

When I say “mutual insurance dollar,” I mean that for $100 paid 
in, insurance premium gross to a mutual company, as compared 
$100 paid in gross to a stock company on the same kind of insuran 
what I say there is true—and I have the figures to support that. 
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MUTUALS ENJOY NO TAX ADVANTAGE BY DEDUCTION OF POLICYHOLDER 
DIVIDENDS BECAUSE INCOME TAX LAW GIVES STOCK COMPANIES 
IDENTICALLY SAME RIGHT OF DEDUCTION 


The principal antimutual argument advanced by NTEA—through 
the various professors, lawyers, tax statisticians and others—has been 
that these mutuals enjoy a tax ‘advantage over their business competi- 
tors (the stock insurance companies) because these mutuals are per- 
mitted to deduct all dividend refunds to policyholders before com- 
puting Federal income taxes. The utterly rediculous nature of the 
NTEA argument is shown by the fact that the Federal tax laws allow 
to both stock companies and mutual identically the same full deduc- 
tions for dividend refunds to policyholders. Consequently, whatever 
has been said or written alleging tax discrimination, tax preference, 
or tax inequality, because of the dividend distribution of savings to 
mutual members, has no application whatsoever to mutual fire and 
casualty insurance companies’ distribution of dividend refunds to 
their policyholders. 


ALLEGED MUTUAL TAX DIFFERENTIAL CANNOT ACCOUNT FOR MUCH 
LOWER NET COST OF MUTUAL INSURANCE 


Recently, a well-meaning, but badly misinformed, professor, speak- 
ing on behalf of the notorious NTEA, asserted that “the mutuals, 
because of tax inequality, can charge much lower rates by giving 
larger dividends.’”’ Apparently, the professor was ignorant of the 
fact that stock companies have the same right as the mutuals to make 
policyholder refunds before computing taxes. 

Furthermore, a little practical arithmetic would have shown the 
professor the error of his contention. The average fire or casualty 
gross premium does not exceed $70. On $70 gross premium the 
alleged tax difference between stocks and mutuals—even according 
to the Webb and NTEA statistics—is only approximately 90 cents. 
Yet the average mutual premium net cost—after dividend refund to 
the policyholder—is approximately $11 lower than the average stock 
premium net cost. Obviously, an alleged tax differential of approxi- 
metely 90 cents could not possibly enable a mutual company to pro- 
vide insurance protection at a saving of approximately $11. 


SLOWER GROWTH OF STOCK COMPANY ASSETS HAS BEEN CAUSED BY 
STOCK COMPANY DISTRIBUTION OF PROFITS TO THIRD-PARTY STOCK= 
HOLDERS 


It also has been charged that, in recent years, the growth of the 
assets of the mutual fire and cs asualty companies has been dispropor- 
tionately greater than that of the stock companies. Even so, no one 
questions “the sufficienc y of the stock companies’ assets. A little 
analysis shows the reason why the rate of growth of mutual assets has 
been somewhat greater. During the pe riod 1943-49, the stock insur- 
ance companies paid cash dividends totaling $674,054,343 to their 
third-party stockholders. Had only a portion of these dividends been 
retained in the stock companies for the protection of their policy- 
holders the gap would have been narrowed appreciably. 


79120—51—pt. 3-57 
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MUTUAL” HAS PRECISE MEANING IN INSURANCE 


Antimutual propagandists contend that the word “mutual” has ; 
significance in connection with a large fire or casualty insurance co! 
pany, and that it is “‘only incidental” that the ‘“‘capital” of a mut 
surance company comes from its policyholder-members, while th 
of a stock msurance company is subscribed by its stockholders. TT! 
answer is: The fact that a stock insurance company belongs to 
third-party stockholders, while a mutual insurance company belor 
solely to its policyholder-members, is a fundamental difference b 
tween the two types of insurance organizations; it has far-reachi 
legal and economic consequences; and it is not “merely incidental.’ 

[t has been charged that there is no ‘‘mutuality of interest betwe« 
the mutual policyholders because they vary greatly in their locations 
business, and property.” 

The answer is: There is a definite mutuality of interest among a 
of the policyholders in a mutual insurance company, regardless of t! 
variety of their property, their individual locations or their vocations 
They have the common interest of protecting themselves effective 
from economic loss at the lowest cost compatible with sound pro 
tection, and an interest in being willing to exercise the degree of car 
and personal responsibility which mutual insurance companies requir 
of their members 

Members of fraternal, religious, political or labor organizations, for 
example, also may be widely separated geographically, and may vary 
widely in other respects; and vet no one could reasonably argue that 
they do not have mutuality of mterest as to their basic objectives. 

Some critics characterize the nonprofit nature of mutual msuranc 
as the “nonprofit myth,’ but they have never been able to demo 
strate that any “profits’’ are derived from the msurance operations 
of a mutual insurance company. ‘These critics quarrel also with the 
fact that the very nature of insurance prohibits the precise determ 
nation of the actual cost to any insurance company of carrying an 
individual risk; but these critics ignore the well-known fact th 
insurance, Whether stock or mutual or otherwise, cannot operate oth 
than through the averaging process. 


DIFFER {! TAX PLANS FOR STOCKS AND MUTUALS HAVE HAD NO APP 
CIABLE EFFECT ON THEIR RELATIVE COMPETITIVE POSITIONS 


That the different existing tax plans have not had any marked eff 


upon competition between stock companies and these mutuals 


shown by a comparison between the competitive position of the sto 
companies in 1941 and 1949. 

Prior to 1942, mutual fire and casualty insurance companies 
erally were tax exempt. In 1941 the stock companies enjoyed S 
percent of the total fire business and 72.5 percent of the total casua 
business. 

In 1942, the mutual tax plan was enacted and ever since then 
but the smallest mutuals have paid substantial income taxes each ; 
every year 

Since the imposition of substantial taxes on these mutuals there | 
been ve ry slight change in the competitive positions of the stocks : 
the mutuals in the fire and casualty insurance business In | 
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— 


after 7 years’ experience with these Separate tax plans, the stock 
companies still enjoyed 82.8 percent of the fire business and 69.1 per- 
cent of the casualty business. 

This demonstrates that the alleced difference in the existing tax 
plans of the stocks and the mutuals have had no appreciable influence 
or effect upon their relative competitive situations 


\XATION OF INSURANCE SURPLUS IS NOT IN THE INTERES! 
PUBLI 


Some questions have been raised about the poss ble taxation of the 

iditions to policyholders’ surplus. Mutual insurance companies and 
their policyholders believe that taxation of funds accumulated for the 
sole purpose of providing against present losses and for future pro- 
tection 1s basically unsound. Such taxation would be most unde- 
sirable from the standpoint of the insuring public. 

Additions Lo policvholder surplus are made for the purpose ol pro- 
viding the necessary protective reserves, which are required either by 
aw or by sound business judgment, or both for the protection of the 
policyholders who have paid in their premiums. Unquestionably, it 
is to the best interest of the general public that insurance companies 
of all types should acquire and maintain adequate reserves to guard 
against the losses for which the insurance is provided While the 
surplus of these mutuals has steadily increased through the vears, this 
increase has only been in Keeping with the mer ase in the total volume 
of mutual insurance business. Any independent examination of the 


policvholder surplus of the mutuals will reveal that, while this surplus 
| 


' 
s reasonable, t is Th lO aegree excessive im relavion 


insurance liability 


CONCLUSION 


The sole purpose of this statement is to refute the unfair and mis- 

leading attacks which have been made upon the tax status of mutual 
and casualty insurance companies 

is true that mutual fire and casualty insurance companies are 

ed on a basis different from stock insurance companies, but that 

does not prove that the different methods of taxing these different 


‘ 


pes of insurance companies result in tax Inequality, tax discrimina- 
or anv “loophole”? in the Federal income tax laws. On the 
trary, the different bases of taxation exist because of the ve real 
fundamental differences between stock insurance companies on 
one hand and mutual insurance companies on the other hand. 
Che fact that both types of companies pursue many similar business 
practices in the course of their operations in no way destroys or modi- 
s their basic differences in character and purpose. For many years, 
mutual fire and casualty insurance companies have been paving sub- 
stantial Federal income taxes, year in and year out, regardless of 


vhether the operating experience < these companies is favorable 


infavorable. The meome taxes paid bv these mutuals constitute 
} 
' ‘ 


' . : : : 
ly and substantial and constantly increas rs irce ol Federal 


ernment revenus 
Chairman and gentlemen, this concludes 


be clad ol course oO answer anv questio 
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The Cuarrman, I ean want to ask you a few questions. I wil] 
preface my questions by saying that I never have owned, do not now 
own, and never expect to own any stock in any insurance compan) 
The only purpose of my questioning is for information so that I a: 
the members of this committee can work out as best we can equalit, 
among taxpayers. 

Now Mr. Harrison in his statement spoke of you in highest terms 
I was glad to hear that because whatever Mr. Harrison says, we ; 
know is true. I should like to make the same statement for Mr. Web} 
of North Carolina, whose testimony has been very severely criticiz 
in this statement. I have known Mr. Webb and his father for many 
years, personally. They live in a part of the district I represent. 

As businessmen and citizens, there are no men in the State that 
stand any higher than they, so far as I know. 

I just want to make that statement because there was so much 
said by you to the effect that perhaps Mr. Webb’s statement was 
intentionally misleading. 1 am sure your purpose is to make 
honest statement to inform the committee. Of course, lawyers will 
take different sides and they will bring out everything that will help 
their case. 

However, I believe you have no intention of misleading the com- 
mittee by anything you might say here. 

Mr. Wicker. Mr. Chairman, I am very glad you mentioned that 
because I would like this committee to know that while it is not my 
pleasure to know Mr. Webb personally, I do know his reputation, 
and I do not believe any insurance agent, stock or mutual in the 
United States has any higher standing. I am sure that he was thor- 
oughly honest and sincere in his intentions. 

Unfortunately, I am forced to the conclusion, when I read the 
NTEA statement, and when I compare his statement with some of 
NTEA statements last year, to think that perhaps Mr. Webb was 
misled by the NTEA. I am sure that personally he is entirely honor- 
able, honest, and sincere. I am glad you have given me the oppor- 
tunity to say this. 

The Cuarrman. I thank you. That is a very fine statement. 

As I understand it, the burden of your statement is, that the mutual 
companies you represent are taxed as heavily, everything considered, 
on their profits and earnings, as the other companies? Is that your 
position? 

Mr. Wicker. Yes, sir. As a matter of fact, in many years thi 
are taxed more heavily because they have a bad year and yet they 
have to pay a substantial tax just the same. So when the cycle goes 
the other way, they do not pay quite as much, but there are probab! 
many bad years coming in this situation we are facing. Profits a1 
savings will probably go down, and it will be a comfort to our Treasury 
to know that a large segment of taxpayers are going to pay ever) 
year regardless. 

The Cuarrman. If that be the case, and if they have no tax 
vantage, why not just place them all exactly in the same categor) 
and stop all this argument? 

Mr. Wicker. Mr. Chairman, the answer to that is because t! 
are entirely different in their corporate structure, their purpose, tl 
organization. One makes savings which belong entirely to the peo] 
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who pay the money in. The other makes profits which belong to a 
third party, stockholders, who did not pay the money in. 

The CuarrMan. If the stockholders did not pay in any money, how 
did the companies get the capital to begin with? 

Mr. Wicker. That is to begin with, but the amount of capital 
stock paid by stockholders in insurance companies, is not a drop in 
the bucket, compared to the money paid in by policyholders, in 
premiums. It is a small fraction of the money paid in by the stock- 
holders. Whereas mutual holders pay it all. 

We do not think that the stock companies have any advantage 
over us and we know that we have no advantage taxwise over them. 
You cannot put them in the same bracket no more than you can put 
corporations and individuals in the same bracket. They may be in 
competition but they are entirely different. The money belongs to 
different people. The method of operation, the purpose, the owner- 
ship of the company, everything is entirely different. 

The CuarrMan. Why should they not pay the same tax on their 

profits? 

Mr. Wicker. Mr. Chairman, you might say the same thing about 

couple druggists in competition with each other, across the street 
from each other, in the same town, with the same volume of business, 
competing just as hard as they can against each other, with the same 
volume and with the same profits. 

Yet, one of them pays far different taxes and different rates than 
the other because one is a corporation and the other is a partnership or 
individual. ‘They are in the same business, they are competing against 
each other. They are in the same town across the street from each 
other. 

Yet I do not think anvone would advocate that because they are 
in the same business, competing with each other, that they ought to 
be put in the same tax basket. 

The CaarrmMan. If they do business in the same way, they should be 

Mr. Wicker. So far as the public goes, a corporation in the drug 
business or any other merchandising business across the street from 
an individual or partnership, does it exactly the same way. I doubt 
if the average purchaser would ever know if he is walking into a store, 
whether he is buying from a corporation, a person, or a partnership. 

The CHarrMan. | am asking you this purely for information. As 
- inderstood you, the mutual companies’ management is in the hands 

the police -vhol lers. 

“Mr. Wines r. That is right 

The CHArRMAN. Is this true in reality or just in theory? 

Mr. Wicker. Well, that is just as true in practice and in reality 
as the converse which is that private business corporation is under the 

trol, ownership and control, of its stockholders. As you know, as 

all know, if you own stock in a business corporation, you have a 

to attend the stockholders’ meetings, and you have voice in the 
selection of directors. 

But as a matter of fact, of cours WwW ith most business bape: itions, 

y a small fraction of the stockholders attend meetings and vote in 
the elections. But they have a right to do so. 

Likewise in mutual companies. I do not mean to say, sir, that 
any great majority of the mutual holders actually attend meetings 
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a right to do so and they have the same legal right 
‘lection of directors and through them the officers 
management of the company as the owners of stock companies 
and I thir hey participate just as much. In fact, | am incl 
to think that the degree of participation in mutual insurance « 
panies policyholders in the election of directors or truste: 
f larger than the degree of participation in the ay 
ice corpori ation by its stockholders. 
man. Do the policyholders meet and elect their manag: 
Yes, sir; they certainly do 
ix. It has been said that management is largels 
ls of a few people who pay themselves large sums. If 
a! business and nobody expects to make a profit, what ab 
es of those who manage these mutual 
nave | ra at some 
Mr. Wicker. It 
mutual fire or m 


_* 
ntr 
CULLIO! 


companies? 
of them get as high as $300,000 a year in sala 
has never been my pleasure to meet 
ual casualt y ow ince official with any such sal] 
as that. I am not speaking of the life insurance companies. | 
a policyholder in some life companies. I have heard there are so1 
pretty high salaries there. 
to fire and casualty insurance companies, I would say that 
the mutual casualty insurance companies havi 
ficials and also their attorne ys 1s to keep 
tting them because the stocks pay a great deal mor 
RMAN. Mr. Kemper is one of the 
Do you know what his salary is? 
er. Mr. Chairman, I do not know what Mr. Kemper 
is the president of one of the largest mutual compar 
Lumbermen’s Mutual 


capable man, as my 


+} 


any s 


officers of a mut 


political opponents the Rep 


,n. Let us not bring in any politics here 
l am a red-hot Democrat He is a red-hot 
have them both im the stock companies, also. 
I shall be very glad to ascertain that But Is 


» privilege of having the clerk of the committee, 
a letter to the presidents of the five largest mut 
anies and letter to the presidents of the five lar 


hati 
companies, I them that the committee 
to know what their salaries are I can pledg 

fficials will reply. I cannot answer for the oth 


Wo 


that Mr. Stam of your staff can ascertain from 
‘reasury Department because the Treasury Depart 
ty close eve on those things 
Of course, but they do not fix the salari 
No, but in the event the salaries are disproportion: 
the services rendered. Iam confident that the Tr 

ave somata sharp to say in disallowance. 

Man. On page 11 of vour statement you say that th 
cs ‘completely ignored mutual refunds to policy hold 

- refunds for 1943-49 aggregated $842,422,652).”’ 
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Where did they ret those refunds of $842,422,.652, if not from profits? 
How could they refund $842,422,652, if thev had made no profit? 
Mr. Wicker. That was the amount they had left from the amounts 


the policvholders paid in as a deposit, sort of an estimated cost of 
pe j 


their insurance. Now after the cost had been definitely determined, 
’ 
: 


rev found out what it costs for losses and operating expenses and 
set aside the net reserve, they had this much left over and they re- 
funded it to the people who paid it in. 

The CuatrmMan. Did they or did they not leave in the treasury of 
the company a considerable surplus after refunding this $842,422,652? 

Mr. Wicker. No, on the contrary, sir, they left in only the amount 
that good business judgment or the law would require, I happen to 
have a comparison on that point 

Take this period covered by Mr. Webb’s statistics, 1943 to 1949, 
inclusive. In that period all the mutuals in the United States, large 
and small, fire and casualty, the surplus that thev held back increased 
n that 7 vears, $363 million in round figures, between $363 million and 
$364 million. In the same pe riod of time the sto k companies surplus 
increased $1,485,000,000 approximately 

Now to relate that to the premiums colle ected by the two classes of 
companies in that 7-year period. The stock companies increased in 
what you call reserve surplus 

The CuatrMan. Profits. 

Mr. Wicker. All right, call it profits. Whatever you call it, they 
retained it out of what the policyholders paid in, 6.11 percent. That 


was the stock ratio The increase by the mutuais was 6.25 percent, 


rather substant ially less 


[ do not think the stocks retained more than thev should but I just 


want vou to see that the mutuals actually retained less on a percentage 
basis of the ross than the stocks did I do not think either one of 
them retained a bit too much because vou never can tell but what 
the losses will be far higher than they have been 

The Cuatrman. I do not understand vou clearly yet whether this 
$842 422.652 is profit. Surely policvholders would not have paid in 
that much more money than necessary Where did they get that 
money? . 


Mr. Wicker. From the same policyholders to whom they returned 


The Cuarrman. If they paid in that much more than was necessary 
for operating expenses and it was turned back to them, that was paid 
out ol profits? 

Mr. Wicker. They turned it back not as profits, they turned it 
back as part of what the policyholders had paid in and which had 
developed in experience not to be necessary In other words, it 
was an overpayment, that is what it amounts to, an overpayment 
which the mutuals returned to the policvholders 

The Cuarrman. That is bound to be profit, that is the same They 

that money in there and they fot it hack 

Mi Wi KER. You mean the individuals who ¢g rane k. ad rived 

profit on it? 

The CuarrmMan. Yes 
Mr. Wiexer. Well, todav I sent a bellboy up the street for some 
dicine for mi I did not know what the cost of it would be [ 
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gave him $2. He went some distance. He got the medicine a: 
came back. He claimed to have used a taxicab. He gave back ; 
me all that he had left. I do not think he made a profit, as represent 
by the amount he returned to me. I do not think you could cal! 
a profit that he made because it was returned to me, the sour 
from which he got it. 

The CuHarrMANn. I understand that. Is it not a fact that th 
policyholders paid in not only what was necessary to operate t! 
business, but paid in in addition to that $842,422,652? I cam 
see why they paid in that much more. 

Mr. Wicker. Sir, in that period of years they paid a total of nea) 
$6 billion. Nearly $6 billion was the total of mutual fire and mutu 
casualty insurance premiums gross. Now then the amount t! 
turned out to be left over and not necessary, call it an overpayme 
or what not, was returned to the policyholders in the amount 
$842,422,652. That was roughly between 16 percent and 17 perce 

The CHarrMan. Was the money that the policyholders paid 
more than necessary to operate the business? 

\ir. Wicker. Yes, sir. That was money that they paid in a1 
after the losses had been paid and the operating expenses had bi 
paid and a small amount put aside for reserves, then the balance w: 
returned to them. 

The CuarrmMan. I know, but they had paid that in. 

Mr. Wicker. You mean the policvholders? 

The CuarrMan. They paid that in as a part of their insuran 
premiums. The policyholders have to pay in so much for th 
premiums every year, do they not? 

Mr. Wicker. The rates vary. 

The CHarrMan. They paid the amount that was assessed as 
reasonable insurance charge. The $842,422,652 represents a pro 
that they made on the insurance business. 

Mr. Wicker. No, sir; I do not think so. 

The CuarrMan. They surely did not pay it in for no purpose at : 

Mr. Wicker. The policyholders paid their total premiums to t! 


mutual companies 

The CuarrMan. Did they not pay what they were assessed? 

Mr. Wicker. They paid what was charged. That was charged 
a premium with the definite understanding that as a part of tl 
contract after the payment of losses and expenses and a reasona! 
reserve, the balance would be returnable to them and it was return 


to them 

The CuatrmMan. They had enough left out of their profit 
reasonable reserves to have $842,422,652 refunded. 

Mir. Wicker. No profits. They did not have a nickel of profits 

The CHarrMan. It was money that they paid in for their insura 
and their protection. It turned out that they paid in too much ai 
they got some of that back. It is the same as profits. 

Mr. Wiexer. Mr. Chairman, I am sorry sir, but I cannot se 
that wav. Where they pay money and it turns out that the depos 
they make is larger than necessary for the purpose for which tl 
make their di posit and when the one who receives the deposit retul 
the unu unnecessary amount, I cannot see where there is a pr 
at either end of the transaction. 
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Mr. Reep. Mr. Wicker, I have been interested in your fine pres- 
entation of this subject. In the mutual companies when they vote 
for their directors, how many votes does each policyholder get? 

Mr. Wicker. Each policyholder has one vote. 

Mr. Reep. That is what I thought. How would it be in a stock 
company? 

Mr. Wicker. In a stock company each stockholder has as many 
votes as he has shares of stock. 

Mr. Reep. That is not the case in the mutuals? 

Mr. Wicker. No, sir. 

Mr. Reep. Now, if a fire insurance company were to find that the 
premiums did not amount to enough to cover the losses, would it not 
be in a very sad position? 

Mr. Wicker. Yes, sir, and the public would be in a bad way, too, 
because you see the losses would really be uninsured in fact. 

Mr. Reep. In other words, you estimate under the law of averages 

ow many fires, how many deaths, or how many accidents you may 
have to pay for; is that right? You strike an average. 

Mr. Wicker. That is correct. 

Mr. Reep. Insurance is on the basis of averages? 

Mr. Wicker. And on the basis of previous experience usually over 
the previous 5-year period and they take and average up that experi- 
ence and take the last couple of years to show a trend and applying 
the trend factor to the average for the last 5 years, they project that in 
the future and thereby make an estimate of what they think will be 
sufficient to cover the losses. 

Mr. Reep. Good management requires that they make that esti- 
mate large enough to cover their probable losses so they will not come 
back on the people and the people will not lose their insurance? 

Mr. Wicker. Yes, sir. 

Mr. Reep. The other point is this, that these people want to 
rotect themselves by paying a large enough premium so the company 
will be sound and safe, and they know that whatever is left after they 
have paid for the legitimate losses, whether casualty or fire, they are 
roing to get their own money back again. Is that right? 

Mr. Wicker. Absolutely. 

Mr. Reep. There is certainly no profit in that. 

Mr. Wicker. I certainly cannot see any. 

Mr. Reep. I am glad to see that you have paid due respect to this 
NTEA. I think that is one of the worst racketeering organizations 
that was ever permitted to exist in this country. 

\fr. Wicker. I think, Mr. Reed, and gentlemen, that the Congress 

els the same way on that as mutual insurance. I call them the 

National Tax Exaggeration Association.” The misrepresentations 

v have made about Congress, not only about this committee, but 

bout the entire Congress, I think, are almost criminal libel. I have 

me material in my files in which they say that the Congress has 
rmitted big businesses all through World War II to make huge 
s from tax exemptions and they include in there mutual or fire 
irance companies and casualty companies, when they know 
‘tly well that the only mutual file or casualty insurance companies 
vere tax-exempt in World War II or subsequently were these 
companies, comparable to the small-income individuals that are 


ryt 
rt 
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Mr. Resp. According to their own testimony, in 1947, 1948, 194 
and part of 1950, they collected around $600,000 to send out lite: 
ture about this committee and the Congress and about your compa: 
and the farm cooperatives. l would Sav that if it is not criminal |i! 
it is certainly libelous per se 

Mr. Wicker. Congressman Reed, you are entirely right. So 
of the misstatements that have been made right here and that h: 
been circulated around the country have tried to make a left-hand 
attempt to connect mutual insurance with communism. 

Mr. Reep. I have been charged with communism by some of 
own constitutents. 

Mr. Wicker. They overlook the fact that mutual insurance: 
conducted today on identically the same principles that it was found: 
upon by men such as George Washington, Benjamin Franklin, a: 
Thomas Jefferson 

Mr. Reep. Then they are slandering them. 

Mr. Wicker. They certainly are 

They protest, of course, that they have nothing against mutu 
insurance 

They only say they object to some tax advantage. They say the 
have nothing against us at all; they disclaim hostility. 

They remind me of the Virginian who tried to stick a knife in 
fish, when the fish wriggled out of his grasp. He said, ‘‘What is t} 
matter with you, fish? I have nothing against you. I did not want 
to hurt you. I just want to gut you.” 

That is what they are doing with mutuals. 

The Cuatrman. Mr. Eberharter 

Mr. Esernarter. The witnesses who testified before this con 
mittee stated that if we taxed mutual fire and casualty imsuranc: 


companies on the same basis that we tax the stock fire and casualty 
companies, it would bring an additional revenue of $60 millior 
That testimony you entirely disagree with? 

Mr. Wicker. Mr. Eberharter, those claims are absolutely erron 
ous. They are based, of course, on distorted statistics that ignor 
that $842,422,652 return to the policyholders. That $842,422,652 
by the way, constituted about two-thirds of the so-called profits of t! 


\ir. Esernarter. In other words, they included all the refu 
to the policyholders and gave the impression that those refunds w 
profits to the company? 

Mr. Wieker. Thatisright. That $842,422,652 is about two-th 
of what they call profits. So now when you apply that two-thir 
distortion to that $60 million, that, of course, at once reduces tl 
alleged differential to $20 million, and that $20 million is far more tha 
offset by an average of nearly $30 million in mcome taxes that 
incurred annually by the commercial or business policyholders of ¢ 
mutuals on those returns. In fact, in the vear 1949 the incom 
incurred by the business and commercial policyholders on mutual f 
insurance dividends, actually exceeded $40 million 

Mr. Esersartrer. How do you arrive at $40 million? You m: 
that the Treasury of the United States got $40 million becaus: 
these returns or refunds? 


Mr. Wicker. That is correct, sir. 
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I consulted with some of the governmental authorities in making 
up that estimate and they say that a fair rate to impose for the past 
7 years on commercial business people would be about 30 percent 
hecause some are individuals and some are corporations. When you 
apply the 30-percent rate to 80 percent of the mutual policyholder 
refunds, 30 percent to the 80 percent that went to those that incurred 
tax liability on them, you actually get a result for 1949 alone of a little 
over $40 million 

While they said $60 million, when you cut it down two-thirds, by 
reason Of the $842,422,652 thev included in so-called profits, which 
was two-thirds of their sum, you see that the amount of tax liability 
neurred by the business mutual policvholders in 1949 was pearly 
double what they claim would come in by taxing their way 

Mr. Esnernarter. I know that some of the taxpayers in my 
district, general taxpayers, have a misconception about this idea of 
tax-exempt cooperatives and mutual fire insurance companies and 
mutual accident insurance companies. [am glad you have been able 
to straighten this outs 

Mr. Wicker. I am very glad you asked the question and I hope 
that the committee will understand that I am not trying to sav any- 
think at all about cooperatives, building and loan associations or 
mutual savings banks. I do not know anything in the Lord’s world 
about them or their tax status. I do know a little about mutual 
insurance but not about these other items 

The CuarrMan. Mr. Kean. 

Mr. Kean. That $842,422,652 is paid in by the persons who are 
taking out insurance. When that goes into the company that is not 
segregated for the benefit of the people who paid it in but it goes into 
the general fund of your company, does it not, and therefore makes 
earnings 

Now whether it makes profits is another question when you pay 
them out, but it does make earnings for your company, does it not? 

Mr. Wicker. You are absolutely correct that the money paid in by 
the mutual policvholders which includes of course the $842,422,652 
paid back, was not put in a sack or buried in the ground by the com- 
pany. They rented that money and they made a profit, and that is 
the only profit that a mutual fire and casualty insurance company 
makes, the rental on the funds, while those funds are in its hands. 

Mr. Kran. And on those profits, ever since the beginning of 1942, 
the mutuals have been taxed at the full corporate rate and every 
increase that the Congress makes in that corporate rate naturally 
increases the amount that the mutuals pay on those profits? 

Mr. Wicker. Yes, sir. 

he CHarrmMan. Mr. Mason. 

Mr. Mason. Mr. Wicker, I do not know what your retainer Is or 
what your salary is from these companies and I do not want to know. 

Mr. Wicker. I shall be glad to tell you. 

Mr. Mason. I prefer that you not tell me. 

Mr. Wiekxer. I will say that I do not believe it is enough 


Mr. Mason. I will say that whatever it is, 1 am sure you earn it 
because you know this problem and you certainly have explained it 
very clearly, so far as I am concerned, 

Mr. Wicker. Thank you, sir. 
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Mir. Mason. If there is any one member of this committee int 
ested in tax equality I think Iam he. I am interested in tax equa! 
on these mutual fire insurance and mutual casualty insurance co 
panies. I have gone into this matter with our staff and with \| 
Stam. I have been assured by our staff that since 1942 when t 
Congress by law placed a tax upon the mutual insurance compani 
either the corporate tax upon the net income of your companies, 

1 percent of the gross income of vour companies, whichever is t| 
larger. Since that time the payment from the mutual insura: 
companies has fluctuated with that of the stock companies, but as 
whole they have at least equaled what the stock companies have h 
to pay because even when you could not show any net profits or 
income, you had to pay 1 percent on your gross income, which 
stoc m companie s do not have to pay. 

from what our staff has told me and from the tax basis upo: 
which you are now being taxed since 1942, I feel that your mutu 
insurance companies, both fire and casualty, have been paying tly 
proportionate share of taxes as well as the stock,insurance companies 

[ am honest enough to assert that here in public. I think vou a 
in a different class entirely from mutual savings banks and the build- 
ing and loan associations because of this tax which was placed upon 
you in 1942. I think up until that time, there was a little reason for 
some questioning. 

Mr. Wicker. Thank you very much, Mr. Mason, for those remarks 

Mr. Mason. If I were not convinced of that, I would not say it 

Mr. Wicker. Mr. Mason, may I say it has been my privileg 
observe this committee beginning back in 1942. And I have attend 
a good many hearings. It has been my pleasure to note that vo 
particularly have never hesitated to let the witness know if you d 
not agree with him. I am delighted indeed to know that you fi 
generous enough to let me know that you agree with me. 

The Cuarrman. Mr. Harrison. 

Mr. Harrison. Mr. Wicker, is it true that mutuals charge policy- 
holders considerably less than stock companies charge their policy- 
holders? 

Mr. Wicker. Yes, sir. Here is the way it happens. General 
speaking, but with some exceptions, when you take out a policy 
either the stock or mutual company you pay the same amount for | 
stock policy as you do for the mutual policy to begin with. The d 
ference is that in a mutual the policyholder gets a refund usually 
the way of a dividend at the end of the year and it generally runs 
from 10 to 25 percent and that makes an average reduction of about 
16.63 percent in the net ultimate cost. 

Mr. Harrison. Is that not on account of some sort of tax differ- 
ential? 

Mr. Wicker. No, sir; it is not, because if you refer to some statist 
on file with your committee, filed by Mr. Webb, that he got fi 
Best, you will find that even the claimed differential on $100 is o1 
dollar or so and that dollar or so could not possibly account for a 
refund dividend of 16.63. 

Mr. Harrison. What does account for the dividends? 

Mr. Wicker. Three things. First of all, most of the mutual 

| mutual casualty insurance business is done by what you call 
lirect writings. The companies have their own branch offices 


: 


} 
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thev sell the services and insurance direct and not through com- 
mission agents. 

Some mutual companies operate through commission agents, some 
of the best, and we have some of the best agents, but the commissions 
are usually smaller. That difference in the way of doing business 
and the smaller commissions, accounts for one difference. 

Secondly, the mutuals specialize a great deal in safety promotion 
and fire prevention and safety engineering and that tends to cut down 
the losses. Year in and year out on the average the losses of the 
mutuals are substantially less percentagewise than the losses of the 
stocks on their insurance. 

And then finally the mutuals have no third-party ownership and 
consequently their net savings are not paid out to any third parties 
and can all go back to the policyholders who pay them in. 

Those three things in general account for that difference of about 
16 or 17 percent. 

Mr. Harrison. Thank you, Mr. Wicker. That is all, Mr. 
Chairman. 

The CuarRMAN. Mr. Martin. 

Mr. Martin. Mr. Wicker, I want to say that your statement here 
has been one of the most interesting statements I have heard in the 
course of these proceedings. 

Mr. Wicker. Thank you, sir. 

Mr. Martin. I was particularly impressed by the reference the 
chairman of the committee made while you were reading on pages 
17 and 18 of your statement. 

He had you repeat part of that paragraph or section. I should 
like to ask a question with respect to pages 17 and 18 of your prepared 
statement. 

You say that the mutual premium dollar already produces more 
dollar revenue than the stock premium dollar. At the risk of some 
repetition of your previous discussion here, I should like to have a 
further summary statement by you on that point. 

Mr. Wicker. Thank you, Mr. Martin. I have the exact figures 
on them. 

For 1943 to 1949 the taxes paid by the mutuals were $62,297,000, 
the mutual companies themselves. Now applying a 30-percent rate 
to the SU-percent commercial policvholders, applying that on the 
$842,422 652 that was refunded to those commercial policyholders, 
you have an income tax liability incurred by those commercial policy- 
holders aggregating $202,000,000 and some odd. That gives a total 
tax revenue from the mutuals of $264,478,000. Now that tax revenue 
actually amounts to 4.54 percent of the gross total mutual premium 
in that period. 

Now, applying the same thing to the stock companies, they paid 
$494,195,000 in taxes, the companies themselves, and they refunded 
to their policyholders $136,941 ,000. 

Now, I am trying to tell you I did not know for quite a while that 

y did, but more and more of the stock companies are going on the 

tual plan by refunding part of their savings to their policyholders. 

the last 7 vears they refunded nearly $137 million to their policy- 
rs. They deducted every one of them before computing their 
es, of course, as the law entitled them to do. Now applying the 
‘rate, 30 percent, and assuming, like the mutuals, that 80 percent 
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went to commercial policyholders, you get an incur 
tax liability aggregating $32,865,840. 

Now, then, apply in addition the 30 percent average tax rate to | 
entire amount that the stock companies paid to their stockhold 
| lders, but to the ir stockholders, in dividends, they p 


net policvho 
{ r stockholders in that 7-vear period $674,054,000 


Now, we want to apply the 30-percent tax rate to all of that beca 
no matter whether they were commercial people or individuals, ev: 
bit of that was subject to income tax, and if you do that you get a 
tax-incurred liability on that item of $192,216,000. That mea 
that the total tax revenue from the stock fire and casualty compan 
includin ose items of refunds and dividends, amounted to $72 
277,000 1 iat 7-vear period. 
If you relate the total tax payment to that gross premium volur 
you will find that while the mutual tax contribution amounted to 4 
the stock tax total amounted to only 3.5 percent, more tl 
less than the ratio of the mutual as to gross premiums. 
If you relate it to profits, 


Ina 


} 
siti 


let us relate it to profits. 
, 
I ¢ | 


at the total mutual taxes amounted to 57.7 percent of tl 

I avings, while the total stock taxes amounted to only 29 9 
of that total net profits. 

eg ae 

ease understand me, I am not making any criticism 

the stock companies. I think they are bearing their full shar: 

| have no criticism to make of the tax status. W 

n tax status, and proving that the 


‘ 


] 
a) 


I 


You have certainly made it very clear to me and for 
ir analysis clears up a very real point in my own con- 
problem of mutual insurance companies. I want 

much for that ve ry tine statement 

Thank vou very much, Mr. Martin 

MAN. Mr. Wicker, I have one more question I should like 
purpose of information. You mentioned the $842,422,652 
Then you mentioned that refunds 


ind to the policyholders. 
kh s are made by the other companies. 


Mr. Wicker. Yes, sir. 
11N. Now what becomes of those refunds in thi 
uals or the others do not pay their taxonthem? W] 
ets back into the hands of the policyholder, there is 
What becomes of that money in the tax bill? 
Mr. Chairman, there are three different items 
‘e is only one and that is the money refund 


Oi 


mm a 


a mutual ther 
then nol evholders 
The CHarrMan. Does the policyholder pay taxes on that as incom: 
Mr. Wiexer. He incurs a Federal tax lability on that just as m 
al other income he gets, if he is a commercial policyhold: 
a commercial policyholder he could not ded 


on any 
uss fr } is not 
amount he paid for insurance. 
Let us take a grocer who insures a truck and,pays $100 for insura: 
on that truck to a mutual or to a stock, either one. He is a grocer and 
that is a business truck. In making out his income-tax return he 
deduct that $100 that he has paid for insurance whether it is stock or 
mutual as an expense of doing business. Now, in case he took that 
| and he has deducted that $100, then when $15 or $20 


’ 
T) 


with a mutu: 
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eomes back to him, that $15 or $20 is taxable in his hands, because 
whether you regard it as reducing his business cost of insuring that 
truck, or whether it is income, he deducted the full $100. 

In the stock companies of course they make refunds, too, of a small 
amount, about 1 percent, but their policyholders incur a tax liability 
on the amounts they get back from the stock companies if they are 

usiness policvholders 

The (*HAIRMAN What is the difference by tween that and dividends 
from investments? 

Vir. Wii KER. [t i ntirely different | shal] be glad to illustrate 
hat. On my left are two gentlemen. One of them pays in his money 
o a stock company for insurance and he gets value received, he vets 
full insurance. Sitting to his left is another gentlemen who invested 
some money in that company some years ago in the legitimate hope 

making a legitimate profit, possibly losing his money but making 
his profit Any thing that is made on the transaction out of this S100 
aid in by this first gentleman on my left goes to the third party, the 
ston kholder. But in the mutual case the noney goes bac k to the 
policyholders who take it in. 

The CHarrMAN. And there is no tax paid on 

Mr. Wicker. Yes, sir; 1 

The CHarrmMan. The company has not paid any tax on it 

Mr. Wicker. Neither the stock company nor the mutual company 
pays on the amount that it refunds to the polievholder, which goes 
ack to the same party. They do not pay on that any more than a 
businessman pays on cas! 


ir: if he is a business 


D 
h discounts or overcharge or reduction in 
ce granted when there is an agreement that you will get back what- 
ever saving there is 
The CHarrMan. How do you differentiate between what they get 
ack from investments and what they get back from overpayment of 
r premiums? 
Mr. Kean, has said they all go together as earnings if not profits. 
Mr. Wicker. For example, the distinction, sir, is that the stock- 
holder’s dividend is an amount that he gets back as a profit on the 
money he has invested with the legitimate hope of making a profit 
The money which the policyholder gets back is not money which he 
ts back on an investment that he has made with the hope of making 
profit. It is merely a refund to him on the unnecessary, unused 
rtion of what he paid in, that experience has shown at the end of the 
al they had left over and they returned it to him 
With the stockholder it is not returned to him; it is somebody else 
who has paid the money in and it goes to a third-party stockholder. 
That is perfectly legitimate but it is a profit transaction pure and 


5 mple 


The CHarrMaNn. How do they know how much of that is made on 
behalf of the stockholder and how much is made on behalf of the 
polievholder? They would have to have a different system of 

okkeeping? 

Mr. Wicker. No; Ido not think so, sir, because the relative amount 
of the moneys paid in by the policyholders as a class constitutes such 
an overwhelming portion of the funds, the receipts of the msurance 
company, when compared to the stock investment, original investment 
of the stockholder. I used the term ‘‘a drop in the bucket” and I 
think that is a pretty fair expression. In other words, the stock- 
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holders’ investment is just a drop in the bucket compared to the mon 


paid in by the policyholders. 

The CHarrman. If a man is a stockholder in a company and a 
a policyholder in a company, then does he get two dividends, one | 
investment on the stock and the other profit on his menyy 

Mr. Wicker. If he takes that policy out. Of course, he j 


stockholder, he would be in a stock company and if he takes his insu 


ance out in that company and that company is one of the stock cor 
panies that is on what we call a participating basis, that is, makes sor 
return to policyholders—— 

The CuarrMan. That is not general, that is the exception, a \ 
minor amount. I want to find out whether or not that stockhol: 
and policyholder gets two dividends. Now, I have a little fire ins 
ance. 1 do not get dividends or anything like that, but I am 
wondering whether or not this stockholder and policyholder gets 1 
dividends from these old-line companies, one from his investment 
he is a stockholder and one as a dividend for paying too much fo: 
premium. Is that right, or not? 

Mr. Wicker. Mr. Chairman, that is true when he takes his pol 
in a stock participating company and those companies number abo 
71 out of approximately 600 stock companies. That is roughly 


percent. ‘They are increasing all the time. Last year three of t! 
largest stock companies went on a participating basis. If he do 


not go in a participating company, but takes bis policy in a compa: 
which does not return anything to its policyholders, then he 
nothing back in the way of money unless he is a stockholder. If 
is a stockholder, he gets it back whether he takes his insurance w 
them or takes no insurance at all. He does not get it back; he 
his share of the profits. 

T HAIRMAN. You make a very intelligent witness and have hb 

rv fair in your statements. 

Mr. WICKEI Thank you, sir. 

The CuarrmMan. Now I have one more question. Suppose he 
two dividends, one as a stockholder on his investment and the ot! 
on the premium he has paid, do those two stand exactly in the sai 


class after he gets them back so far as he is concerned for tax purposes 


\ir. Wicker. If he bought his insurance as a business on busir 
property or as a business risk; yes, sir. 

The CuatrMan. Who will know what was his purpose? 

\ir. Wicker. He has to know himself. 


The CHarrmMan. Suppose he gets back $10 from one and $50 fro: 


the other, does he pay taxes on $60? 

Mr. Wicker. If that is a business policy; ves, sir, such as the c: 
I gave you awhile ago of the grocer who took insurance on his tru 
If he also is stockholder in that Same company in which he took | 
insurance out, he would incur identically the same tax liability on t 
policyholder refund if it is participating company as incurred 
stockholder participating in dividends. 

The CuarrMan. If there are no further questions, we thank \ 
for the information given the committee 

Mr. Wicker. Mr. Chairman, I want to thank you and the c« 
mittee for your courtesy and your patience. 


[ just want to ask one thing. On my left here is Mr. Hugh H 


Murray, Jr., from the State of North Carolina, who is past presid: 
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o the National Association of Mutual Insurance Agents. I have no 
connection with him other than fraternal and friendly. He has a 
three-page statement that will take less than 5 minutes to read. | 
wonder if you would be willing to let him have not over 5 minutes 
to read his statement? 

The CHarRMAN. We will recognize him for 5 minutes 


STATEMENT OF HUGH H. MURRAY, JR., RALEIGH, N. C., PAST 
PRESIDENT OF THE NORTH CAROLINA ASSOCIATION OF 
MUTUAL INSURANCE AGENTS AND PAST PRESIDENT OF THE 
NATIONAL ASSOCIATION OF MUTUAL INSURANCE AGENTS, 
IN BEHALF OF THE EXECUTIVE COMMITTEE OF THE NATIONAL 
ASSOCIATION OF MUTUAL INSURANCE AGENTS 


Mr. Murray. Thank you very much, Mr. Chairman. 

My name is Hugh H. Murray, Jr., and my i:ome is in Raleigh, N. C. 

This statement is made by me at the request of the executive 
committee of the National Association of Mutual Insurance Agents, 
an organization comprising more than 4,000 independent businessmen 
operating mutual insurance agencies throughout the United States. 
| also speak as an insurance agent who has sold mutual insurance in 
the State of North Carolina for a great many years 

My attention has been called to a statement filed with your com- 
mittee on February 23, 1951, by William E. Webb, Jr., a stock 
insurance agent in North Carolina. 

In this statement Mr. Webb said he was speaking for the State assv- 
ciations of 24 States and that about 50 percent of those agents sold 
mutual insurance as well as stock insurance. While I do not believe 
Mr. Webb intended to deceive your committee, nevertheless his state- 
ment might very easily be misunderstood and misconstrued. 

lhe true facts are as follows: 

Mutual agents have their own State associations in most of the 
States. Mr. Webb did not speak for any of these mutual agents’ asso- 
ciations. Their sentiments and opinions are ¢ xactly opposite to those 
expressed in the Webb statement. 

2) The mutual agents all over the United States have a strong and 
well-organized national association. Mr. Webb did not speak for that 
national association. Its sentiments and opinions are exactly opposite 
to those expressed in the Webb statement. 

}) There are State associations of stock agents in 48 States. Mr, 
Webb spoke for only half of these. 

t) There is a strong and well-orga:..:ed national association of 
stock agents. Mr. Webb did not speak for that national association 

5) Mr. Webb is not licensed to represent a single mutual insurance 
company. 

The Webb statement was unfair and misleading also because it 
gnored the fact that practically all of what his statement called 
“profits” of the mutuals were actually savings which the mutuals 
made for their policyholders and refunded to their policyholders in 
the form of policyholders dividends. 

The Webb statement further ignored the fact that mutual insur- 
ance funds are never paid over to any third party investors or owners 
but are used only for payment of losses and operating expenses and 


79120—51—pt. 3-58 
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necessary protective reserves, with any balance remaining bei 
refunded to those who paid them in, namely, the policyholders. 

The Webb statement further ignored the fact that under existi 
law mutuals must pay, and actually do pay, very substantial incor 
taxes each and every year, regardless of whether their experienc: 
favorable or unfavorable; whereas, stock companies pay high tay 
when they have a very profitable year but when they have an unprot! 
they may escape taxes altogether. 

All through the Webb statement there was a complaint about | 
mutuals being allowed to deduct policy holders’ dividends before co: 
puting income taxes. From reading the Webb statement, which 
along exactly the same line as the misleading and distorted proj 
ganda spread around by the NTEA, one could easily be misled ir 
thinking that this deduction of policyholders’ dividends was a spe 
tax privilege which the mutuals enjoyed but which was denied 
the stock companies. Of course, the facts are that the stock insurar 
companies have identically the same right as the mutuals to ma 
full deduction of dividend-refunds to policyholders under the Feder 
income tax laws (sec. 204, subsec. XJ), consequently that tax dis- 
crimination which the Webb statement and the NTEA blasts com- 
plain about sunply does not exist. 

In fact a number of stock companies have, for many years, pa 
lividends to policvholders Three of the largest in the country hav 
ntly amended their charters to permit the payment of dividend 


able veal 


to olicvVhoiders 
he CuartrmMan. If there are no questions, we thank you for you 
arance and the information vou have riven the committee. 
cay. Thank vou, Mr. Chairman. 
vs. I ask unanimous consent to have a letter writt 
Landis, president of the Ohio Association of Mutu 
npanies, inserted in the record at this point 
RMAN. Without objection, it is so ordered. 
eferred to is as follows:) 


M 


’ 
} 


theory of mutual insurance thé 
fundamental principles involved a 


IS1O!I in your committee that i 
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fasically, an ‘“‘advance premium” mutual insurance company receives from 
ts member policyholders a stated amount of money, called a “premium,” from 
hich money the management of the company pays losses, expenses, and lays 
ide a modest sum with which to meet catastrophes and unforseeable con- 
ngencies. The balance is returned to the people depositing it in the first instance. 
his return has been called a variety of names, among which the most popular 

ms to be “a dividend.”’ This is an unfortunate choice of words, because 

] is in fact ar inused o nabsorbed portion of 

nse a dividend, as that word is commonly understood in th 

\ policyholder in an ad premium mutual insurance ¢ 

feduct trom Nils rsonal income tax fis insurance pren 
/ , +h + 


man icomMme-p«. tucing HDUSINess Tis 


nai 
such an insurat 
is that that port 
iouble taxation 
No advance premiu! 
will not be require 
nsurance No m 
r’s accounting proce 
ome any amounts 
ame the exact al 
ks, as distinguished 
tual companies 


the stoek con 


(mong Our association are a substantial number 


iations. These organizations operate on the 1 


yhich to pay losses after the losses have actua 
Internal Revenue Act exempts from taxation all 
eollection to pay losses of less than $75,000 per vear. Those that do e 
because of excessive losses ore than that figure, have to pay an income tax. 
seems wholly illogical to think that one must pay ‘ause of adversity. 
The matter boils down to this: Mutual insurar as an industry o1 
e for alleviating suffering, is not attempti t ' 1 
ear its fair share of the cost of Governm 
t uld pay 


is 


eturn to f 
eed for fur 
ization and taxatio 
‘he viewpoints expre 
which I take persor 
substantial majority 


statement by ei 


The CuarrMan. Mr. Rowland Jones, Jr., president of the American 
Retail Federation, Washington, D. C. 

Will you give your name and address to the reporter for the benefit 
of the record and the capacity in which you appear? 


STATEMENT OF ROWLAND JONES, JR., PRESIDENT, AMERICAN 
RETAIL FEDERATION, WASHINGTON, D. C. 


Mr. Jones. Mr. Chairman and gentlemen of the committee, my 
name is Rowland Jones, Jr. I am president of the American Retail 
Federation with offices at 1625 I Street NW., Washington, D. C 
The American Retail Federation is a federation of 23 national retail 
associations and 32 statewide retail groups. 

[ am also executive vice chairman of the planning committee of the 
retail industry committee, an emergency committee organized 
shortly after Korea to coordinate the retail industry on a wide basis 
in the handling of issues and problems arising out of the defense effort 





2438 REVENUE REVISION OF 1951 


and to make available to Government the experience and techni: 
knowledge of the industry. It is on behalf of the retail indust: 
committee that I appear here today. 

In addition to the federation’s 55 member associations, a total « 
25 other national retail and service-trade associations are members ; 
the Retail Industry Committee. 

Rosters of the member groups of the federation and of the reta 
industry committee are a part of this statement. 

Historically, retailers have opposed all types of consumption tax 
on the basis that they reduce consumption, that they fail to recogni 
the principle of ability to pay and that they constitute obstacles 
the long-term national objective of maximum production and fu 
employment. 

Today, retailers, while still of the same conviction on a long-te1 
basis, are now far more concerned about the hazards of inflation a: 
its tremendous threat not only to the entire defense effort but to o 
basic national welfare as a whole. 

The effective control of inflation is now on page 1 in the retail 
book. 

The retail industry committee with its task force subcommittee « 
taxation, after many meetings beginning in July 1950, has reach 
agreement on five basic points in the tax field. These are as follows 

1. A pay-as-we-go policy on defense expenditures leading to 
a balanced budget. 

Retailers believe that further deficit financing will have the resu!! 
of further increasing purchasing power with resultant inflationar, 
pressure on the price level. 

2. Maximum economy in all Government expenditures. 

By economy we mean (a) an all-out effort to increase the efficienc) 
of government; (6) elimination of all excess employees in all depart 
ments of government, (c) elimination of all types of expenditures fo: 
purposes that can be deferred to a later date. Every saving whi 
can be made will contribute to the goal of a pay-as-we-go policy. 

3. A study of sources of revenue gives rise to the belief that we 
close to the maximum potential revenue from personal and corpo! 
income taxes 

The President has recommended increases in these rates. Eve 
one must make some sacrifice, but we believe that a corporate 
rate of more than 50 percent coupled with the present excess-proflit 
tax would tend to encourage waste and extravagance. A hig! 
rate would stifle incentive to reduce expenses, and might result 
management treating certain expenditures as prudent which, un 
other circumstances, would be frowned upon. One of the “musts’’ 
any defense program is to maintain a healthy economy from whi 
the maximum of production can be secured. 

(The remaining two points concern revenue from excise taxes.) 

4. If excise taxes must be depended upon to balance the budg 
our committee recommends that a broad base system of excise tax 
as contrasted to a selective program, be adopted. 

Retailers believe that selective taxes, other than the traditio: 
ones which have been imbedded in our tax structure over the yea 
have no place in a well designed and equitable tax system. Selectiv 
excise taxes either at the retail or manufacturer level are essentia 
discriminatory in nature. They single out classes of products 
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taxation produced by classes of producers and classes of workers, 
leaving other classes of products, producers, and workers in a pre ferred 
economic position. They penalize the industries and the workers 
involved, and the absurd situations they produce are endless. 

All of the products now subject to excise taxes, with the exception 
of those which are traditional and make huge contributions to the 
total revenue, are products which, with few exceptions, many people 
feel compelled to buy for one reason or another. In many cases they 
force diversion of spendable income curtailing the free choice of 
products to be purchased out of income by our citizens. 

ba any of these taxes have been defended on the basis that they 

» levies on luxuries. We suggest to this committee that ours is a 
aoe standard of living. Our high standard of living economy, in 
a very basic sense, is hung on the production and sale of goods which 
people are not compelled to buy. What some are pleased to call 
luxuries are simply the pluses of life which make people work harder to 
secure, 

Che fact is that if it were not for the tremendous consumption in 
these so-called luxuries, even the necessities of life would be harder 
for our people to obtain. The difference between full production and 
full employment on the one hand, and closed plants and millions of 
inemployed on the other, lies in production and distribution of the 
vast numbers of products which the families of America can do without 
and still maintain a healthy existence. 

In order to raise any important revenue from limited groups of 
products, high tax rates are necessary and the high rates result in 
decreased demand and decreased tax revenue, not only from the 
excise tax itself, but from individual and corporation income taxes 
from producers and distributors of the product. 

Our retail tax committee has studied whether such a broad base 
tax, if it were imposed, should be at a manufacturer or retail level. 
Retailers have a vital interest in either case, since the retailer is called 
ipon to collect the tax at the point of sale. While retail opinion is 
not unanimous, the large majority of retailers and retail groups would 
favor the tax as a retail sales tax as by far the lesser of two evils. 

For these reasons retailers oppose the principle of selective, dis- 
riminatory excise taxation at any level and recommend that the 
evenue needed from this source be secured from a broad base system 

th few, if any, exemptions 

In normal times retailers would oppose bitterly consumption taxes 
as impediments to full production and full employment. But these 
are not normal times and the threat of inflation which would be greatly 
nereased by continued deficit financing outweigh all other considera- 

The remaining point concerns the two available bases for a 
ad base excise tax system, the manufacturing and retail levels. 
lhrough experience retailers have become convinced that there are 

isic defects in excise taxes at the manufacturing level. These objec- 
yns are as follows: 

\. The early incidence of the tax in the production-distribution 
system: The tax is due at the time of the sale of the taxed product 

the manufacturer. It must be financed at each stage of distribue- 

through the wholesaler, the jobber, and retailer. The tax be- 
es as much a cost as the cost of the product itself 
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The tax is of necessity pyramided and produces additions to t} 
retail price far in excess of the tax imposed. Thus, the impact up 
the price level is far greater than the amount of revenue produced 
the tax. Because it is hidden, necessarily, in the price at the vario 
levels of trade it has an impact on the cost of living, and on the co 
sumer price index with all that this implies, and an impact great 
than that of the tax itself. 

Such a tax increases the costs of distribution. The manufactur 
tax, imbedded as it must be in the price at all levels, increases the co 
of financing inventory, insurance, property taxes and rental and wa; 
which are frequently based upon sales 

B. The tax is hidden: Retailers believe that it is sound policy 
bring all taxes out into the open where they can be seen and recogniz 

C. The tax would tend to become permanent: The imposition 
manufacturer excise taxes at levels high enough to produce substantia 
revenue would in itself create serious problems when the need fi 
emergency revenue has passed. <A tax at the manufacturer lev: 
becomes a substantial part of inventory value, inflating that valu 
to a degree that might easily result in tremendous financial losses 
It is highly probable that retailers themselves would be forced by 
sheer necessity to oppose the repeal of the tax 

For these reasons retailers believe that a broad base excise tax 
system at the manufacturer level contains serious disadvantages in 
comparison with such a tax imposed at the retail level. 

Conclusion: Earlier in this statement it was stated that if necessary 
to balance the budget and reach a pay-as-you-go fiscal policy to 
combat inflation, the Congress should consider adopting a broad bas 
excise tax system. 

The retail groups believe that if the budget is to be balanced, a 
Federal retail sales tax offers the best additional source of revenu 
If such a tax is considered by this committee it would not be oppos: 
by most retailers who would have to handle the burden of collecting 
and accounting for tax collections on billions of individual reta 
transactions. 

Such a tax should be written so as to be most easily collected an 
administered, having in mind that 29 States and many cities no 
impose retail sales taxes that are not uniform in rates or exemptio1 
The ideal tax to collect and administer is a tax at a uniform rat 
without exemption 

We have made our case against such a system imposed at the man 
facturers’ level. Based on the considerations herein stated, the reta 
industry committee has taken the position that if essential to a pay- 
as-we-go policy, the Congress should seek the revenue needed throug! 
a broad based retail excise tax system Our committee believes th 
such recourse is sound and equitable to all citizens under prese! 
circumstances. 

Our committee has not attempted to produce estimates of reve 


from such a tax. We believe, Mr. Chairman, that vour joint con 
} ' 


mittee is probably the best-qualified group in this country to give yo 
that information 

Our committee believes that a comparatively low percentage of 
on sales at retail would produce more revenue than a much high 
tax at the manufacturer level and with less interference with norn 
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trade practices. It recognizes the administrative problems involved 
in such a tax, but they have been solved in the 29 States now having 
etail sales taxes, and we think they can be solved nationally 

To repeat, the retail industry committee takes this position because 


reason and logic has forced it to this conclusion It believes that the 
etail sales tax is far superior from every standpoint to either a selec- 
ve system or to a broad base manufacturer tax 

The prime moving force that has brought our committee to this 
onclusion is the threat of inflation involved in deficit financing. 

Qur committee believes that the unavoidable impact of further 
deficit spending upon the price level, even with the most effective 
rice controls possible, would cost the families of America far more 

increased prices of all things, luxuries and necessities alike, than 
any retail sales tax your committee might in its wisdom determine to 
apply 

Should the Congress see fit to impose a broad base retail sales tax, 
t should be on a year-to-year basis with prompt repeal when the neces- 

es of a pay-as-we-go policy permit. 

It should be understood that only the paramount consideration, 
the need for a balanced budget, is the basis for this position 

The CuarrmMan. Mr. Mills. 

Mr. Mitts. Mr. Chairman, in view of the statement made by Mr. 
Jones, I ask unanimous consent that a list of the member associations 
of the planning committee of the American Retail Federation be in- 
cluded with his remarks. 

The CHarRMAN. Without objection, it is so ordered 

The membership list of the planning committee of the retail in- 
dustry committee follows 


Mempersuip List oF THE PLANNING COMMITTEI 
(OMMITTEI 


OFFICERS 


Jame . 
ton 6. D. ¢ 
Associatiot 
636, Souther: 
Booksellers 
h Ave nue \ 
Hotel Associatior 
Institute of 


t NW Washir 
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Association of Credit Apparel Stores: 
Alan Rosemblum, Greenbaum, Wolff & Ernst, 285 Madison Avenue, New 
York, N. Y 
Edward W. Allen, president, 641 Sixth Avenue, eight floor, New York 
N. Y. 
Associated Retail Bakers of America: William Quinlan, general counsel, 1317 | 
Street NW., Washington, D. C. 
Associated Retail Confectioners of the United States: William D. Blat: 
secretary, 221 North La Salle Street, Chicago 1, II. 
California Retailers Association: Vincent D. Kennedy, managing director, 1508 
Central Tower, San Francisco 3, Calif. 
Chamber of Commerce of the United States: Charles M. Isaac, manager, Dom« 
Distribution Department, 1615 H Street NW., Washington 6, D. C 
Illinois Federation of Retail Associations: J. T. Meek, executive director, 7 So 
Dearborn Street, Chicago 3, Il. 
Independent Grocers Alliance of America: J. Frank Grimes, president, 131 8 
Wabash Avenue, Chicago, Il. 
Institute of Distribution: Mrs. Gladys Kiernan, executive secretary, 25 
Forty-third Street, New York 18, N. Y. 
Limited Price Variety Stores Association, Inc.: Dr. Paul H. Nystrom, presid 
25 West Forty-third Street, New York 18, N. Y. 
Linen Supply Association of America: Stanley I. Posner, Washington repres 
tive, 1367 Connecticut Avenue NW., Washington, D. C 
Mail Order Association of America: Warren A. Clohisy, 1238 National P 
Building, Washington 4, D. C. 
Master Photo Dealers & Finishers Association: R. J. Wilkinson, executive 1 
ager, 103 West Michigan Avenue, Jackson, Mich. 
National Appliance & Radio Dealers Association: Ira L. Lavin, acting mana 
lirector, Merchandise Mart, Chicago 54, Ill. 
National Association of Chain Drug Stores: Carl Willingham, secretary-treas 
127 Var derbi t Hote! New York 16, N. » a 
National Association of Credit Jewelers: 
William Wagner, executive secretary, 545 Fifth Avenue, New York, 
Henry H. Brvlawski, Washington representative, Woodward Bui 
Washi for 5. D. of 
ational Association of Food Chains: John A. Logan, president, 726 Ja 
Place NW., Washington, D. C. 
National Association of Ice Industries: William T. Jobe, general counsel, 
L Street NW.. Washington 6, D. C 
National Association of Independent Tire Dealers: W. W. Marsh, general 
ager, 1302 Eighteenth Street NW., Washington 6, D. C. 
National Association of Music Merchants, Inc.: William R. Gard, executiv 
retary, 28 East Jackson Boulevard, Chicago 4, Il. 
National Association of Retail Clothing and Furnishings: Louis Rot! 
executive director, 1006-1010 Munsey Building, Washington 4, D. C 
National Association of Retail Druggists: George Frates, Washington repress 
tive, 1163 National Press Building, Washington 4, D. C. 
National Association of Retail Grocers: Mrs. R. M. Kiefer, secretary-mar 
360 North Michigan Avenue, Chicago 1, II 
National Association of Retail Meat Dealers, Inc.: George T. Nepil, ex 
secretary, Suite 1621, 330 South Wells Street, Chicago 6, Ill 
National Association of Shoe Chain Stores: Edward Atkins, executive secre 
51 East Forty-second Street, New York 17, N. Y 
National Automobile Dealers Association: M. Robert Deo, managing dire: 
1026 Seventeenth Street NW., Washington 6, D. C. 


‘ 
it 


\W 


N 


N 


National Congress of Petroleum Retailers: Rankin P. Peck, president 
Farwell Building, 1249 Griswold Street, Detroit 26, Mich. 

National Industrial Stores Association: Hull Bronson, executive secretar 
Southern Building, Washington 5. D. C 

National Institute of Cleaning and Dyeing: Silver Spring, Md 

Nationa | rvace Ly Aiers Association \ B. Sheldon executive secretal 
Genesee Street, Utica, N. ¥ 

National Office Machine Dealers Association: Fdward J. Toussaint, 


or & Typewriter Co., 511 Broadwav, Camden, N. J 
taurant Associatior Robert Wilson, Washington represe! 


Duplicat 
ul Re eT 
2003 I Street NW Washington, D. C. 
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ational Retail Dry Goods Association: 
J. Gordon Dakins, general manager, 100 West Thirty-first Street, New 
York 1, N. Y. 
John Hazen, Washington representative, 808 Kass Building, 711 Fourteenth 
Street NW., Washington, D. C. 
ational Retail Farm Equipment Association: 
Paul M. Mulliken, executive secretary, 207 Hotel De Soto Building, St. 
Louis 1, Mo. 
William R. Noble, Washington representative, 1028 Barr Building, Wash- 
ington, D. C. 
ational Retail Furniture Association: 
Roscoe R. Rau, executive vice president, 666 Lake Shore Drive North, 
Chicago 11, Ill 
Leo J. Heer, vice president, 1028 Barr Building, Washington, D. C 
Vational Retail Hardware Association: 
Rivers Peterson, managing director, 333 North Pennsylvania Street, Indi- 
anapolis 4, Ind 
William R. Noble, Washington representative, 1028 Barr Building, Wash- 
ington, D. C. 
itional Retail Lumber Dealers Association: H. R. Northup, executive vice 
president, Suite 302, The Ring Building, Eighteenth and M Streets NW., 
Washington 6, D. C 
ational Retail Tea and Coffee Merchants Association: Oliver J. Corbett, 
ecretary manager, 1441 Merchandise Mart, Chicago 54, III 
itional Shoe Retailers Association: L. E. Langston, utive vice president, 
274 Madison Avenue, New York, N. Y 
tional Sporting Goods Association: G. Marvin Shutt cretary, Room 923, 
North La Salle Street, Chicago 2, Il 
tional Stationery and Office Equipment Association aul . Burbank, 
general manager, 740 Continental Building, Washington, 
tional Voluntarv Gro Ips Institute: Gerard D. Ungaro, secretary, Room 1208 
77 West Washington, Chicago 2, Ill. 
nnsvivania Retailers Association: John 
Fulton Bank Building, Lancaster, Pa 
tail Credit Institute of America: William J. Cl 
1627 K Street NW. ashington 6, D. C 
tail Tobacco Dealers of America, Inc.: Erie Cala: 
Platt Street. New York 7. N. ¥ 
tv of American Florist Robert H. Roland, exec 
higan Avenue, Chicago 5, Il 
Market Institute, In¢ Don Parsons, executive direct 
Street, Chicago 10, II] 
1 Retail Merchants Association, Inc.: Char 
ctor, Room 812, Life Insurance Co. of Virginis 
and Feed Dealers National Association: James 
Washington, D. ¢ 
Paint and Wallpaper Distributors of America, Inc.: Irwit 
cutive vice president, 4903 Delmar Boulevard, St. Lou Mo. 


Ni MILLs. Now did you want this other list included also, en- 
“\iemb Tr Assoc lmtions, American Retail Federation’? 
r. Jones. Yes, I think it completes the record of the group that 


\f 
i 


roduced this position. 
Mr. Minus. These are the individuals who have produced the 


lusion which you have broucht to the committee? 

Mr. Jones. That is right. Not all of them have participated in 
final act of putting them together, but im general it is practically 
ianimous opinion 

\Mir. Mitus. Mr. Chairman, I ask unanimous consent that these 

es be included in the record as part of his remarks 

The CHarrMan. Without objection, it is so ordered 

Che list of member associations of the American Retai 


ws: ) 
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OCIATIONS OF THE AMERICAN Retait FEDERATION 
STATI OCIATIONS 


Association 
tetailers Association 
Retailers Council 
tate Retailers Association 
a Mercantile Association 
‘ouncil of Retailers 
Federation of Retail Associations 
ciated Retailers of Indiana 
ciated Retailers of Iowa, Inc. 
‘ky Merchants Association, Inc. 
na Retailers Association 
hants Association, Inc. 
vuncil of Retail Merchar 
ts Council of Retail Merc! 
Retailers Association 
tailers’ Association 
Merchants Associatior 
ts Association of Nev 
Council of Retail 
Merchants Association, 
neil of Retail Merchant 
tail Merchants Associatio! 
Retailers’ Counci 
a Retailers’ Associatior 
d Retail Associatior 
hants Association of Tennessee 
rexas Retailers’ Associatio 
il of Retailers 
il Merchants Association, Inc 
tailers of Washington 
Retailers Associatio1 
ts Association of Sout! 


| 


NATIONAIT 


Apparel Stores, |: 
Stores Associatio1 
on of America 
iation of Chain Drug Stores 
‘tiation of Credit Jewelers 
iation of Musie Merchants, Inc. 
iation of Retail Clothiers and | 
of Shoe Chain Stores 
Goods Associatior 
arm Equipment As 
niture Association 
rdware Associat 
rs Associatior 
id Office Equipn 
of America, Ine 
iggag ers Association 
etall on Assi 
t and Wallpaper stributors of rica, I: 
t lea and Coffee erchants Associatior 
us. Mr. Jones, was this a unanimous position taken by 
ommiuttee? 
No. sir: it was not unanimous. That committee 
since July in studying this whole problem. The 
ch time was spent on this s ibject is that retailers p 
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ably are more conscious of the threat of inflation than possibly any 

other group. They are on the receiving end at the consumer level as 

to the impact of prices. Retailers do not like high prices. They are 

much more interested in selling a larger volume of goods than they 
in dollar sales 

Mr. Minus. You are asking that an extreme burden be placed upon 
the retailers in youl proposal that we have a national retail sales tax 
[hat imposes a great burden upon retailers, does it not? 

Mr. Jones. It certainly does 

Mr. Mitus. About a vear ago, as I remember, vou were before our 
ommittee with respect to the excise taxes? 

Jones. Y« 5, SI 
[r. Mitus. Your position today is a | bit different from the 
position you to *k then? 

Nir JONI s. Our position has been encire 1’ ‘nal red k Korea and 
he magnitude of the defense effort 

Mr. Mitus. The positions of a lot of people | hanged since 
th nh. Vir Jones 

Mr. Jones. Yes, sir 

The Cuarrman. Mr. Reed? 

Mr. Reep. You do recognize that one of the difficulties is the fact 
that we have sales taxes In many States and communities throughout 
the country and they vary in their content as to both rates and ex- 
emptions, and so forth l am not arguing against it, but am trying 
to get information. It would be a rather complex situation for many 
communities and some States, would it not? 

Mr JONI s. It would be complex, Mr. Rex a, al d that was one ol the 
long thrashed-out arguments. This whole position has been arrived 
al purely on the basis of much wider consideration 

Mr. Mintus. More on a patriotic basis of revenue; is that the idea? 

Mr. Jones. I hesitate to use the word ‘“‘patriotic We think that 
every citizen, including retailers, faces this same hazard of inflation 
which we think is more serious than any other problem we face 

Mr. Reep. Yes, I think it is perhaps the greatest hazard 

Mr. Jones. I might say, Mr. Reed, in our consideration of it we are 

ry cognizant of what happened in California where they had a State 

s tax for many years. They passed a retail sales tax there. They 

ter passed a constitutional amendment over the bitter opposition 

of retailers to allow the cities to impose a retail sales tax. The retailers 

then thought that would be an insurmountable burden to collect two 

taxes. After the tax was put into effect at the city level they found 
there was very little more bookkeeping and labor involved 

Mr. Reep. As I recall it, they had quite a terrific fight in the State 

Michigan with 1 yard to the sales tax and after they had it there 


is not much objection to it and | believe on another vote they 


ried it 
Nii JONI S That is the histor V in most instances, Mii Chairman 
| 


he CHAIRMAN. Mh nkins 
| 


Mir. Jenkins. I want to compliment vou, Mr. Jones, on the position 


vour organization has taken for two reasons 


the first place, according to this statement, these names vou 
here, it looks as though you represent practically all the retailers 


he Nation 





REVENUE REVISION OF 1951 


Mr. Jones. I am speaking mainly for this committee because as 
practical matter the 1% million retailers in this country know that no 
one man can presume to speak for all of them. That would be ridic 
lous on its face. This committee is made up of leaders in the ret: 
field, some of whom are tax experts themselves. I think this stateme: 
represents a fairly complete expression of what the general impressi: 
is and the general opinion. If I did not think that was the positio: 
I would be risking my position to come here with this statement. 

Mr. Jenkins. I should like to state in that connection that you : 
taking on a tremendous job if the retailers are willing to do this : 
over the Nation. You are taking on a terrific job unless you have h: 
some experience in States that have a sales tax. 

I should like to ask you what proportion of the retailers of t! 
country have been affiliated with some organization, or is there ar 
sizable group that is not affiliated at all? 

Mr. Jones. We estimate that in the 23 national groups direct 
in the federation family there are around 600,000 retailers. With t! 
additional national groups in this retail industry committee w 
estimate it is close to 1,000,000. Of course not all of that 1,000,0/ 
have voted and participated. It is only the leaders of the variou 
groups who have had that responsibility. 

Mr. Jenkins. You do not anticipate of course—and if you did yo 
probably would not be here—that there will be any serious objectio: 
made by the retailers against the action of yourself and all thes 
leaders you are affiliated with? I ask that for this reason. Yo 
represent nearly everybody that sells anything in the country. Per- 
sonally I would rather have unanimity than have discord later o 
I cannot ask anybody who knows any more about it than you. Yo 
come before us and give us that as your best judgment, you speak fo: 
the retailers, and your idea is that they will rally around this and com: 
in and be patriotic when they understand it. Your group is doi 
that because it is for the best interest of yourselves and the country 

Mr. Jones. That is right. 

Mr. Jenkins. I hope it works out that way because if we do ta 
this big step and provide a sales tax, a national sales tax, it will b 
the face of many groups who have testified against it. The la! 
groups say that the burden will fall on the poor people, and it » 
so far as that is concerned. 

Mr. Jones. We fall back on the basic premise that further 1 
in the price level can cost the average American family far mo 
money than any retail sales tax that this committee might apply 

Mr. Jenkins. One of the larger manufacturers of the Natior 
yesterday put out a statement saying that they had come to 
conclusion that whatever is best for America is best for them. —Y: 
have said the same thing. 

Mr. Jones. The retailers have another favorite saying, “What 


good for consumers is good for retailers and vice versa.”’ 

Mr. Jenkins. That is all, Mr. Chairman. 

The CuarrMan. You recommend a general sales tax at the r 
level. Have you any suggestion to make as to what the rate should | 

Mr. Jones. Mr. Chairman, from tha figures available to us we h: 
as I say, not presumed to recommend a rate because we think t! 
is a little beyond our province. But the amount of revenue invol\ 
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would depend on the rate and also on the exemptions. There is a 
substantial amount of revenue available here. 

We know that a broad manufacturers’ excise tax, for instance, 
across the board—and this committee has already gone in some 
direction on that score—would cost the consumer far more in the 
retail price than a much smaller retail sales tax would cost. 

The CHAIRMAN. You mean at the same rate? 

Mr. Jones. Not the same rate, but a much lower rate would pro- 
duce tha same revenue because the manufacturers’ excise tax becomes 
just as much a part of the cost as the cost of the goods themselves 
as far as distribution is concerned. 

The Caarrman. At the manufacturers’ level the tax would just 
be computed on the manufacturers’ costs, but when you get up to 
the retail level then you compute the tax on the manufacturers’ cost 
plus the jobbers’ profit plus the retailers’ profit. If you start with a 
$50 item, by the time it got up to the retailer, including the profit of 
the jobber and retailer, then the tax computed on that would raise 
much more money and, consequently, the consumer would be paying 
much more. I do not see what would be gained. If you take 5 
percent on a $50 article at the manufacturers’ level, that would be 
$2.50. At the retail level, if the retailer vets $75 for the item then 
the tax would be computed on the $75, whereas at the manufacturers’ 
level it would be computed only on $50. 

Mr. Jones. Of course our position, Mr. Chairman, is based on the 
fact that, with a broad-base retail tax, you would eliminate the manu- 
facturers’ taxes. 

The CuarrMANn. Would you suggest any exemptions at all? 

Mr. Jonges. From the standpoint of administration and from the 
standpoint of impact of inflation pressure, the ideal situation would 
be no exemptions at all, but I realize that probably that is not politi- 
cally possible. 

The CaarrMaNn. From your standpoint, you would have no exemp- 
tions at all, but from a political standpoint you think exemptions 
would be proper? 

Mr. Jones. Probably the demand would be to eliminate food, 
clothing, and medicine. There would be a strong political demand 
to exempt those. Of course, if you did that it would require a good 
deal higher rate of tax on the retail sales than otherwise would be the 
ase to get a given amount of revenue. 

The CHarrMan. We thank you for your appearance and the infor- 
mation given the committee. 

Mr. Jones. Thank you, sir. 

The CHarrmMan. The committee will adjourn until 10 o’clock 
tomorrow morning. 

(The following statements were submitted for the record:) 


STATEMENT By GARLAND W. Powe, PRESIDENT, FLoRtmpA ASSOCIATION OF 
BROADCASTERS, GAINESVILLE, F La. 


Honorable Gentlemen of the House Ways and Means Committee, Radio is a 
ius of communication that is emploved by every Government agency at times 
each the people of our country. It has more listeners than the newspapers 
irculation. It should not be the subject of a tax any more than news- 
should be taxed. It is a means of serving the blind, the indigent, and those 
ed to their homes due to illness and old age, as well as an up-to-the-minute 

e to the people of our country the news of the wor d. 
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Racio " s are called upon every d to aid and assist the Governmer 
car! 1 s policies and as a service to the people. It is a means of infor 
t to 1 who cannot read or writ It is a tremendously valuable asset 
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be the last crushing blow needed to ruin many of those who have survived the « 
bination of nervous exhaustion and malnutrition. 

When the matter of color television has been finally settled, when freque: 
allocations have been ironed out and working satisfactorily, when stations | 
been built and put into operation in every section of the country and are li: 
together Nation-wide with the main sources of entertainment and education, t 
the television industry can be considered well on the way to stabilization. | 
then it is worthy of all the help that can be given it by everyone concerned. 


(Whereupon, at 4:50 p. m., the committee recessed to reconvene 
Friday, March 16, 1951, at 10 a. m.) 
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FRIDAY, MARCH i16, 1951 


House or RepreseNrATIVES, 
COMMITTEE ON Ways AND MEANS. 
Washington, D. C. 
omniittee ni ); In., pul ant to rece - n the Wavs and 
is (Committees foom. New House Office Build no, Hon. Robert L.. 


! 


ohton,. el airnii ) the ommittee, presid ng. 


e CHarrM an. Tl nga will come to ( 
Mr. Cha n. | have some inf ' that I should 


REED. 
to have made a part of the record te ivold 
National Council of Farmer Cooperativ: regard to the eXCcIst 


testimony trom 


< on farm freezers together with a letter addressed to you. 


The CHARMAN. Without objection, it is so ordered. 
Che information referred to follows:) 
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I again urge that, for the reasons stated above, freezers over 13 cubic feet, w! 
are primarily used on farms, be excluded from any additional excise tax. 
Very truly yours, 
Meraritr H. Crovuck, 
Chairman, Subcommittee on General Farm Suppl 


Farm Freezers Are WEAPONS Or WAR 


(Prepared for the subcommittee on general farm supplies of the Na 
Committee for Farin Production Supplies by J. L. Fletcher) 


During World War II the production of such items as pressure co 
canning kettles, and milk coolers was permitted on a limited basis. 
rhe soundness of this judgment is without question. $y maintaining 
Nation’s ability to preserve and store food, production of food was incre 
and ample supplies were available for our fighting forces. For it is ob 
hat food is as essential to a war effort as tanks and guns, planes, and s! 
ice the last war, however, food freezing has come into widespread uss 
and better method of preserving and storing food—a method offering unu 
ntages in time of national emergency. 
* the reasons detailed in the following pages, we believe that farm fre 
should be produced with minimum restriction and made available to the 
producers of America. 


1. FARM FREEZERS STIMULATE FOOD PRODUCTION 


Greater food production so necessary for a successful war effort—will def 
its own purpose and lead to waste unless adequate means of storing quant 
of f | are provided. By offering large freezing and storage capacity at 

where food is harvested, freezers encourage the farmer to increas: 


s, and the quality of food is protected until it is consumed, months or ) 


are as conscious of cost-of-living prices as are urban dwellers. | 


ips even more so because the Department of Agriculture estimates that 
r receives for his efforts only one-sixth to one-fourth of the retai 
the consumer pays for produce. High food prices coupled with rati 
necessity stimulate activity on the victory gardens, not only in the « 
nt lots, but on the farms as well, provided farm freezers are ay 
e foods for consumption during the nongrowing portion of the yea! 
me processing of fruits, vegetables, and meats by the farmer will eli 
erous trips to the grocery store or supermarket which will save prod 
nd leave the farmer and his family with more hours for his chose 
g food for the Nation. The farmer with an adequate supply of 
and perhaps even enough for some of his neighbors will rx 
ure from the authorities assigned to the difficult task of 
properly fed, in the event that food distribution is set 
s conceivable that a farmer may spend the best part of his « 
one village store to another in order to complete his gt 
producer and can use his time more advantageously. H 
and will undoubtedly place the needs of his immediats« 
A farm freezer constantly stocked will save the f 


effective food productior 


‘ 


2. FARM FREEZERS REDUCE FOOD WASTE 


farmer can salvage and save food that might not otherwis 
stored, much can be utilized that would go to waste. A 1 
t possible to preserve foods in small quantities, use left-overs 
rown away for lack of a convenient place to store them for s 
Such waste savings in consumption are important to our ec 


rina period of great national emergency, it is importa: 
fr 


food be conserved and utilized to the best pos 
ies which have slight perfections and blemishes nat 

ketable, but can be preserved in the farm freezer to feed th 

which mature after the main crop can be gleaned from the fie! 
: ‘r for long periods of time. Frequently thes 


» laborious and the qua 


d « 
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Chickens which are no longer egg producers and surplus cockerels can be 
culled from the flock upon discovery, to feed the farm family. at some future 
date, and also to conserve chicken feed, which would otherwise be used on 2a 
nonproducer. Farm animals which have met with ace dent, such as a cow with 
a broken leg, can be slaughtered on the farm, wrapped in noncritical materials 
end placed in the freezer for consumption at home. 


8. FARM FREEZERS PROVIDE NEEDED STORAGE SPACE 


Increased use of processed frozen foods and manufacture of storage equip- 
ment have boosted food production to a point where the Nation is even now 
facing inadequate storage facilities. Any curtailment of freezer production—at 
a time when food production will be greatly accelerated—may lead to a serious 
national problem created by a lack of proportionate low temperature storage 
space. 

The Department of Agriculture’s Production and Marketing Administration, 
Marketing Facilities Branch, in June 1949, said that during the war years many 
locker plants were constructed even in the face of scarcity of essential materials 
and equipment which were subject to the war priority regulations Since the 
war, the number of locker plants, continues the Department of Agriculture, has 
necreased at an average rate of more than 1,300 per year and it is now estimated 
that there is a total of 10,617 in existence and it has been estimated that 1% 
billion pounds of food are now stored in the locker plants in the country, during 
i year It is estimated that about 74 percent of these locker plants are in com- 
munities of 5,000 population or less. However, locker plants are commercial 
enterprises and must be a profitable operation in order to justify their existence. 
The Department of Agriculture says that more low temperature storage ca- 
pacity is needed now in rural areas. Farm freezers in the larger sizes can pro- 
vide this needed capacity and are not dependent upon the profit motive. 

Thus, farm freezers provide the incentive to save food and the means by which 
food may be stored on the farm for long periods of time. 

Through the farm freezer considerable low temperature storage capacity can 
be placed in even remote rural areas which couldn't possibly attract and hold 
commercial enterprises 

Assuming a 1,000 pounds of food per freezer, every 1,000 freezers provides 

orage for 1,000,000 pounds of food. 


4. FARM FREEZERS PRESERVE MORE KINDS OF FOOD 


Of all the processes used to preserve and store foods, freezing does the best 
» for the biggest variety of foods, all kinds of meat and fish, most all fruits 
1 practically all vegetables can be frozen In addition, baked goods, pre- 
ked foods, and even complete meals can be frozen. Thus, a freezer offers the 
st selection of good food, well preserved for long periods of time. 
generations farmers have been adept at preserving food produced on the 
on by canning, smoking, and salting. Farm wives rightfully prided them- 
ves on their beautiful array of fruit jars, smoked hams, bacon, et Before 
utomobile and good roads, home canning of foods was a real necessity and 
d to be a real safeguard against starvation during severe winter storms 
roads were impassable 
fortunately, however, home canning is a laborious time-consuming task and 
product frequently suffers in appearance and quality. Furthermore, certain 
ils, especially meats, do not lend themselves well to canning and the vitamin 
tent disappears from canned foods rather quickly, depending upon the 
peratures. A study was made by M. B. Guerrant, O. B. Fardig, M. O. Varich 
1 H. BE. Ellenberger and reported in Industrial and Engineering Chemistry on 
effects on vitamin content of commercially canned food at various tempera- 
es over periods of 4 to 24 months. They observed that both temperature and 
of storage had an adverse effect on vitamin content, the degree of effect 
ding on the particular food and the specific vitamin. They also observed 
food stored at lower temperatures showed a better retention of vitamins 
those held at higher temperatures 
h few exceptions, all foods can be frozen successfully with full retention 
itive and vitamin content. The farmer can also freeze all of his meats 
those which have high salt content, such as pork sausage. Fruit Juices, 
as apple juice, grape juice, tomato jice, citrus juices make very excellent 
n products. Sea foods (both salt and fresh water), baked goods, and other 


ties may be frozen and kept for long periods of time. 
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5. FARM FREEZERS BOTH FREEZE AND STORE FOODS 


Unlike a refrigerator, the farm freezer performs two distinct functions 
term food preservation (by freezing) and long term food storage. Lower t¢ 
peratures provide protection for large quantites of food for extended periods 
time, making the food freezer not a convenience appliance, but a small lock 
plant wit! the home, designed for long-range planning of food supply. 

farm freezers were practically unknown prior to the last world war and w 
development and some recognition was gained during the war. the period f 
1946 1 ugh 1950 showed tremendous growth in this new industry. During 

‘ than 2.000.000 freezers of a | sizes have been pla ed in service I 
new device and cannot be compared with anything else. It is n 
ike the domestic refrigerator which has as its major appeal conv: 

ing foods for short periods of time to retard bacteria grow 
a refrigerator are consumed or used within relatively short t 
cur. The farm freezer converts fresh foods to the frozen s 
‘oods in excellent condition for months and up to 
Meats, depending upon the type, may be 
lat period, the Department of Agriculture reports 1 
in the quality of the frozen product The American f 
s of the advantages of farm freezers over other methods 
a recent su y made on farm electrification by 26 ut 
States, farn e asked to state the next piece 
they planned to add their facilities. Final results dis 
oO be a farm f tl 
( nd barn facilities me tioned in the urvey 
it of Agriculture says a family of four might consume ;: 
' froz roducts it year. Unless it were imperative that 
tored a ne time, a turn-over of twice a year would j 
y of 700 pounds. The industry now manufa: 
i storage capacities in excess of 1,500 pounds 


eezer with substantially more Ss 


} 
ZERS RELIEVE DEMAND FOR CRITICAL WAR MATERIALS 


not require 
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vation of rubber, oil, and gasoline is also made possible * * * and the 


dangers of food contamination through shipment in infected areas of atomie 


warfare are reduced. 
By properly using a freezer the average farmer can produce meat, vegetables, 


and fruit, freeze these foods and store them without ever leaving his property. 


rhe more he uses his freezer, the less shopping he must do in town. Less gaso- 
ne, oil, and rubber is used in keeping him fed, and less shipping and trucking 
is required to stock the stores that ord narily supply his needs Keven the 
foods which the farmer does not grow himself can be purel ised in frozen form, 
which represents a transportation saving because of the saving in shipping 
space. The Department of Agriculture states that five carloads of fresh vege- 
tables equal one carload of frozen vegetables This big difference is created 
by the compactness of frozen products and also by the elimination of much of 


the inedible portior (pea pods, for example). The Department of Agricul 
e further states that one refrigerated freightear loaded with frozen poultry 


transport as much as two cars filled with live poultry These savings in 
effect great savings in transportation problems, especially at times 
‘ it roads d ck es are overloaded 
I ZERS HELP STA I 
dual buying : g ag st e food Ss the Go 
‘ of subs g buying surp st tair gh} ‘ Farm 
‘ ns S | t 1M il or pr a n el i cre s 
I I dl s¢ | S helps comb ! * results in 
| ii SAVINES I Il K ( \ b ing id wir 
honds 
Food is a co di ts ] 2 I l tes sup] dd 
r The more food fat ! ises al ‘ for his own use relieves 
t ommercial marke I ortionate ihe resu gz sa gs to tl farmer 
mav be used to ob e efficient 1 l l D s fa gene 
Or he m use e SAN s for purchasing v ! s 
The fact that ‘ in slaughter his p ol he 
mete theme and th rather than e market during thé 
} of the sens | ‘ his eost of it = 
price ol S , . I ACCS 
] Dp i gy zg é ( enu sele ons ‘ ‘ I rozen 
f 3 4 ribute to ! ppet g d é ! ‘ hefrige f re 
t trie l I nad ‘ te which ¢ ! ng methods 
t do And, sin st . gricultur ndust B 4 1 ‘ il to 
VY populati ite food pres tlor I I ‘ elerated 
During time of w emerge t! rmer 1 wy work 
strenuons | I I ri spit f the I ing eq t avail 
s still strenuous ; heavy He is required to work ng hours and needs 
hy ell fed 
) ng the wintert ‘ ich is the nonproductive season on the rm, many 
families suffer f nadequate diet due to inacce ty of fresh vege 
Such a far ' th a food freezer can be assured ¢ in adequate variety 
lall year long 
I example, they can « fresh asparagus, peas. beans sq s} ete.. dur 
December, Jannat Februar witl ll the advantages ft t come from 
vVitamin-stor ked foods 
\ rmer required to eat salted, pickled, and dried foods eannot do his best 
lly or physically Foods grown on the fart picked at their prime. and 
kly frozen in the farm freezer, retaining their full nutritive ana Vitami 
! in a wide ‘ f Is i ntribute h ft eood healt} 
t h productivity 
FA ING SE I AL STORA \ 
l State D I f Ag ture statist vy tl present il 
ice f lities ¢ lonly a 9 vy supply in time of peace Increased 
I tion and ey n from in centers will p l st non the 
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rural food-storage facilities. Manufacture of 325,000 farm freezers, each wv 


900 pounds average capacity, would increase the Nation’s rural storage capa: 


25 percent. 

It is anticipated that if a city is expecting an air raid as many people 
possible will be evacuated to the surrounding rural areas and the authorit 
who are working on plans for civilian defense (in case of an atomic atta 
are worried about three things in this order: (1) Medical care; (2) she 
(3) food. The big problem about food is the distribution. Quantities wil 
abundant, but if an atomic or hydrogen bomb falis on any city trasportation w 
be wrecked for a while. Warehouses will not be able to make their custon 
deliveries. Whole areas may be blocked off by fire fighters and decontaminat 
Furthermore, it is probable that civilians will be ordered to remain in th 
homes, possibly for several days. Trucks will be kept off the streets. W 
distribution of farm freezers will enable the farmer to take care of his immedi 
family and, more important, to provide for a limited number of refugees with 
recourse to the usual channels of food distribution. 


11. FARM FREEZERS LESSEN DEMAND ON URBAN CENTERS 


percentage of America’s available food stored in farm fr 
wiut of origin, the demand on urban storage facilities wou 
ally reduced Such a redistribution of food warehousing throug! 


ssens the danger of total food loss under bombing. Farm fre+ 


substant 
the Nation k 
Ol 
Because most of the vast quantities of foods stored in urban warehouses 
not kept in the frozen state, they turn rancid eventually unless they flow thro 
the normal channels of distribution in an orderly fashion. 
In the event of an atomic attack, transportation might be unable to supply 


warehouses for a period of days and deliveries might be impossible. Fa: 
freezers adequately stocked with frozen food would materially relieve the demar 


urban food centers during the time of severe crisis. It is probable that peo 
ll be ordered to remain in their homes, possibly for several days. City f 
nters will have serious problems in feeding the civilian defense authorit 


| others required to stay on the job to provide essential services and restore t 


to order. Many workers will be required to reestablish war product 
iflicient farmers with freezers will reduce the confusion by making f 


those in the devastated area. 
12. FARM FREEZERS HELP FOOD DISTRIBUTION 


ntralizing food storage in thousands of farm freezers throughout 
the strain on food distribution from urban centers is less« 
isaster which might destroy big food centers, rural areas will h 
lequate supplies for exacuees, and frozen foods can be easily and ray 
sported from one area to another to help feed destitute families, 
more thoroughly food is distributed in time of great national emerge! 
the less the danger of total destruction. Norris Dodd, director of the | 
Nations Food and Agricultural Organization, has proclaimed: “I believe 
rid situation demands the setting up of a system of emergency rese! 
I * * * and an intensified drive to exp 
and improve distribution.” Senator George W. Malone, of Nev 
ified on the floor of the United States Senate: “Sensible home hoa 
; an honest American trait of providing for a rainy day”; and recently 
Saturday Evening Post says: “Judicious storing of essential food * * 
should be encouraged. After all, storage of food in the home and not exclus 
in Government warehouses and chain-store depots is an American tradit 
Before we developed our apartment-house, hand-to-mouth way of life, s 
50 million bushels of wheat, largely in the form of flour, were stored in pr 
pantries.” Food maintained in a farm freezer is not hoarded. It must be 
sumed within definite specified times or spoilage occurs. Normal turn-over 
food in a freezer is two or three times aunually. Some foods may be sti 
aj but this long storage requires prime produce and expert w 
1,200 pounds of food in a freezer represents only abo 
for a family of 4. 


W 
rricultural commodities 


‘ 


i 


f 600 to 1,200 pounds capacity thus serve as decentralized long-term storehouss 





REVENUE REVISION OF 1951 2457 
LRM FREEZERS STORI 


PRECOOKED FOODS 


An important contribution of the farm freezer in time of war is the possibility 
freezing, storing and making available precooked dinners, pastry and bread 
hich require only heating before serving. In areas where electricity and other 
ilities are cut off, meals can be prepared from frozen precooked foods shipped 
o the area by simply heating over open fires 
Precooked frozen meals are available commercially today 
il. To prepare them for eating requires only heati 
ese meals were used extensively during the last 
vice ahd postwar by several airlines 
ted States Department of Agriculture is using frozen prepared meals at 
ia National Forest, Porterville, Calif. Frozen prepared meals have been 
1 on pack trips into mountain areas for subsistence of loca 
| fire fighters. Use of quick 


and are entirely prac- 
ig in the shipping carton. 
war by Naval Air Transport 
Recently the Forest Service of the 


; Suppression crews 


frozen meals was found to cut ti! d cost spent 


i ea 
crews in remote 
s It was found that frozen meals were res 


to the forest 
whute service, to men on the fire lines and to men in small mobile camps. 


S located 


supplying groceries, cooking equipment and ce 


the event of an atomic attack, frozen 
. 


ral areas could 


menais stores 


adequately provide for refugees 
14. FARM FREEZERS REQUIRE MINIMUM 


ils needed 
erage 
Carbon steel 
Copper and copper base 
Aluminum or substitut« 
Solder 
Lumber. 
Paper... 


0.159 ton 
% pounds 
6 pounds 

0.2 pounds 

7 pounds 
7 2 40 board feet. 
er components for the average freezer it 
rating unit: three-watt fan motor. 


orsepower refrig- 


required in manuf 
skilled 


Unskilled 
Total 


The Cuarrman. The first witness this morning is Miles E. Robert- 
son, president of Oneida, Ltd., Oneida, N. Y. 
Will you please gi 


ive your name and address to the stenographer for 


benefit of the record and the capacity in which you appear. 


STATEMENT OF MILES E. ROBERTSON, PRESIDENT AND GENERAL 
MANAGER, ONEIDA, LTD., ONEIDA, N. Y. 


Mr. Roperrson. Miles E. Robertson, president and general man- 
ger, Oneida, Ltd., Oneida, N. Y. 
Mr. Reep. Mr. Robertson, I know the firm you represent very well. 
Ph people of the State of New York are very proud of you and your 
pany. I want to ask you regarding the health of the gentleman 
who 1s president of the organization. 
Mr. Ronerrson. Mr. Nile’s health is very fine. 
lew to California about 1 month ago. 
Mr. Reep. How old is he now ? 
Rornerrson. He is 61. 
Reep. Thank you very much. 
(he Cuarrman. You may proceed, Mr. Robertson. 


As a matter of fact, 
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Mr. Ropserrson. Mr. Chairman and members of the Ways 
Means Committee, my name is Miles E. Robertson. I am presid 
and general manager of Oneida, Ltd., Oneida, N. Y., manufactur: 
of sterling silver and silver-plated flatware. 

I appear before you in opposition to the proposal of the Secret 
of the Treasury, that the 20-percent retail excise tax on jewelry 
ded to silver-plated flatware, for the reason that the ki 


extel 
itute the category of silver-plated 


forks, and spoons, which const 
ware, are not luxury items but are just as necessary in every hon 
cups and saucers, which bear no tax. It is to this proposal by we 
tary Snyder that I now address myself. 
We all realize that the defense program may last for a long ti 
The tax and fiscal program of the Federal Government, there 
must be ; djusted to an indefinite period of high defense expenditu 
If inflation is to be kept within reasonable control, there must 
some emergency taxation to meet the situation. 
Excise taxes, usually on luxury or nonessential items, have | 
considered a valid section of such emergency taxation programs. 
It is easily demonstrated that silver-plated knives, forks, and sp: 
are not luxury items. ‘T hey are, on the contrary, esse) tial items w 
should not carry an excise tax ul less there is to be Imposed ah e) 
he sales of all necessities. There is no justification for im 
adiscrim natory excise tax on knives, forks, ancl spoons, WV 
mimonplace, utilitarian items are not subject to a similar 
my opinion that the proposal] to place a ZU percent ex 
knives, forks. and spoons stems from a series of miscones pt 


sconception : That since silver is a previous metal, the 
rd “silver” in connection with any article implies that 
a luxury item. Second misconception : That since on 
channels used in the distribution of silver-plated flat 
{ velry store, any item carried and sold by the retail je wi 
automatically be a luxury and nonessential item. Com! 
these two miscom eptions and you find the reason for the proposa 
a zt? percent excise tax, 
Let me nov clispose of these misconceptions : 
he base metal of silver-plated flatware (knives, forks 
ckel silver (copper, zine, nic kel alloy ). and steel, 
fy is necessary hoth to vive a pleasing appearal 
safety when spoons and forks are put in the mouth 
The amount of silver deposited, by all manufactu 
tter qualitie s, constitutes but a 
The thick: ess of . 


dustry, even on the bett 
f the total weight of the piece. 
iries from 0.000156 inch on the cheapest orade, to 0.' 
the best grades. In both cases, I have used a teaspoo 

since that item is the most used piece in the home. 


sally mat ufacturers plate it to the higher standard t] 
t] Surely such plated articles are not lux 


on other pieces, 
ems. even though silver is used in the plating. 
- 


is dist buted in the United States thr 


l outlets. for example: 
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wepartment stores 2 500 

g mores " 1, 000 
Boarding house and restaurant supplies B00 
Premium redemption stores 21M) 


The mere fact that silver-plated flatware <old in jewelry stores 


es not classify it as a luxury item or a no tinl item. If that 


t 
. . . ' , ’ 1 
the logic, then the same reasoning would ersuade us that the 
nd 10-cent stores and the hardware stor ere mainly purveyors 
' : . i ‘ - 
xur'y wood and } messentials, bes iluse | e | »>freat groups oj 
. = ‘ 
] | 1; ] > 1] ? 
lers also carrv in stock, d splay a d sell la ge quantities of s lver- 
ted knives, forks. rnd spool 
} ; } > 7 ? } 
Silver-plated knives, forks, and spoons are no\ ry within the 
| meal ng of the term, which } 
? } 
‘ i ( ‘ ‘ - for 
re orn st . ‘ } } é é 
ns ! ec} T _ be ids f I ~ 7 b 
n the hand, « the ’ ! l ! 1 the pers 
n pocke } yy #1 he l y ( ” ( SOS 
ry Ss case I S 7 Yes ¥ é ‘ na S 
f or ) mre ‘ fi l Sel 
stones, or imitat ! ereof 
7 . . ; . — : 
Knives, forks. and nNooNns are not 1ews vy. | \ re ¢ ent ] tools 
iin eating. I) iecepted society. t le t. there re no substitute 
1 > , z 1 gt, * " , , » 
tnem. Remove t! trom the ad yms d +} Ltt alee oad 
(merica and you mig tL y7uUst as We 1 cis 1 t] } nd the table 
il kettle anc pot nd 1 ! . I} ob ( | ntilitay 7 ite 
» be taxed. it} = ‘ ry! oY Tf 
\ re not pl Té tive 0 ld he 1 \ R \ I 
tive rovel oO i oO}! The Y \ Ve nlate | 
S. forks i d 1) il to 4 
We, as manufacturers, understand the definition of lux ms and 


nessential items: 
Sterling silver knives, forks, and spoons have be o classed. 
now carry a 20 pe! t excise tax We make sterling silver 


ves, forks, and spoons and have not complained about either the 

I tion or the tax. With the great body of our pw ising public, 

lver is a luxury. There are substitutes for sterling silve1 

ves, forks, and spoons. Silver-plated knives, forks, and spoons are 
bst tutes. 

Ne) lver plated holl w ware tea sets, vegetab] ] h . (ravs, efc. } 
ve been classed a emiluxury items and now earrv a 20 pe ent 
xcise tax. We make silver-plated hollow ware and have not coi 

ed about either the at fiy itis n or the tax. | ere are 1} titutes 
lver-plated hollow ware, For the er it bul of ¢ r pure} ising 

. the china and elas ndust es offer reasonable ubstit tes, 

U the question of essent lity, silver-plated flatware must not be 
fused with ster! ng flatware or evel “§ lver-] ted ollow w ire, 
plated knives, forks, and spoons are essent il iter In everv 

d there are no sul te Only the Far East ere OD 

re in commo ‘ ire substitutes to he I . 
_ r-plated flatware knives. fork ind spoor heen renea 

f lared. bv vat trovernment vel es. as i f { | vil l 


lity 
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During World War II the War Production Board clearly indica 
that it considered silver-plated flatware as an essential civilian e 
modity. See War Production Board General Limitation Order L- 
issued November 5, 1943. Actually, during the war period, the Of 
of Civilian Requirements specifically arranged for the manufactur: 
tens of thousands of gross of silver-plated knives, forks, and spo 
under its definition of a “necessity” (essential civilian commodit 

On February 3, 1949, our industry task group met with the Nati: 
Security Resources Board in Washington. The Government offi 
who conducted that meeting, stated that silver-plated flatware had b 
defined as an essential commodity. 

Recently, NPA limitation orders on copper, nickel, zinc, steel, « 
have clearly defined silver-plated flatware as an essential civ 
ce mmodity. 

In the tax laws of 1924, 1932, and 1943, the Congress specifi 
exempted silver-plated flatware (knives, forks, and spoons) from ex 
taxes on the proper ground that it was a household necessity, as m 
so as china or glassware; that it was not a jewelry item and it was 
a luxury. 

There are over 12 million dozens of silver-plated knives, forks, 
spoons made and sold each year. ‘This quantity sorts up into app: 
mately four different qualities, which are sold at four different p: 
levels 

\s a matter of statistics, not more than 20 percent of this volm 
sold in jewelry stores; the other 80 is sold in hardware stores, « 
stores, general stores, department stores, 5- and 10-cent stores, an: 
forth. 

\ very large percent of the production is distributed in the hot 
restaurant, and boarding-house field. There, of course, it is } ist 
important and just as much a necessity as are brooms, dustpans, g] 
ware and china. 

Well over 1,500,000 dozen are distributed annually through th 
and 10-cent stores. This merchandise is resold at 15, 20, and 25 cx 
de} ending on the size and type of the piece, and the margin of pro! 
very low. An excise tax would force higher prices, and since tli 
chain stores usually adhere to 5-cent differentials in their pricing, t 
imposition of a tax would mean a more than ordinary increase in p! 
Che Government itself, National, State, institutions, etc., buys | 
over S51 million of these items each year. This is further indicat 
that the items are necessities. 

Generally speaking, the retailers in all trade categories cut dow! 
soft-pedal their advertising, merchandising, and exploiting efforts 
merchandise which carries a high excise tax, such as 20 percent. T! 
heaviest selling effort is reserved for tax-free merchandise. 
excise taxes reduce sales or limit their increase, curtail employn 
increase unit costs of production, increase the overhead burden, 
reduce income-tax revenues which the Government would othe 
receive. It is for these reasons solely that a manufacturer, suc! 
Oneida Ltd., would consider that a 20 percent excise tax on sil 
piated knives, forks, and spoons was unjust. The items are ess‘ 
and household necessities and are properly classed with hous 
furniture, chinaware, glassware, pots and pans, etc. If other essent 
or semiessentials are tax-free, can it be equitable to single out ki 
forks, and spoons for taxation ¢ 
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Practical substitutes can be found in the case of all truly luxury 
items. ‘There are no substitutes for knives, forks, and spoons. For 
example, the GI’s, when they came home (thousands of whom were 
married before they left and other thousands who married later) , found 

hat they had to buy knives, forks, and spoons among their first 
wee ee: A For those of limited income, the 5- and 10-cent stores, 
hardware stores, and bargain basements are the natural suppliers. It 

es not seem proper for young men and young women, who are just 
tarting to make a home, to find that their bare necessities are taxed 
he same as diamonds fur coats, and sterling silver. 

This noon you wW il] eat yo ur lune heon. Y ou W il] buy food. but you 

| need certain essential equipment. Needed will be a table, a chair, 
tablecloth and napkin, a glass, china, and knives, forks and spoons. 
Every one of these items is essential. Of them all, why should the 

fe, fork, and s spoon be singled out to be taxed? Most of us eat three 

Is a day for 365 days in each year, and for as many years as we will 
ive. We must cat knives, forks, and spoons, unt | some genius can 
find speombeae other than sandwiches in a paper bag. Is that not a 
proper asure for essentiality ? 
There is now a 20-percent excise tax on jewelry, fur coats, sterling 
silver, and other luxury or semiluxury items. Can it be other than 
unjust and discriminatory to impose the same 20-percent excise tax and 
include in the same classification of “nonessentiality” an essential item 
such as silver-plated flatware ? 

In view of the reasons presented, I definitely beg and recommend 
that no excise tax be imposed on silver-plated flatware—knives, forks, 


| 


and spoons. 

Thank you very much, gentlemen. 

The Cmatrman. Mr. Mason? 

Mr. Mason. Mr. Robertson, as I get your argument, it is that there 
sno more reason to tax the essential tools of eating than to tax the 
food that we eat, and that silver-plated knives, forks, and spoons are 
essential items or tools for eating. You have no objection to this tax 
that is alreedy placed upon luxur y tools of eating such as solid silver? 

Mr. Rosertson. That is my position, Mr. Mason. 

Mr. Mason. That is all, Mr. Chairman. 

The CuamMan. Mr. Reed. 

Mr. Reep. I congratulate you on your very fine statement. I have 
followed this course of procedure for several years when this matter 
, iS | been up. I think the Congress in the past has always been thor- 

hly convinced that you had a perfect case. There is no reason to 
tax these silver- plated knives, forks, and spoons, because, first, they 
are essential for health, anyway. If they are plated, it makes for 
health. If they are not plated, the rust sets in and they deteriorate 
ery rapidly. Is that right? 

Mr. Roserrson. That is right. 

Mr. Reep. We cannot get along without these essentials, and I think 

ha ave made a splendid case. 

. Ropertson. Thank you, 
ie CoarrMan. if there are no further questions, we thank you 
for your appearance and the information given the committee, Mr. 
Robertson. 
Mr. Ropertson. Thank you, Mr. Chairman. 
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The Cuarmman. Mr. A. L. Zeitung, director of the Internationa 
Silver Co., Meriden, Conn. 

Will you give your name and address to the stenographer for th« 
benefit of the record, and the capacity in which you appear? 


STATEMENT OF A. L. ZEITUNG, DIRECTOR, THE INTERNATIONAL 
SILVER CO., MERIDEN, CONN. 


Mr. Zerrune. Mr. Chairman and members of the committee, my 
name is A. L. Zeitung, director of the International Silver Co.. 
Meriden, Conn. 

This is the statement by the International Silver Co. regarding the 
proposed excise tax on silver-plated flatware : An excise tax on silve1 
plated flatware has been recommended by the Secretary of the Tre: 

We believe this is a mistake and probably is the result of co 
this product with the jewelry classification, to which it does 
oO al d to which it bears no relation. Nor should it be asso 
plated hollow ware, which is in the giftware category 
e-silver flatware, which is for those who can afford 
nd the best. 

Silver-plated flatware is not a luxury, nor is it an article of jewelry 
r giftware. On the contrary, it is the most practical, economical, 
and sanitary type of eating utensils ever developed. And although 
may be pure hased in jewelry stores, it is largely sold to the masse 
thro o}) mass outlets such as the 5- and 10-cent stores, chain store 


4 } 
eri 


grocery stores, mail-order houses, and department stores. 
People must eat, and they must have something to eat with. 
the Dark Ages th *\ used their fingers. Next came eating utensils 


bone, pewter, and other base metals until about 1847 the process 


electroplating was developed in this country. Then for the 

time knives, forks, and spoons were made of nonferrous base met 

lectroplated with silver and were put within the reach of 1 
ople. Silver-plated flatwear remains today the eat 


ana ¢ 


the common people because it is made in quant ties and 
a qu ilities to fit every size pocketbook. 
The silver plated flatware industry has made a tremendous co! 
mn to the American way of living by giving the great Ame! 
1 eating tool which not only fulfills an essenttial need in t 
0 mm, the kitchen, camp, the restaurant and hotel, wherever 
food is ser ed. but it affords in addition beauty of design, pract 
bility, and long durability at very low cost. 

An excise tax on silver plated flatware would work a hardship ol 
those people who can afford it the least because it is the tvpe of tabli 
ware that is purchased by the millions of young and new homemak 
who are building or buying low-cost housing units today and it is 
probably one of the most economical items that go into these hom« 
because of its low initial cost and its very long-wearing quali 
It is used three times a day, day in and day out, yet it retains 
utility for a great many years, and that goes for the lowest p1 
flatware as well as for the better grades. 

An excise tax on such an essential article of living is an unwa 
rants d hard ship on the consumer in the low and medium income clas 5 
particularly. ‘To these people silver-plated flatware is as necess 
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an item of eating equipment as plates, cups, saucers, The suggestion 
has been made that the plates we eat off should be taxed. So where is 
the logic of taxing the knives, forks and spoons with which they eat ? 
Considering that silver plated hardware is standard equipment for 
hotels, restaurants, Government buildings, institutions, and to some 
extent the Armed Force 9 should this type of user be obliged to pay 
an excise tax on a produ t so essential that they can hardly do business 
without it? 

There is a good example and ample precedent for the exemption 
of the product from excise tax on the basis of essentiality. During 
the last war there was a 10 percent excise tax on siiver-] lated flatware 
which was removed in recognition of this essentiality. When the 
excise tax on flatware made of sterling silver was increased from 10 
percent to 2U percent, we raised the questi n of the status of plated 
flatware because we wished to ascertain whether the 10 percent tax 
on silver-plated hardware would remaain in effect when the wartime 
20 percent tax on sterling silver was removed. 

In a letter written by the War Production Boa to John W. 
Heselton, House ol Representatives, on October ve td. thev stated 
as follows: 

On the Ist day of the month which begins 6 mont] vr more after the ter- 
mination of hostilities in the present war or by le: tive act of the Con 
gress prescribing a specific date of termination for the wartime rates it will 
not affect exemption accorded to the silver-plated flatware in e Revenue Act 
of 145 Under that act silver-plated fl ( 
section 2400 of the Internal Revenue C which prescribe e rat and im 


poses the excise tax on jewelry 


twa S specifically « uded from 


There again, if I may digress, there is a difference 

hat silver-plated flatware really is and it certai 
in the jewelry classification. 

We appeared at th time before th 7 ‘ommit e in Wash 
ington and brought to their attention t! nr iat the prod ict was 
definitely essential. It fulfilled an economic function providing 
implements for all sizes of pocketbooks. Today, although the 
‘of nonferrous metals for 
severely reduc lL, the prod 
1! limited supply To saddle if with an xcise tax merely works a 


eating 
yf ] 


lver-plated flatw ire has beer restricted 


i] } P 
uct is still being made and is available 


} 


her hardship on the consumer by i ‘asing the cost of 
eating uten il. thereby increas ne the cost 
problems of newly married and limited 
lars buy so little ; 
We wish also to po t ’ 1 rat he 
ited flatware will be discriminating no ilv in relation to 
iting equipment such as plates, cups, hes, and glasses, but als 
ition to other type of flatware. 
Stainless-steel flatware. for example, is being widely marketed to 
day at prices the same as or more than silver-plated flatware and under 
the proposed act such flatware would be tax-free, as would other 


tware that might be made of iron. chrome. or nicke 


whv should the mere deposit of silver without regard to pri 
lue, or quality, place flatware in the taxable category / 
lo summarize, we maintain that silver-plated flatware is an essen- 
| item of eating equipment not related in any way to luxury « 


| 


} welry and that as such it should not be taxed. Furthermore. we 
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represent that such a tax would be discriminatory against flatwar 

plated with silver as opposed to flatware made Hse stainless steel 
- ated with metals other than silver. For these reasons we strong! 
irge that no tax be levied on silver-plated flatware. 

The Cuarrman. That concludes your main statement ? 

Mr. Zerruna. Yes, sir. 

The CuHarrman. Mr. Mason. 

Mr. Mason. Mr. Zeitung, if they do not tax the cup that carries 
the coffee and the tea to my lips, your idea is that they should 1 
tax the knife, fork, and spoon that carries the food to my lips unless 
they are made of a valuable metal such as solid silver? Is that yo 
argument ¢ 

Mr. Zerruna. That is right, sir. We have no qualms at all 
taxing luxury items such as solid silver. 

The Cuarrman. If there are no further questions, we thank 
for your appearance and the information given the committee. 

Mr. Zerrune. Thank you, Mr. Chairman. 

The Cuarrman. The next witness is Max Berkowitz, director of | 
National Authority for Ladies Handbag Industry, New York City. 

Will you please give your name and address to the stenographer fo: 
the benefit of the record and the capacity in which you appear? 


STATEMENT OF MAX BERKOWITZ, CODIRECTOR, NATIONAL 
AUTHORITY FOR THE LADIES’ HANDBAG INDUSTRY, NEW 


YORK, N. Y. 


Mr. Berkowitz. Mr. Chairman and gentlemen of the committee, 
my name is Max Berkowitz, 347 Fifth Avenue, New York City. I am 
a director of the National Authority for the Ladies’ Handbag Ind 
try, a national trade association of handbag manufacturers. 1! 
ave 250 handbag manufacturers in our organization and they prod 
approximately 70 percent of the total production of handbags in t 
United States. 

We have appeare 1d before this committee on several occasions 
past, and have alw: avs received the most considerate and court 
attention, for which I wish to sincerely thank you. In the past, 
have always urged complete elimination of the excise tax on hand! 

nd were it not for the outbreak of hostilities in Korea, would s 
ave achieved this goal. We are fully cognizant of the necessit: 
raising pe litional revenue for the successful prosecutl on of the 
ind fo * purpose of pre paring r our defenses to thwart furthe: 
on. The handbag industry is fully prepared and willin; 


} 


gression 
Saci ifice, and bear a fair share ot the tax burde li. We have do 

1 the past and will do the same in the future. 

At this time, we are not urging complete elimination of the tax, ! 
rather a reduction of the 20 percent. We are suggesting that 
loss as a result of the reduction, be made up and additional 
l. th rough a fairer, a more equitable and a less discriminat 


raised, 

tax. W it] ! pe exceptions of furs—the han lbag is the one comn 
ot women’s aring apparel that is subject to the 20 percent e) 
tax. ‘There is no tax on women’s hats, on scarves—blouses, s 


dresses, coats, belts, stockings, unde wear, shoes, handkerchiefs- 
whatever else a woman wears. On handbags—yes. We mau 
that to single us out, in war or peace, does not make sense. 
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Throughout the country, States and municipalities have under con- 
sideration new sales taxes. Add the sales taxes to the present 20 
percent excise tax on handbags and you have an unbearable tax 
burden. ‘To point this up, I respectfully direct your attention to the 
situation in New York City where they have under consideration an 
i.dditional 1 percent city sales tax to the present 2 percent city sales 
tax. If passed, this will mean a 23 percent tax on handbags. In 
Michigan, North Carolina, Ohio, South Dakota, and Washington 

ere already exists a 3 percent sales tax. These taxes on a com- 
modity which is clearly a necessity are excessive and unpardonable. 

We urge that the excise tax on handbags be reduced and that the 
came reduced percentage 0 f tax be ap pl ied to all other commodities, 
ex ept food. Yes—a general sales tax. The amount of revenue 

sed by this proposal will far exceed the amount lost through reduc- 
tion of the 20 percent excise tax and will gO a lon gy way in the direc- 
tion of meeting the budgetary requirements of th 

We know that other witnesses before you have urged, what is tanta- 


e Gover ment, 


ount to a general sales tax, and we are urging it. too. This is a 
der, a fairer, a more reasonable al G more equitable approach 
this problem. To single out one industry here. a} d one there. is 
ontrary to the fundamental principle of equality of treatment. 
. The small retail shoe stores, the millinery and specialty shops 
= throughout the country could not e@Xist on the vol ime of sales of just 
V shoes, millinery, and so forth. They depend upon the added sales of 
handbags to augment their income to maintain their business. These 
small retail outlets find : especially difficult to sell handbags with ; 
-percent tax. When it comes to oift givin @, the handba Yf 18 at a 
) percent eng When a woman with a limited bue 
“new spring outfit,” she hesitates to buy a new handbag 
the new wearing apparel she iS thinkin go of by Ving, the only 
hat is stamped with a 20-percent excise tax is the handbag. 
he handbag industry is a truly small business industry. The aver 
factory has 20 to 2h employees. Most of the labor operations 


red in the making of handbags are done by hand. The reduced 


e of handbag sales has forced firms out of busi ess and has 

ad otnel to cl aown thell fix ories To! long per oas ott ( 
While most industries are showing greater profits, the handbae 
try is showing greater and greater losses. The firm that shows 

fit in the handbag industry is a rarity. Since 1946 the dollar 

e of handbag business has consistently diminished. In 1946, 
Nar volume was 200 million: in 1947. 160 million: in 1948. 
illion: iv wd 152 million; and in 1950 our preliminary report 


a further des 


We know that the 20 percent ext ise tax is directly respo! sible for 
persistent decline in business. This tax was orig nally enacted 
al Ze consumption, red ice emp! wn ent, dis ouragce busi ess a d 
e revenue, We can attest to the tax havi Na accomp! shed all it 
to do except raise revenue. No tax that is bad for busine 
e] ploymel t wh ever any good for revenue. 
original re ons f r electing hand! » be subjected 1 
-percent tax do not exist today, and in our opinion will 
ig un. There is n overabundance of workers in the indust 
nmental material controls eliminate the use of 1 led def ‘ 
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materials, and it has been clearly demonstrated that the 20-percent t 
on handbags has caused the law of diminishing returns to be brou; 
into operation as far as raising revenue is concerned. 

We believe that this inordinate burden and undue hardship « 

mall American industry should be corrected immediately. 

We, therefore, urge the necessary legislation to reduce the ex 


tax on handbags to 5 percent. 

We urge one other proposa| that should be enacted as soo) 
possible. We believe the present permanent nature of the excise 
should be eliminated. We are suggesting that the bill to reduce 
excise tax on handbags to 5 percent contain a provision that thy 
percent tax on handbags be eliminated at such time as the U1 
Nations declares the Korean hostilities terminated. 

Back in 1943, when the Seventy-eighth Congress enacted the les 
lation creating the 20 percent retail excise tax on handbags, the 
carried a section to the effect that the tax would be terminat: 
months after the cessation of hostilities. On December 31, 1! 
President Truman declared hostilities at an end, which meant t 
the excise tax would automatically end on July 1,1947. This situat 
proved extremely harmful to business, and in January 1947, Cong 
eliminated this section and continued the tax without any terminat 
date. 

Since there was a clear and unequivocal expression that this 
was a temporary war measure, we believe that this intent, of 
original bill should be restored, in some form, to indicate the tax 
temporary measure and not to be considered a permanent part of ow 
tax structure, We believe this should be tied up In some way W 
termination of hostilities of the Korean War, because just before 
a threak of war in Korea, bac k in July 1950, the House passed 
Doughton’s bill, H. R. 8920, which specifically provided for the co 
piete removal of the excise tax on handbags. 

I strongly urge your serious and favorable consideration of 
proposals. I again want to thank you and express my sincere appr 
ciation for the opportunity of appearing before you to present 
iandbag industry’s problems. 

The Cuarrman. Mr. Simpson. 

Mr. Simpson. Mr. Berkowitz, at the top of page 3 you tell us t! 
the dollar volume of handbag business has been decreasing f: 
$200,000,000 in 1946 to $139,000,000 in 1949 and you suggest that 1 
will be still lower. Do you anticipate with the 20 percent tax rem: 
ng that that would continue to decline each year ? 

Mr. Berxowrrz. Yes, sit >, 

Mr. Simpson. You also say that the handbag industry shows n 

rofit to the manufacturers. If that is correct, that means that 
me taxes are paid by those manufacturers, does it not ? 

Mr. Berxowrrz. Yes, sir. 

Mr. Simpson. Is it your point that by reducing the tax to 5 per 
volume would increase and the Government would have ine 

r revenue both from increased sales and possible profit to 

manufacturer ? 

Mr. Berxowr1rz. Yes, sit 

Mr. Siwrson. Do you not think that you have been a little kin 
the Government by even suggesting that the! »-percent tax be retain 


j ) 
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Mr. Berxowrrz. Well, we want to be very cooperative in every 
possible way. 

Mr. Srurson. Is that not simply symbolic? Do you not really think 
that the Government would get more money by eliminating the tax 
entirely and taxing the profits of the manufacturers ¢ 

Mr. Berxowrrz. I agree with you, sir. However, H. R. 8920, which 
Mr. Doughton proposed, provided that the tax be eliminate d entirely. 
lo mv sorrow the Korean War broke out and it remained. Of course, 
we would like very mu h to have it eliminated ent rely, but I did not 
want to appear at this time and ask that it be eliminate ad. 

Mr. Stmrson. Of course, the duty of the committee is to get revenue 
and these figures might indicate that the Government would get more 
revenue from the industry if the industry makes a profit than it will 
by taxing the consumer at the retail level. I am inclined to think 
that by taking the tax entirely off, from a revenue standpoint, the 
Government will obtain more out of it than it will by leaving it at 
20 percent or reducing it to 5 percent. 

Mr. Berxowrrz. I agree with you, sir. The profits in the industry 
are very, very limite i on account of the low tal iff on imported bags 
today which has demoralized the industry entirely. 

Mr. Simpson. Thank you. 

The Cuatrman. Is it your position that the industry has not made 
any profits ¢ 

Mr. Berxowrrz. The whole industry has not made a cent. 

The Cuamman. Why do they stay in business? 

Mr. Berkowirz. They have to hold on and do something. 

The Carman. It is like the story of the man who was selling goods 
ita loss. They asked him how he stood up under it. He said he could 
not if he did not do such a big business. 

We thank you for your appearance and the information given the 
committee. 

Mr. Berxowrrz. ‘Thank you, sir. 

The Cuamrman. Mr. Earl Raymond, Saginaw, Mich., representing 
the Trailer Coach Manufacturers Association. 

Will you give your name and address to the stenographer for the 
benefit of the record and the capacity in which you appear ? 


STATEMENT OF EARL E. RAYMOND, CHAIRMAN, WAR ACTIVITIES 
COMMITTEE, TRAILER COACH MANUFACTURERS ASSOCIATION, 
CHICAGO, ILL. 


Mr. Raymonp. Mr. Chairman and gentlemen of the committee, my 
name is Earl E. Raymond. I am a trailer coach manufacturer from 
Saginaw, Mich., and am chairman of the Washington activities com- 
mittee representing the Trailer Coach Manufacturers Association, 
20 North Wacker Drive, Chicago, Ill., and the Trailer Coach Associa- 
tion of the West Coast, located in Los Angeles, Calif. These two asso 

itions represent approximately 85 percent of the production of the 
ndustry. 

Our industry is appearing before you today to ask that trailer 

aches, commonly referred to as mobile |] . be exempted from the 


Fy deral excise tax, 


»} omes 


79120—51 
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Since 1941 our product has faced an unjust, discriminatory exci 
tax of 7 percent. The revenue act of that year uses the word “traile: 
in section 3403, subsection b, of the Internal Revenue Code. T) 
section pertains to the excise tax imposed upon automobiles and relat: 
vehicles. 

At the time that act was passed there was no question that cons 
erable percentage of our production was used for travel and vacatix 
activities. Trailer coaches manufactured at that time were conside: 
ably smaller than those constructed today and lacked facilities n 
standard. 

Our product has passed through a transitory stage since 1941, a: 
dun ing ithe past few years has definitely become identified aus a mob 
home. 

A recently completed survey made by Trailer Finance Associates 
Grand Rapids, Mich., a leading national trailer coach banking gro 
showed that 92.5 percent of the trailer coaches sold today are used 
mobile housing for plant production or operation workers, construc- 
tion workers, field engineers, and military personnel. Professio1 
ind business men take 5.9 percent of the production ; retired couples 
four-tenths of 1 pereent for their mobile housing, and only 1.2 percent 
ire used by tourists and students. 

The Trailer Coach Association, west coast, has made a similar s 

vy and reports almost identical percentages of use. 

Added preot bess trailer coaches today are being used as mol 
homes is found in the type of unit we are constructing. We are follo 

ie the demands of the customer. During 1950, 64 percent of 
ches construeted were longer than 26 feet, a length hardly thoug 
»f back in 1941. The 1950 coaches. again onlin the de mand 
tely equipped with bathroom and mod 
earlier vacation type trailer coach, ma 
p to 1941, which were considered for tax purposes by 
Means Committee at that time, never included such h 
as bathroom facilities. The kitchen facilities we did bi 
ly trailer coaches were in the nature of camping equ 
sting of very small sinks, ice chests, instead of electric 
‘used today, and small gasoline { ooking | lates. 


yunits were a far cry from the apartment-type bott 


nel 


‘ 
ves and ovens installed in the modern mobile homes. 
same development from the vacation-type unit to the 
followed through in improved construction f 
’ nd other similar features. | 
irs ‘mobile home of today, I refer you to 
entitled “Mobile Hou ng ior National Defer 
vernment agencies “* recogn zed and classified 
mobile homes. The National Security Resource 
| in the defense of our country, recently made a 
defenst housi o nes oo of the Nation. This was 
ibe ay of ly 1 Kaul, whose title at that 
rector ¢ and Community Facilities ] 
Mr. Ka Fs Se 1 a Ns myer Will 
his official title is Director of Housing and Commu 


OOKILI 
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In Mr. Kaul’s final report to the NSRB, trailer coaches were 
definitely classified by him as mobile homes. As a result of this 
finding 1t must be plain to this committee that the NSRB has recog- 
nized the vital need and indispensability of trailer coaches as an im- 
portant segment in the housing program which is being undertaken 
by our Government in the current crisis and international emergenc y. 

The Bureau of Standards in the Department of Commerce is cur- 
rently developing plumbing standards for trailer coaches similar to 

hose applied to permanent-type houses, further evidence that another 
Government agency considers us in the housing category. 

The Housing and Home Finance Agency has recognized “mobile 

ousing,” which can mean only one thing, “trailer coaches.” 

I think it will be interesting to the committee to know that during 
World War II, the War Production Board classified our production 

the automotive division for material allocations, There can be no 

juestion, Mr. Chairman, in my opinion, that such a classification was 

. error. When we came to Washington attempting to obtain ma- 

rials for our industry, we got nowhere and the common comment 

bout our industry in Washington agencies was that we were “neither 

fish nor fowl.” When the Government, during World War II, 

started to procure trailer coaches for defense purposes, officials dis- 
covered no provisions had been made to supply construction materials 
to our industry. 

It is apparent that the National Production Authority, as a result 

f the progress that has been made in the conversion of the trailer 

ach to mobile housing, has not fallen into the same error that was 

ude by the WPB. odes our industry and our production is prop- 
ly classified in the Construction Division of th .NPA \, where it right- 
lly belongs. 

In addition to the above, the Banking } uri ne Committee of 
he House of Representatives has res "i I ‘ailer coach in the 
sed defense ho Sing’ bill. by Stat! nat i ‘Vel he words 
yricated house” are used they sh: apply “mobile 


ng. And as every member of t] is committee W st] know 5, there 


t 
} 
} 
i 


0 excise tax on prefabricated housing. 
the attached booklet you see ographs of me ibers of our 


ed Forces an heir families who testified that mobile housing 
ts their needs. is certainly unjust to impose at dit onal t 
pon these military families, merely because Cpresroape | nem 
their needs better than another. her words, if Set. 
rge E. Albright, Jr., and his young wife and the two small children 
lesired or had eed for a permanent type house or a prefab- 
“| house, thev would have paid no excise tax. As the law now 
s, this man. who is serving in our country’s Armed Forces, was 
rced to pay a 7-percent tax, or from $150 to $200 when he purchased 
s mobile home. sergeant Albrig! t an is fal ily are pictured on 
10 of the attached booklet. 
he a bang earth withi n month here wil » (000 construe 
workers on the job at ie pre T ‘t now startin 7 in S ith Carolin: 
there wil 
lemporary 


LEC ha 
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chase their own trailer coach mobile homes. The result of this is that 
such housing not only will permit greater freedom of movement wh« 

those construction workers leave that particular project and move o 

to another project, but it will also eliminate the possibility of a ghos 
town developing in the South Carolina area. What is true in Sout! 
Carolina with reference to the proposed construction of the AEC plant 
is also true at Padueah, Ky. 

Why should these vital defense workers be forced to pay an unjust 
tax on their mobile homes ¢ We do not believe such disecriminati ! 
should exist. 

Mr. Chairman, we consider the above recognition by the differe 
agencies of the Government extremely important, because it did 
exist at the time trailer coaches were originally included in t 
revenue act. L 

In view of such recognition by the various agencies of the Gove: 
ment, and in view of the fact that evidence shows trailer coaches tod 
are being used as mobile homes, we respectfully submit that the Fed 
eral excise tax on trailer coach mobile homes should be repealed. T! 
simplest way to remove this discrimination is to amend section 3404 
(b) by adding the words “trailer coaches” after the words “except 
tractors” in said paragraph. 

Mr. Chairman, we thank you for the opportunity of appearing 
before your committee. 

The Cuarrman. Mr. Simpson. 

Mr. Stupson. Mr. Raymond, your industry is taxed now becauss 
you are defined as an automobile or related vehicle? 

Mr. Raymonp. It is defined as an automobile trailer. 

Mr. Siwrson. The administration has asked that the present 7 pe: 
cent tax be increased to 20 percent on automobiles. If that becom 
law as requested, will that increase the tax now 7 percent on your pr 
duction to 20 percent ¢ 

Mr. Raymonp. We understand that will be the case because it w 
probably carry with it everything in that particular section. 

Mr. Simpson. Then you are asking for two things: One, that it not 
be increased to 20 percent and further that it be eliminated ? 

Mr. Raymonp. Yes, sir. 

Mr. Sewrson. Thank you. 

The Cuatrrman. If there are no further questions, we thank you f« 
your appearance and the information given the committee. 

Mr. Raywonp. Thank you, Mr. Chairman, 

The Cuamman. Mr. Charles C. Freed, chairman of the pub 
affairs committee, National Automobile Dealers Association, Was 
ington. 1D). C. 

Mr. Granoer. Mr. Chairman, Mr. Freed comes from Salt Lake Cit 
Itah, and is a man well known throughout the business world in t 
state of Utah, well respected, and is considered to be one of o1 

outstanding young businessmen. I am glad to have him here, and I 
know that he will have something of interest to tell us. 

The Cuarrman. Mr. Freed, will you please give your name 
| tenograplh r for t] e benefit of the record and the cul 


ad«re ss tothe 


itv in which you appear. 
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STATEMENT OF CHARLES C. FREED, SALT LAKE CITY, UTAH, 
CHAIRMAN OF THE PUBLIC AFFAIRS COMMITTEE, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Freep. Mr. Chairman, my name is Charles C. Freed. Iam a 
DeSoto-Plymouth automobile dealer in Salt Lake City, Utah. I 
appear at this hearing himye apac ity as ¢ ‘hairman of the public afl urs 
committee of the National Automobile Dealers (Association. ‘I his 

sociation, with a membe rship of approximate ly 34,000, represents 
the new-car and new-truck dealers of the United States. Members 

f our association sell more than 90 percent of all new cars and trucks 
sold in the Nation. 

We want first to express our appr eclation to you, Mr. Chairman, 

nd to the members of this committee for affording us the opportunity 
to present the problei ns of those whose livelihoods may be greatly 

fected by il law based on the propos: ils which have been made to this 
ommittee. It is encouragi “to know that this committee. a usual, 

s hearing the people who w ill be affected by this complex problem in- 
tead of being stan nedled into approving inequitable tax increases 
at could impede oul cl rense program. 

As loyal Americans, the automobile dealers of the Nation realize 
that there isa pressing net d for an immediate expal sion of our defense 
program. As businessmen, we know that such an expansion will cost 
a great deal of money. We assure the committee that new car and 
new truck dealers stand ready to coo yperate In any ae we can. We 
have done so in the past. as evidenced in World War II, when we kept 
a itomobiles rolling de pite terrific obstacles. 

We are anxious to do our full share in the present emergency, and 


l 
{ 


do not appear here today to make a selfish plea in our own behalf. 
We believe we have certain salient facts which this coi:mittee should 


‘onsider before adopting any tax program affecting essential trans- 
portation. 

On February 5 the Secretary of the Treasury presented a statement 
to this committee in which he outlined specific proposed increases in 
excise taxes by which it is estimated 33 billion could be brought into 

revenue of the Treasury. 

Che proposal presented by Secretary Snyder dealt in astronomical 
neures billions of dollars. Too often. as we deal with s uch gigantic 

gures, we lose sight of the ultimate effect of such proposals on the 
ndividual taxpayer. It is, therefore, our desire to present our fa 

terms of the effe { of these proposals on our customers, cnatadne 
the wage earners who must have essential transportation 

We feel keenly a responsibility to speak out for these motorists who 
ave been singled out by the Tre: asury Department to bear the brunt 
o1 the proposed additional excise taxes, It is the individual con- 
sumer who must pay these taxes. He is already saddled with a tax 

rden beyond his just share. 

me us consider the effect of this proposal on individual men and 

ien such as the cotton-mill worker in the South, the farmer in the 
d dle West. the miner in the West. These are the individuals who 
ll be adversely affected. 
Inder existing tax ayn — na defense-plant worker buys a low- 
nD ed car today, let us 1 Mie] I ga n, itis estimated that approxi- 
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mately $475 of the purchase price of approximately $2,000 represent 

taxes. Gentlemen, this is a 24-percent tax on each new automobi|; 

Of this already tremendous tax bill on automobiles, $102 is Fede 
excise tax alone. 

The Treasury Department statement presented this fact to you 

5 percent of the retail price. But to the car customer, it is a di 
in his pocketbook of $102, Even in these unhappy days of high tax: 
24 percent—$475—is a back-breaking, tremendous tax burden on pu 
chasers of a commodity as essential to living as the automobile 
today. This leads us to ask specifically, “Should the defense work: 
now be compelled to take on an even greater tax burden when 
yurchases an automobile?” 

Last fall the Federal Rese ve Board released statistics which show: 
that the majority of the Nation’s car owners earned less than $4.0 
annually before taxes. 

Now, it must be remembered that the Treasury proposal wo 
also decrease the take- home pay of this de fense worke ‘T by rais hg 
his income taxes. At the same time the Treasury Department a 
you to a lopt a stratos p yhe ‘T ic ine rease in exc ise taxes whic h we be hey 
would make it virtually mapossible for this defense worker to obta 
essential transportation. 

Does this worker really need his car? Let us look at the reco: 
Ap proximate ly 63 percent of all trips _— by an average car ow! 
is for the purpose of making a living. An additional 13 percent 
for t =e rpose of s hoppi ng for food, ¢ Rv hong and drugs. 

Toda} Seocaien lization is encouraged as expedient to defense a 
health. Workers and plants are moving from many cities. A loo! 
at the new census figures will show that in Pittsburgh, for examp! 
the population growth has been only 2 percent in the city to 98 per 
cent in the outly) Ing sections In ¢ ‘hicago and Detroit the ratio | 
been 35 percent for the city to 6D percent for the balance of t! 
metropolitan area. 

Workers in many newly developed areas must rely solely on t 
passenger car for their transportation. For example, gentlemen, 
Salt Lake City the mines and defense plants now being worked 
capacity in this emergency can be reached only by automobile tra: 
portation. 

Even SO, it might be suggested, since the defense worker can! 
afford to buy a new car, he can always get a used car. 

Members of the committee, let us not be misled. Today there 
approximately 20,000,000 prewar cars on the highways. This is ab: 
three times as many cars averaging 10 years of age as were on « 
roads in 1941. Moreover, these prewar cars have been driven 
average of 79,000 miles. 

In addition, in 1941 used cars we re available in a different relat 
price range. Today we have no middle-aged cars. Production stopp 
during Work 1 War II, and therefore fewer cars were produced 
the 1940's than a de of the preceding deta Remember, vel t] 
men, no cars were produce d between 1942 and 1946. 

Workers do not just need cars they need safe, dependable, 
eflicient transportation. 

Many essential workers are already finding it difficult to obt 
this type of transportation under the combination of the present 
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structure and credit curbing regulation W, which pushes monthly 
nstallments as well as down payment beyond the reach of the aver- 
age worker. 

On top of this the Treasury Department is asking you to almost 
triple the excise tax on new cars—to raise it by more than 185 per- 
cent. If this proposal becomes law, the worker will have to pay about 
<2 9200 for his car instead of the pre sently frozen price of 82.000. of 

hich $675 would be paid as taxes. In other words, instead of paying 

t percent in taxes, he will be forced to pay approximately a third 
of the retail price in Federal, State, and local taxes. 

The United States Department of Labor reports that the earnings 
of the average worker in this country are about $275 a month. Under 
Regulation W, here in Washington, the worker now has to pay $667 
as a down payment on a low-priced car costing $2,000 and his monthly 
payments average about $104. If the Treasury Department prope sal 
becomes law, the motorist would have to pay about $733 down and 
the monthly payments would be raised to $113. This average worker 

every section of the country simply cannot meet such terms. 

What other essential commodity IS So taxed ‘ Ci uinly, no prod- 

t so necessary to our W 1} ot life and our economi 
eavily taxed. 

The first automobile excise tax was imposed in 1917 as a temporary 
measure. It was not repealed until 1928: and then it was reimposed 
n 1932, again as a temporary measure In an emergency. Purchasers 
of automobiles have been forced to pav excise taxe ‘ years 
Vi ith the exception of a | } year period bet wee! 1928 al dl ie 5 Re- 
4 irdless of how they are described, once they are Impose d, excise taxes 

,utomobiles seem to take on a permanent nature 

Now let us assume that 3,500,000 passengers cars or less will be 

inufactured a year under planned curtailed production. Three and 

half million pur as rs—about v1, percent oO! the ent re popula 
on will be forced to foot the bill for about 22 percent of the re 

the proposed increase in excise tax is exper ed to bru cr about. 

ur belief that this is hardly equitable. It is discriminatory, : 

kes away any possibility the worker has to buy a new car 
his current earnings. 

If this $685.000.000 tax increase is added to the $580,000.000 to be 

sed by doubling th gasoline tax to 5 cents per call n, the motori or 

bhe will be paving $1.6 percent of the entire proposed Increase in 
se taxes. Oby ously, t] is Is dis rimil atory. 

The Secretary of the Treasury has said that—and I quote 
ted excise-tax increases wi mee ie President’s recommendation 

h minimum disturbance to the defense economy They will result in a little 

essure on price ceilings because they will not add much to business costs or 
push up the cost of living materially 


rove. 
SURROS 


This statement is ambiguous to me. I am not an economist. But 

1 businessman I can’t understand how the imposition of hundreds 

I illions of dollai sil increased excise Taxes, and th » serious conse- 

ences it will bring about—involving essential transportation—can 
ns idered “a minimum distur! ance to our deter se economy be It 
; incredible to me. 

Consider further, gentlemen, the Federal Government is not the 


y Government which depends upon the motorist for heavy tax pay- 


nts. State governments, city and county governments, are taxing 
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the motorist in a score of methods. Twenty-eight States and t! 
District of Columbia have retail sales taxes. All have gasoline tax 
The motorists, gentlemen, are saying to us, “How much more ai 
how much longer ?¢” 
The proposed 185-percent increase in the automotive excise ta 
would impose additional serious burdens also upon all new-car dea 
ers, who comprise an Important segment of the Nation’s smal] bu 
nessmen. Some 27,000 of these dealers sell an average of only 
cars each per year. We would have to finance continually the ex: 
tax on all new cars carried in stock until such time as they are sol 
Most of us would be forced to borrow additional funds to finance I 


new cars and pas additional interest and higher insurance costs. \ 


repeat that the Nation’s automobile dealers will gladly bear t] 
share of all burdens in this emergency but, like our customers, 


it all excise tax burdens should be shared equally. 
We feel that the lefense program ~ everybody's job and every 
body’s responsibility. To make it everybody's responsibility, every 
mes yild pay his share for it. To accomplish this, we beheve tha 
nonessential pendit vu should be curtailed and that othe sources oO 
revenue hould be obtained from other fields of business not noy 
taxed. We trust that this committee will not force 2144 percent of 
tne populat on to pay »2 percent of the proposed increases in eXcis 
taxes. We do not believe that this Congress will place such an add 
tional burden on the motorists of this country. 

Tra sportation 1s the pivot around which our defense progral 
revoives, Passenger i itomobiles are responsible for nearly SD pel 


‘ent of our present passenger transportation. In times like these, 


every effort must be made to keep oul transportation system strong 
In closing. we submit that no selected seoments of American ind 
try nor of the Nation’s population should at any time—in an eme! 


vency or therwise—be called upon to bear an equ table share « 
the excise-tax burden. 
We firmly believe that superimposing still another substantial 


rease on the already exorbitant tax load on passenger cars would 


bring automotive taxes dangerously near the point of diminish 
returns Regardless of how great the need of the average worker fo 
tL new car to replace his ancient jalopy, the point is already near 
which he cannot possibly meet the payments from his currrent incon 
Eliminate that mass market and the resultant decline in sales w 


quickly lead to a similar drop in revenue. We urge that you serious 
consider this threat before approving further discriminatory a 
excessive automotive excise taxes. 

Phe Cuarrman. I wish to compliment you on your interesting 


statement. I think you are discussing one of the very importa 
pl »blems connected with the responsibility of this committee at t! 
time, which is to seek additional sources of revenue to finance o 


In the second paragraph on page 6 you say: 

We ft t 1 t this committee will not force 2 percent of the populat 
to pay 22 percent of the proposed increases in excise taxes 

Mr. Yes, sir. 

The ¢ HtAIRMAN, Will you elaborate on that n little? What do yi 
mean by wv! percent ¢ As I understand it, the automobile tax is pass 
on to thi onsumer. Will you explain that statement ¢ 


_ 
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Mr. Freep. If approxim: itely 31 2 million people buy new cars ea h 
vear and they shoul | have Im pos ec on ieee this s awmented | increas 
tax, they would represent only 214, percent of our population that 
| ould be pa ying 2 Ze ~ pe reent of the total proposed exc ise tax increases, 

The Cuatrman. It is your view that the automobile industry is at 

esent paying not o1 ly i liberal, but already an unjust, share of the 
expenses necessary for national defense and for the expr nditures incl 

nt to the operation of the Government? Is that vour feeling? 

Mr. Freep. Yes, sir; definitely. , 

The CHatrman. Now you have mentioned the importance of th 

tomobile to the wage earner and other seoments of « ur natior i 
population. 


Mr. Freep. That is right. sir. 


The Citarrman. Can you tell me of any peopl the United States 
i¢ would either need the row! fac lities for t sportatior or must 
the facilities of someone else who are not terested th prob 
¢ 
Mr. Freep. No, sir: I think evervone is interested t] problem. 
The CnHarrmMan. Of course t] Wa earner not onlv needs the auto 
obile to vet to | ork, his place of employ ent. b he needs 
ilso for the use of his family. for n irk ting al ad by eSS, a tending 
( urch, a an ecg ay ng connected with family ] fe. 
Mr. Freep. That right. sir. , 
The CHairnmMan. | the rural sect n of the country of which ] 
ppen to be a resident. sinee the horse and-b iweov da s tl e automo- 
e has been indispensible for getting the farmer to town. Ther 
e the automol le to market then products and go to town te 
rchase the things they need for farm life. and for attending c] ' 
Sunday school, and funerals. There is no family that I know of resid 
er in the cour try. particularly in rural areas, that does t need the 
of the automobile. ; 
Mr. FREED. That is right. sin 
The ¢ “HAIRMAN, Wi le ] real ze that ll r¢ e LaNxe musi hy pa 
seems to me that the present heavy taxes on automobiles. vasoline, 
d automobile accessories. includ ne the Federal tax. State tax. and 
me cases local taxe . amount to a very substantial burde to t] 
spennable industry. 1 do not know what we may have to do in tis 
of increasing taxes to raise the additional amount of revenue 
it is necessary, but the tomobile industry one stry that 
my opinion, very definitely is already earrving a heavy load of taxa 
. consid ring its mportance to the economy of ow country. 
Mr. Freep. Tl right, sit 
Phe Cuamman. Are there any questions? 
Mr. Reep. Mr. Freed. Vi ul | Ve pres ed 1 very fine statement. 
Now, I was very mu orp sary recel thy u traveling throughout 
country, to see plant aiter plant hro chout the cou try with acres 
rs of employces parked about the plant. These thousands and 
isands of cars indicate that for these work: utomobiles 


only form of transportation that they have. Now, certainly in a 


e of national-defense effort, I cannot imagine anything more 
portant tl] an havi oO these automoyv les ava lable to t ese worke 
Without automobiles the very great majority of cases they cannot 
- to work. Any tax that is in pose l on automobiles going to bet 
rden to these peopl engaged defense work. Is that not true? 
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Mr. Freep. That is right; definitely. 

Mr. Mason. Mr. Chairman. 

Mr. Coorer (presiding). Mr. Mason of Illinois will inquire. 

Mr. Mason. Mr. Freed, according to the best estimates that we « 
get, the excise tax and the hidden taxes on new automobiles 
responsible for one-fourth of the price that we pay for a new autom 
bile today. 

Mr. Freep. Yes, sir. 

Mr. Mason. It amounts to approximately $500 on a $2,000 ear. 

Mr. Freep. Yes, sir. 

Mr. Mason. If this increase in excise tax is applied, it has be: 
figured that one-third of the cost of a new car will be reflected 
the taxes. 

Mr. Freep. Yes, sir. 

Mr. Mason. Now, it seems to me that we have already reached, 
we have not passed, the point of diminishing returns on these tax 
on automobiles. If we should go past that, the net result would 1 
be more dollars for the Treasury but fewer dollars for the Treasw 

Mr. Freep. Definitely, sir. 

Mr. Mason. So I, for one, feel that this committee would be fooli 
to apply a tax that would mean that we have gone past the point 
diminishing returns on this item which is far from being a luxury 
today. 

Mr. Freep. Yes, sir. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Coorrr. Are there any questions? 

Mr. Granoer. Mr. Chairman. 

Mr. Coorer. Mr. Granger. 

Mr. Granoer. Mr. Freed, I want to compliment you on the fine 
and forceful statement that you have made before the committee. 

Mr. Chairman, I ask unanimous consent to insert in the reco! 
following Mr. Freed’s statement, House Joint Resolution No. 
passed by the Utah State Legislature in opposition to the increas 
in the tax on gasoline and the manufacturers’ excise tax. 

Mr. Coorger. Without objection, it is so ordered. 

(‘The resolution referred to is as follows:) 


A JoInt RESOLUTION To THE CONGRESS OF THE UNITED States Opposing ANY 
INCREASE IN FreDERAL AUTOMOTIVE Excise TAXEs 


Whereas Secretary of the Treasury Snyder has proposed that the Fed 
gasoline tax be increased to 3 cents from 144 cents, and that the 7 percent ma 
facturers’ excise tax on automobiles be increased to 20 percent, in additi 
the nearly 1'% billion dollars which highway users are now paying annually 
Federal automotive excise taxes: and 

Whereas passenger cars are no longer a luxury to be taxed as such 
instead are used daily by workers, professional and business men, farmers 
livestock men in the pursuits of their livelihood, which are essential to 
civilian economy in its support of our defense effort; and 

Whereas the proposed increase in gasoline tax excises alone would not 
ncrease the cost of operating passen¢er cars and privately owned conime! 
vehicles essential to the defense effort but would add so much to the cost 
bus and truck operation that higher fares and rates would result in ulti 
higher prices to the consumer ; and 

Whereas this doubling of the Federal gasoline tax and tripling of the 
on new automobiles will add, according to the Secretary's estimate, ab 
$1,265,000,000 in additional Federal automotive excise taxes, which would 
sult in highway users paying almost 42 percent of the total revenue expected 1 
all new excise-tax increases; and 
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Whereas Federal automotive excises are discriminatory and unfair because 

(1) they select one type of transportation for general tax purposes (only high- 
iy transportation is singled out for such taxes); (2) they are imposed upon 
oducts essential to modern transportation; (3) they bear heavily on the small- 
ome groups; and (4) they result in multiple taxation: and 

Whereas, in addition to these Federal automotive excise taxes, motor-vehicle 
owners contribute their fair share of all general taxes in the support of Govern- 
ment and pay special imposts to the States and localities for use of the high- 
ways at an annual rate in excess of 2% billion dollars, thereby building and 
maintaining the road network which is indispensable to the Nation’s defense: 
rherefore, be it 

Resolved by the Legislature of the State of Utah, That the Twenty-ninth 

ah Legislature places itself on record as unalterably opposed to any proposals 
to further increase the Federal automotive excise taxes; and be it furthe: 

Resolved, That a copy of this resolution be sent to each member of the 

h delegation in Conzress; to the Hon. Robert L. Doughton, chairman of the 

se Ways and Means Committee; and to the Hon. Walter F. George, chairman 
the Senate Finance Committee. 
Heser BENNION, Jr., 
Secretary of State. 
WAYNE CHRISTOFFERSEN, 
Deputy. 

Mr. Martin. Mr. Chairman. 

Mr. Cooper. Mr. Martin of Iowa will inquire. 

Mr. Martin. Mr. Freed, your statement, taken together with the 
statement of Mr. Barit, the other day, paints a very complete picture. 
We want to commend you in bringing the matter to us in the way 

have. 

I am a little surprised at your statement on page 6 to the effect that 
nearly 85 percent of our present passenger transportation is by pas- 
senger automobiles, 

Mr. Freep. Yes, sir. 

Mr. Marrirn. That, in itself, shows that this tax will strike practl- 


ly every activity that requires transportation. 

Mr. Freep. That is right, sir. 

Mr. Martin. Now, another point that struck me as rather impres- 
sive is the statement regarding the effect of this tax on the cost of a 
$2,000 automobile, raising the price to $2,200 and raising the tax share 


of that amount up to $675. Those are facts to which we must give 
erious consideration. 
Now, I would like to ask this question. Do you have a breakdown 
he consumer groups by volume of automotive sales to different 
ome groups ¢ 
Mr. Freep. We have made one statement, sir, that last fall statis- 
s of the Federal Reserve Board showed that the maj rity of the 
tion’s car owners earned less than $4,000 annually before taxes, 
iat information is based on figures of the Federal Reserve Board. 
it is the low-income group that buy the majority of our auto- 
biles. I think we have further information on that. I will inquire. 
Mr. Martin. If you could prepare and submit at this point in the 
cord such a breakdown, I would appreciate it very much. I would 
e to ask that it be included. 
Mr. Freep. Those figures are available, sir, and we can supply them 
hin just a few hours. 
Mr. Martin. Mr. Chairman, I ask that those figures be put in the 
cord at this point. 
Mr. Cooper. Without objection, it is so ordered. 
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(The information referred to is as follows:) 
Exursir 1.—1949 car ownership by income groups 


Annual income before taxes: 
Percent ov 


ship of 
Under $1,000 7 . sottaiediatieetes tee Se 
$1,000 to $1,999__. ; pipe! — - mA 
$2,000 to $2,999 : : aii JLT 
$3,000 to S309 Pe AE ES NE 
$4.000 to $4,099 ieaddiameniend 


$5,000 to S7,499 


$7,500 and over <a ~_ - oom 
Total 
Based on 1950 survey of consumer finances, conducted by the Federal Reserve B 
Exurpit 2.—1949 car owners, by classified groups * 
I | 
irs 
1 Pre 
, 1} 
Ma 23 
OF ia 13 
T 
Fy 4 
A 1O 
i) 


Mr. Marrix. Mr. Snyder, in his statement here on February 
before this committee, said: 

rhe President +ecommended that $3 billion additional revenue be raised f 
excise taxes on those consumer goods which are less essential or whik 
materials that will be in short supply. 

To my view, the tax that we are now discussing on automobiles, 
View of your statement and the statement of Mr. Barit, cannot poss 
be considered a tax on a “less essential” item. 

Mr. Freep. No, sir. 

Mr. Marrry. We then come down to the question of whether we 
the tax-making body wish to use the tax approach to control mate 
which are in short supply. I believe you have had some occasio 
observe the employment by the Government of other and more dir 
means for the control of materials; have you not? 

Mr. Freep. Very decidedly, sir. 

Mr. Marrin. Very directly ¢ 

Mr. Freep. That ts right, sir. 

Mr. Martin. And without the impact that this would bring in s 
ing t! » market from the low-income group to those who are ll 
high-income group. 

Mr. Freep. Yes, sir. We already have started on that now. 
Mr. Marrin. That bad effect would not be apt to accompany a d 
materials-control program. That is the point I see in this appro 
to revenue seeking that is very far reaching and very important 


} 


this committee to give proper consideration. 
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{ deplore this looking for revenue regardless of the impact on 
ssential services, as Shown here by this statement that 85 percent of 
passenger transportation is by passenger automobile. By such act 
we would be taking out the worker class, in my opinion, the one group 
least able to stand the impact in our economy. We should be very 
slow in depriving them of that very essential transportation. 
Mr. Freep. It is very important. 
Mr. Martin. I want to commend you on your statement, which is 
mportant supplement to Mr. Barit’s statement. 
Mr. Freep. Thank you, sir. 
Mr. Coorrer. Are there any further questions? If not, Mr. Freed, 
thank you for your appearance and the information you have given 
: committee. 
Our next witness is Mr. Charles C. Collins. Mr. Collins, will you 
ome forward, please. 
Will you give your name, your address, and the capacity in which 
appear to the stenographer for the benefit of the record. 


STATEMENT OF CHARLES C. COLLINS, GENERAL COUNSEL, 
AMERICAN AUTOMOBILE ASSOCIATION 


Mr. CoLLINs. My name is Charles ¢ ». Co lins. lam reneri 
or the American Automobile Association. My adc«ress 


7 counsel 
is peven- 
teenth Street and Pe nsvivania Avenue N. W.. Was ineton 6, D. C 

Mr. ( OOPER, About how much Lime \ L Vi i need To! 
ment ¢ 

Mr. Cotiins. About 12 minutes, Mr. Chairman. 

Mr. Coover. Allright, you are recognized. Will you proceed: please, 


your state- 


Mr. Cotuins. I might state in advance of my statement that the fig- 
res that were asked for by one of the members of the ec niuittee as to 
income clas eTroups V 1) pur nase automo e tou i in 
statement between pages 6 and 7. Phe s bre own Of the 
itegories, in terms ol come per year, Who purchi aut es 
Mr. Chairman, I should first like to express our very real appreci- 
Lol the co rtesy you ive Show! > arrang wth 3 OF portun Cy 
ippear before vou! onorable commit ee to dis ~ ta ispects 
the Treasury’s proposal relating to the Federal excise-tax edule 
Che American Automobile Association is a federation of motor clubs 
Yr al th pres { i total of ov ‘ : It is 
earnest endeavor a i times oO repres It tel ts not only of 
own membership but the interests of all pas re r automobile 
ers. Because v re essent lly i col rhe rean ition, our in- 
is prim Wl \ ] i@ peopie Who iu pa Liese taxes 
American Automobile Associati Is vita terested In tw 
oe oft the ire irvs ex e TaxX pro] ils rst. thre propose | 1). 
e in the Federal excise tax o1 from ts per gailon 
ts pel Lilo} ( ond e pro] ec ! Tine io ral 
e tax on hew automobiles Trom the press ( pel t to ) pel 
We consider these proposals to be thoroughly ree 
r reasons: (1) They } lace rie iv rael t ‘ plie, 
11S an essential and not a luxury; (2) they would { ira ip 
oW-Income groups dependent on the pa rel ir tor tl Spo l- 
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tion; and (3) they would constitute a further serious invasion of t 
motor-vehicle tax field by the Federal Government. 

Little time need be taken in pointing out that in a strict sense aut 
motive excise taxes are not wartime taxes since they have been imposed 
since 1932. The present levels were established as a part of reveny 
measures enacted in 1940 and 1941 to finance the all-out national d 
fense effort. They have remained unchanged since that time. ev: 
though our defense effort and the subsequent. war ended in 1945. 

The position of the American Automobile Association is a histori 
one in opposition to Federal automotive excise taxes. Representatiy 
of our organization have appeared before your committee on a nu 
ber of occasions over a period of many years and presented statement 
setting forth the policies of the American Automobile Association. 

We have tried to take into consideration the enormous proble: 
faced by the members of the Ways and Means Committee. This js 
evidenced, I believe, by the fact that in 1940, when increases in auto- 
motive excise taxes were under consideration, we voiced no opposition. 
Again, in 1941, we advised your committee that our organization \ 
suspending its opposition for the duration of the emergency. 

At the present time, Federal automotive tax rates are as follows: 
Passenger automobiles, 7 percent of manufacturers’ price; trucks and 
busses, 5 percent of manufacturers’ price; parts and accessories, 5 per- 
cent of manufacturers’ price; gasoline, 114 cents per gallon; lubricat- 
ing oils, 6 cents per gallon; tires, 5 cents per pound; and tubes, 9 cents 
per pound. 

Collections from these various levies in 1949 mounted to: Automo- 
biles, $448,100,000; trucks and busses, $111,700,000; parts and acces- 
sories, $93,300,000; gasoline, $469,500,000; oi], $39,100,000; and tires 
and tubes, $142,800,000 ; for a total of $1,304,500,000. (See chart A.) 

One can only conclude that the Treasury Department has singled 
out the motorist as target A in its new excise tax proposals. The entir 
schedule of proposed excise increases would bring in an estimated 
$3,035,000,000 in additional revenue; and the $1,265,000,000 share : 
sesses vehicle owners would represent more than 40 percent of tl 
entire increase. 

The fact that many other items in the excise-tax structure rema 
unchanged, some of them clearly less essential than the automobile, 
in itself the strongest possible evidence of discrimination against 


motorist. 

In his statement before this committee, Secretary of Treasury Sn: 
der made little or no attempt to justify the drastic increases in aul 
motive excise taxes. With regard to gasoline he merely said: 

The taxes on tobacco, liquor, and gasoline are the most productive of 
excises. These items provide a basis for substantial additional revenue 

Proposing an increase in a tax solely on the ground that it is alrea 
costing taxpayers a lot of money is most certainly a novel departure 
tax theory. 

The proposals also appear to overlook the fact that motor-vehi 
owners already are heavily taxed by other units of government. | 
1949 the total of all road-user taxes paid into Federal, State, and ! 
governments, plus the amounts paid into toll-road_turnst! 
amounted to almost $4,000,000,000. We have estimated that the n 
schedule if adopted would bring the total road-users’ tax bill, Fede: 
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State, and local, to the staggering sum of $5,600,000. The picture ap- 
pears in chart B. 

These proposals ignore the fact that tr: insportt ition, as provided by 
the private passenger car, has reached a level of essentiality to the large 
majority of Ameri ican famihes > proaching that of such well- -recog- 
nized needs as foods, housing, and clothing. 

The suggested program ignores the fact that the weight of the tax 
would fall most heavily on lower-income groups who are dependent on 
the passenger car and who can ill afford a further increase in their 
transportation or any other costs. 

From the standpoint of both current and future Federal taxation, 
the most disturbing feature of the new tax proposals is that the Treas- 
uryv Le, Smeg apparently considers the private passenger car as a 
luxury or as a nonessential which, along with tobacco and liquor, can 

. heavily taxed as a continuing source of Governmen trevenue. It 
is our considered Cpiaion, and we hope your committee will agree 

th us, that this thinking is not only unrealistic but is fraught with 

e greatest danger to the future of highway transportation in the 
United States. 

Aside from the long-range viewpoint, this line of thinking could 
very well defeat the mobilization effort itself because the passenger 
car is an essential tool in this Nation’s productive effort. 

In addition, it is all too similar to the thinking that so nearly caused 
disaster during World War II. Typical was the viewpoint of the 
then Administrator of the Office of Price Administration, who took 
the position that 20 million of the Nation’s then 27 million passenger 
ears could well go off the road. it eventually heaps that 
25,400,000 passenger cars had to be kept in operat to prevent a 

insportation breakdown and the resultant coll: upse of tl e war effort. 

e Administrator of OP Aa a later date, was frank enough to state 

a Senate committee: 

The reliance on the automobile or rubber-borne transportation is considerably 

e than even the loftiest statement made by the industries connected with 
the making of automobiles and tires, and of the various associations like the 
great AAA and their State organizations In other words, what might seem 
to have been a matter of trade booming as to the importance of auto il 

erested trade associations or business was a considerab 

ve have come to know 

This is a good time to remember that during World War IT an 
\utomobile ri map Association survey revealed that 55 per- 

nt of passenger-car mileage was for essential purposes, 77 percent of 

rips were for essent ial pur} OSes, and 95 pe reent of all passenge r 

s were us sed partly or wholly for essen tial purpose S. W: ar worke ‘Ts 
were particularly dependent on passenger cars; a study of 749 war 
nts revealed that ri percent of the em p lovees went to and from 
rk in automobiles. In aircraft plants, navy yards, and tank fac 
ies upward of 90 percent of all employees drove to work. 

Now, gentlemen. the essentialitv of the private sapere og car has 
ry greatly increased since World War Il. Car owne 

! 25,700,000 to 40,000,000. Even in cities, three- fourt h 

ular travel is done by private automobiles. There 


, 
} 


“l States cities having no public transit systems. Ey) 


} 


e are such facilities, they are operating near capacity. 
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There has been a tremendous growth in population during the p 
decade: from 130 million to 150 million. Most of this growth 
taken place in suburban areas. While population in central cit 
increased 13 percent during the 10-year period, population in t 
suburbs soared 35 percent. This migration of families to the subur'! 
together with decentralization of industry, particularly defense ind 
try, has greatly increased dependence on passenger cars as a vi 
transportation medium. 


‘I hese tax proposals appear to be based on the premise that 
weight of these taxes would rest largely on the upper income grou 


As a matter of fact, a recent study by the Federal Reserve Bo 
showed that 59 percent of the cars in operation were owned by fam 
or individuals (“spending units” in the Board’s terminology) ¢ 


ing less than $4,000 a year. Only 9 percent of the cars were fou 
to be owned by units making $7,500 and over. Chart C attac! 
presents a breakdown of car ownership by income groups. 

The increased tax on new cars would impose a more-than-nor 
nal Iship on the lower Income groups al the present Lime, The s 
pension of passenger-car production during the 4-year period beg 

i 


n 1942 caused a gap in the supply of good and moderately pi 
used cars on which industrial workers, farmers, and others in need 
economical transportation generally depend for their essential tra 
portation |} eeds. The continued strong demand for new cars dui 
the past = years indicates that. because of the lack of used cars in 
5- to 8-year age bracket, many buyers normally purchasing used « 
have been virtually forced into the new-car market. The incre 
gasoline tax would be highly regressive in that its burden would be « 
tributed among all iecome groups al d related to the amount of nm 
irv driving done rather than to ability to pay. 

Lhe States now levy road-user taxes In the amount of about = 
100,000,000 annually. The proposed increase in Federal autom 
excise tax would bring the Federal levy on the highway user a 


E S2.000 0000 )annually. Th Ss represel tsan i vasion of the St 
‘ } 


principal source of highway funds so substantial as to all but pre 
the 1 sing of a ditional badly needed highw Ly funds at the St 
’ 
{n avowed purpose of the Administration’s tax proposals, in a 
oO to ra ne aaaitior al revenues, is to che k 1! flatior ry cr’ 
We belie the pre posed 1utomotive increases would have the Op} 
eff 
Che Treasury Department, in its proposal, said the suggested 
) i much to bu eSs COSLS O| pus! up th cost of 
1 ria \. 
Thi icts are that Federal taxes 01 both ea oline and passenger « 
ire pi ed on to the co umer. The Kec ral tax Ol in autol 
not be} ed from about $100 to 3300 without exerting pressut 
l pl ( 1 it be sumed that a 114-ce1 crease i 
X ¢ gy S Y ll b l orbed \ anyone ex pt the ul rite 
| | rtatiol ilre Ly Sa mayor item ! tre vera 
love d the Treasury’s proposals would unquestionab! 
y \ reased costs of i ov rship ind operatio 
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ng revenue in normal times. This source of revenue should be left 
to the States. 

29. Recognizing the urgent need for additional revenue to finance the 
Nation’s defense effort, the association suspends, for the time being, as 
t did during the World War II period, its efforts to secure removal 
of all Federal automotive taxes. 

;. The association is strongly opposed to any increase whatever in 

present rates of Federal automotive taxes because (a) a dispro- 
tionate share of the increased excise burden would be placed on 
private passenger car which is an indispensable necessity and 
. luxury; (6) hardship would be visited on ca 
income groups; (¢c) State highway financing 
srupted: (d7) the effect would be to further it 


Now, gentlemen, I would like to make a correct 
I hel eve Vou } ive before Vou. 
| find that it is stated: 


pr 


crea 


rere nt of the « rs 
ess than S$5.000 a ve 


it is a typographical error, and tha 
The correct statement would be: 


percent of 


less than 84,000 


k you very ch for this opportur 
Cooper. Di 
‘OLLINS. Yes, hat completes our state! 
oopeR. Are there any questions? 
imp. Mr. Chairman. _ 
‘OOPER. Mr. ¢ 


tv to i} pear, 
O1 plete your statement ¢ 


you very much. 

0 . Aret re any other qu tions é 
Martin. Mr. Chair 

oopreR. Mr. Marti 

Martin. The chart 
f the inftormat 
Coturns. Yes, 

Marri. I st 

for them 

at 


tha Nome. 


rateme 


complete pi 
final prepa 


A A 
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Mr. Cotzins. Thank you very much. 

Mr. Martin. I want to thank you. 

Mr. Coorer. Are there any further questions? 
you for your appearance and the information you have given t 


If not, we tha 


committee. 
(The three charts accompanying Mr. Collins’ statement are 


follows :) 





Chart A 
$1,304,500,000 In 
Federal Excise | 
Taxes On 
Highway Users 
1949 
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CHART C 


1949 car ownership by income groups (59 percent of United States cars owne 
people earning less than $4,000 per year)’ 
Income per year: Percent of 


Under $1,000____- SS ee ee ee a 
ft 0 Ly A eee a inmeperenniediainhtinieanianes 
0 as a ee Se ee eS 
Ee ee Suniuneimeine : 
ne Gy eS aie ea ere = a 
$5,000 to $7,499___- CieEe aitiientecad oe . ee ae 
Bi wee Gnd OVEl..«nnccutdsue 
rotal ne aiehin Ee Se EO Rs a 
‘Based on 1950 survey of consumer fiygances, conducted by the Federal Reserve B 


Mr. Cooper. Our next witness is Mr. Karl F. Feller. Mr. Fel! 
will you come forward, please. Will you state your name, your 
dress, al d the capacity in which you appear for the record. 


STATEMENT OF KARL F. FELLER, PRESIDENT, INTERNATIONAI 
UNION OF UNITED BREWERY, FLOUR, CEREAL, SOFT DRINK AND 
DISTILLERY WORKERS OF AMERICA, CIO 


Mr. Fetter. My name is Kar! F. Feller, and I reside at 3106 M 
ing Avenue, Cincinnati, Ohio. I am president of the Internatio: 
m of United Brewery, Flour, Cereal, Soft Drink and Distill 
Workers of America, affiliated with the Congress of Indust 
Organizations. 

lor the sake of brevity, I will refer to it as the Brewery Work: 


Mr. Cooper. About how much time will you need for your 


Mr. Fetter. About 10 minutes, sir. 
Mr. Cooper. All right, you are recognized. Will you pr 


" Mr. Fevuer. The Brewery Workers Union, whose headquarte1 
t ( ti, Ohio, represents the overwhelming majority of the 
the brewing industry in this country and a very, sul 
( employees in the distilling industry. It also 
oF thers, the employees 1] the yeast, malt. and other 
re rel ited to the alcoholic beverage industries. if 
f of approximate 75,000 employees whom we repres 
t! e industries that I appear befor you today to oppose t] } pe 
reas the excise taxes 01 bee l d di tilled spirits. 
S ru a ition in 1S86, the organization which l am pre 


dicated itself to improving the living standards 


litions of its members and of the workers of this « 


general. \s one of the pioneers of the American labor move 
Brewery Workers Union has it roots deep in the America 
eTut t I On. Political and economic democracy are objectiv 
wi h I Ol has fought in the p st and to which we have cd 
ves for the future. I mention these things to emphasiz 
statement tf it we recognize fully the erlousness of the presen 


both the domestic and international fronts. We recogniz 


ital tarianism to our democratic instit itions and we 
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recognize the need for the raising of additional revenue to put a brake 
on the inflationary spiral and to defray the tremendous cost of our 
armaments program. 

However, from the standpoint of the welfare of our members and 
the general welfare as well, the proposed increases in the excise taxes 
on alcoholic beverages are unfair, ill-advised, and shortsighted. It is 
questionable whether they will yield substantial additional revenues. 
On the other hand there seems little doubt that such tax levies will 

ing evils in their train which will far outweigh any additional rev- 

jues Which they may produce. 

It is well known that taxation of alcoholic beverages has often 

used for the dual purpose of raising revenue and controlling 

nsi mption. The latter approach is, of course, the backdoor ap- 
proach to national prohibition. I assume that the proposed levies 
are intended to produce additional revenue and are not being con- 
s dered as a | rohib tion measure. | assume that this committee and 
t s Congress are too well aware of the social atastrophe whi h is 
led the noble experiment to even contemplate ts restoration. At 

» Same time, if Ol ly fair to point out that the fanatical forces of 
prohibition, which are ceaselessly active in our national and state 
capitals, view any increase in alcoholic beverage taxes as a step to- 
ward prohibition. ‘T hey realize the truth of the statement that “the 
power to tax is the pow rto de stroy.” Those who would destroy the 
alcoholic beverage industry will enthusiastically support any proposal 
which will place a crippling burden upon the already overtaxed beer 
and liquor industries. We submit that this committee in its delibera- 


tions should disregard completely any “control” or “prohibition” 
rress have 


reuments or « onsiderations. This committee and t] Con 


no mandate to reintroduce national prohibition. They are concerned 


ol ly with a revenue measure, intended solely to increase our Govern- 
ment’s income in time of serious national emergency. It is from that 

standpoint alone that I propose to discuss these proposed taxes 
At the very outset the attention of the committee is call d to the fact 
that the wartime excise taxes on alcoholic beverages which were im- 
posed during World War II are still in effect, although they were in- 
tf led to be only for the duration of the em: rvency. It is how pro- 
posed that a further wartime tax be superimposed on the existing one. 
ggest to the committee that this process 1s s milar to the imposi- 
t ! of an additional ex ess yrofits tax on corporations on top of those 
h were imposed during World War IT. Such a proposal would 


denounced as o 


viously unfair and confiseatory. It does not be- 
e any fairer hecause this proposal is leveled solely at aleoh lic 
erages. It is still a case of one eme rvency wartime tax on top of 
er. We would, the refore, propose that any tax which may now 
placed on alcoholic beverages, together with those which were 
ed during World War II, be 3] 
that a definite eX] iration date he set ior su h levies ‘T his W ill 
ast be a guarantee that these temporary, emergency taxes will not 

| Wn ed as a permanel t part of our tax structure. , 
We protest, in particular, any additional tax on beer. To place this 
litional burden on an already overburened beverage may well 
t beyond the reach of the public and destroy the industry. It 
ommonly said that beer is the workingman’s drink, and this is 


cifically labeled as temporary, 
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ly true. B it the size of the beer olass has been shrinking i 
cent years = its price has been rising. The tax burden on beer 


hy avy. Starting Pa. a Federal tax of $5 per ba: 


fantastically 
in the postprol hibihion period, the impost was raised until it reac! 


its present rate of $8 per barre . in 1944, 
But this is only the beginning. Every State and the District 
Columbia levy a tax on the manufacture or sale of beer. On Decem 

1, 1950, these State taxes ranged from 62 cents per barrel in Califor 

to $9.30 in South Carolina and $10 in Louisiana. States taxes ave 

re than 52 per barrel. In addition, there are other local taxes 
‘ederal and State license and permit fees for breweries, w! 
d retailers. All of these are, of course, in addition to 
taxes as Federal] and state col — income Taxes ! d 
In mat Ly Sti ites pro} MOsais are now 


neral : applic ition. ! 
ror inc reasin io state taxes on beer. The theory seen 


is no limit to the tax burden that can b pli 
I iration point | here and that the ti 1hi 
We are not dea ln Oo with a luxu ‘'y item. Deer isa 
not to bet reated in the same inner as expens 
ive furs or perfumes. 
‘ker has the right to enj 
hrough excessive taxat } 
nee that we have reached the pe int of diminishing 
regard to beer taxes. The combination of Federal and S 
» be reducing beer consumption. Thus, since 1947 1 
eady and subst intia lecline in Federal revenue f: 
, le compiled from re} 


wd | “" 
S702 988.363 : 


‘ 
bi 


‘as shown by the 
au of Internal ‘venue: 1947, 
1949, $674.616,638 ; 19: 


nomic 
] | fron } . hes i" has been dec] 


an nereased tax burden o1 
tion may very well result i 


ce rely belic ve, that thi incre 
-s out of business and haste 
ard concentration and mono} 
were look 


mm { 


] ) ; . , a 

peer iast Ci vi a l | 
? 
l 


now Pp oposed to lay 


hat hope been ¢1 
‘burden upon them. ' ll not survive it. 
hat any tax progran which has such undesirabls 
ld be scrutinized very closely. It places an unfair 
rden upon a staple workingman’s beverage; it plac 
| excessive burden upon one American Indust ry; it will | 
produce reduced revenues and aid in the destruct 
The re is il point bey: ymnd whi ch | “ey cannot be 
has been reached. An min id which is now one ¢ 


e-producers may well be placed in jeopardy by 


now to the proposed increased taxes on distilled 
things which I have said about beer taxes are app! 


hing 
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to distilled spirits as well, especially the matter of pyramiding one 
emergency wartime excise tax on another. However. we ask you to 
onsider what seems to us to be the most ser 10us problem in this con- 
nection, namely, the probability of the return of many of the worst 
evils of the prohibition era in the event that these added taxes are 
:posed. We could spend a great deal of time arguing and debating 


} 
uN 


fatistics, This WoO ild serve ho useful purpe e. because the problem 
iy be posed in very simple, common sense terms: It is proposed to 
crease the tax on distilled spirits from $9 to $12 per proof gallon. 
(I top of th 3 S12 pe r proof vallon tax We have the 1 ultiplicity of 
; 1 


State taxes whi iveraged about $1.43 per 1 KX allo n 1949 plus 
Federal, State, and local taxes and license and permit fe . There is 
rong tre | Ll ry State i! 1 |e ll gover) } ts ) l eXI1St- 
y taxes on alcol beverage There i ng in these 
s which may bi ted in the following t When taxes force 
ul prices ab i ! hn ievel the Dbootl ’ \ 


oht posed there is 

neentive to evade the tax. The higher the tax. the greater the in- 
ntive. ‘The existir >? tax plu th merous State and local taxes 
ready provide a tremendous incentive for lawbreaking. Increase 
it tax by dole per cent and you are viting moonshn x, bootleg 


¢ and organ zed crime o1 a hati i seale. 
It is estimated UY tne Lice ec Bx veracve I} qaustries, 1} a } ased on 


ta of the Al hol l ix { nit. Tre isury Depart) ent. A d reports of 


various States, that in 1949 8.008 stills were ed by Ir leral 
ents and 10.876 by Stats und local authorit , for a total of 18.884 
ures, It is also esti ted Dy the ime source tl] it these st Hs ] id 
ly capacity of over a half 1 illion gallons, or more t n LO0O000 
' ’ yo *t . 1} 
ons per day above { average daily production of the legally 
sed dist iers, i hese ficures are mpressive, but thev do not tel] 
worst of our fear of wv it may | Lippe t 1 rdiditional tax 
uld be placed on distilled spirits. We solemnly warn that taxes 


at level will surely herald the return of the mohst r. the racket 


mst icneleel 
| the hnacker to om itional s of ootlervel | the 
isy, with al ittendant evils If | bh nvitation 
organized ¢1 : tonal . 
We submit it proposed eases of 1 x ( eer and 
tilled spirits ould be rei cd. he exist oO 1} e emergency 
\ 0 these l OU ir’ high enong Wi } i to ce " 
the tax program recommended by the ¢ ongress of Industrial 
real ization » WI h will vield uiequate revenue to the (Grover) ment 
| place the burden upon those elements in our economy wi vr 
t able to pay it. Let us not impose taxes wl ich may ell 1 nder- 
the brewll Y industry, pla e the worker's everage hevond hic 
h or encourage large scale violations of f] law and organized 
e, taxes which are so high as to make it likely that thev will pro 
no additional substantial revenue. It 3 probable that L very 
ge part of any additional revenue that these taxes ieht vield 
d be expended for law enforcement in a futile attempt to cope 
the lawlessness which excessively high excise taxes invite 


Mr. Cooper. does t| if omplete vi r statement / 
Mr. Fetxer. Yes, sir. I would like to make a correctio , Mr. 


rman, 
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Mr. Coorer. All right. 

Mr. Fevier. On the next to the last page, there is a typograph 
error. It states there that the existing tax is $9. That should be s 
Mr. Coorer. Without objection, the correction will be made. 

We thank you for your appearance and the information you 
given the committee. 

Qur next witness on the calendar is Mr. Edward J. Breck. \V 
you come forward, please, Mr. Breck ¢ 

Please yive your name and address and the capacity in which 
appear for the record. 


STATEMENT OF EDWARD J. BRECK, SPRINGFIELD, MASS. 


Mr. Breck. My name is Edward J. Breck, of 115 Dwight S 
Op ingfield, Mass. I ain vice ended of Joh H. Brecl kK, inc. 

Mr. Coorrer. About how much time will you need for youn 
ment ¢ : 

Mr. Breck. Fifteen minutes. 

Mr. Coorer. All right, you are recognized. 

Mr. Breck. We are manufacturers of Breck hair and scalp pr 
rations, ( luding three different types of hair shampoos, Jol in H 
Breck, Inc., was formed in 1929 as an outgrowth of a business gi 
hair and sealp treatments to men and women, established i L907 
1h father. In other words, we have been, the Breck family. sh 
poolmng heads of both men and women for over LO ve irs 

[ appreciate being afforded an Ng “ache to appear before » 
in opposition to the proposal of » Treasury Department to ext: 
the definition of “toilet prepal befeae! as it is found in section 2402 | 
of the Internal Re venue ( ‘ode. to include shampoos containing n 
than 5 percent of saponaceous matter, and thereby place a 20 pei 
Federal retailers excise tax on such shampoos. 

Right here are two important points. First, a sham] oo contall 
more than o percent saponaceous mater Is soap, ¢ its equiva 
Second. the primary function of a shampoo—just like soap 
Regardless of its con tituents and regardless of the ic 
uli q i i jelly, ream, or powder, a shampoo 
l is «l to clean the hair and scalp of men, wo 


clean. 


effect, soap, an¢ 
and children. 

Cleanliness al nd those produ | w] hich promote it ~ Yas not lux 
American standards of tivi ng. Soaps, solid or liquid, lat 
or mn elie thering, synthetic or natural, which promot Se 
necessith in our country today. 

We all know, that many of the prepar: it ions, articles presently 
at the retail level or at the ba honar cturer’s level are not really lux 
I'm sure that the lady members of your family would agree rea 
with that statement. It really hurts to have preparations as ess 
as shampoos, used primarily for cleansing purposes, suggested 
addition to the list of so-called luxuries by the secretary Oo} 
Treasury. 

Congress in 1938 made its decision that soaps and sl} 
necessities and not luxuries when it terminated the manufact 
excise tax which had been levied on those items, along with mi 
washes and dentifrices. In the short time that they were taxed, 1 
were taxed at the manufacturer's level at 5 percent as compart 


Lal poos 
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other toiletries at 10 percent. In doing so, Congress recognized that 
ny preparation that promoted the hygiene of the body, mouth, hair, 
ind scalp, was in a somewhat different category from those toilet 
| reparations solely intended to beautify and promote attractiveness or 
alter appearance, and on which the excise tax was maintained. 

It doesn’t seem fair to me that the Treasu ry De}; artment should 
exerec ise the prerogi itive of ferret ing out shampoos = d ti iwolng them 
s other than a necessity. 

It might be interesting to recall that even during acy. War II, 


hen the problems of financing that immediate crisis called for quicker 
tion on the part of Congress, you did not see fit to impose excise 
tax on such necessities as shampoos, Soaps, mouth washes, and 
entifrices. 
There is no question that the success of the United States foreign 
nd military policy will depend in great measure on the willingness 
d ability of the people of this country to sustain the program neces- 
iry to maintain our freedom over i long period of time. 
I think that the people of the sennien should and will understand 
i ap preciate t the time > and thought which you plan to devote to 
Ss tax program, one of the most un portant pie es of legislation ever 
iced before Congr Ss. Dollars are obviously necessary to sustain 
this program, and whatever is de ided here W I] most likely be 1h 
effect throughout your veneration and min 
The Fawcett Publications in December of last year completed 10 
years of surveying personal preparations used by women. In 1942, 
whi ich In my opinion was 10 years after the actual birth of the shampoo 
ustry, accordin gy to thi Mi, wiotewy survey 95 percel t of the women 
man used shampoo in their home. Their 1950 survey stated a 97 
percent usage. This survey is typical of many surveys } ade by the 
lishers of Suit h MmavgaZines as (i od House kee Pp ne, Womat 8 Klome 
mpanion, and others, all of which indicate th 
98 percent of American families use hair s| poos. 
In my own family, where there are six children from age 3 to 1 
s just as necessary to shampoo at age 3 as it 1s at: > ). expect 
it parents are the ones that feel the 3 vear old should shampooed 
leanliness purposes, At age 16, the girls, and I think boys too, feel 
need of shampooing for cleanliness, and, of course, at that age for 
ractiveness. 
might point out here, without attempting to imply that I am a 
| cal authority, th il free uently at the teeh-age level, It 1s necessary 
both boys and g@11 Is tos aM poo freque ntly. M ny youngsters are 
fronted during that adolescent period with an acne condition, a 
ry oily skin, scalp, and hair. Cleanliness while not a cure for the 
dition, I believe, is a necessary adjunct to treatment. 
‘or the older person, both male and female. frequently dry, oily 
r and scalp and dandruff conditions can be helped by proper 


pooling. 


rom time to time In this country, there have been epidemics of 
rworm of the scalp among school children. Again, shampoos are 
i cure for that skin disease but I feel that it indicates a definite 
| that the | hair and se alp of men, women, al d children should be 
t clean: and the ea , t, simplest way to do it is by the use of a vood 
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Hoap ¢ in be used to shampoo jt St as soap can be used to clean t] 
teeth. I am sure that vou feel that modern dentifrices do a mor 
efficient job of cleaning the teeth than soap; and so also have shampox 
replaced soap to clean the hair du rin g the P ast 2U years. 

Shampoos have increased tremen dousls In populi rity in the Amer 
can home, because they atotenplich better than any other material 
spec ifie, specialized function that of properly cleansing the hair a 
scalp. Cake soap has never been too satisfactory for shampooing 
parti ularly in the case of the lo g hair of women. The outer lay: 
of the hair shaft ! frequently | kened to shingles on a roof. The 
tiny barbs or the hair are apt’ to catch and hold particles of cake soa 
thus preventing free and clean rinsing of the hair. ‘This nailatioal 
is particularly prono wnat in hard-water areas, and it must 
realized that the vcreat may ority of our 1 ople live in hard-water a 

f my own company, % hile that of mat uf: toring 
ilp preparations, is basically shampoos. Du 
our variation from r to quarter differs o1 
our lowest it er ari ur 11 h ST quarter, I 
a pretty consistent weneral year-round use of s 


business. Shampoo 


etty co { AS] ery month of the y LT 
sh 1poos is soli | in the beauty shop field 
ot opel ite their business without shampoos. 


ty s| Op busi ess has had rather rou rh) coiIng in the la 


s. due to some extent to the con pet tion from home per 
wever, toa creater e xtent fron n the decreased pure has 
American womal! al ilar. 1 nereas sed cost of « opera 
her family. ane ‘orth. Now the Salar 
that she be further tax if she is going t 
nom afford to ittend a beaut 
ently as she did a few vears ago. 
he man in the home cannot afford shaves in his bar! 
shop because of the need of every dollar to support the com uy; vi 
the Treasury does not propose to tax shaving soap. He 
at home witnout paying : tax. 
The ireau of National Affairs 
Atomic ttack as well as other s 
; I hat anvone 
should bathe vith Wi mn water al soap. 


folde ; 


one pl 


ition W hich ceerta 
could 

“area 

t advert sing) 
ising erect 


keground of books, 


equivalent preparat 





REVENUE REVISION OF 19: 2493 


that small business can manufacture. S cake soap, powered 


I 
soup, et cetera, 1S manufactured by big business. Chere are many 
more brands of shampoo than there are cakes of soap simply be- 


eause the small manufacturer can manufacture shampoo with a 


nimum amount of investment in equipment and he can enjoy that 
pl vilege which still American—the freedom to sell. 
While | ain well aware ot the pre ent need fe 
consider that shai }poos are cleans hg agents, a necessity 1n Amer 
, and our way of life today. Secretary Sn) ndicated a pos- 
ehle revenue of only So.000000, a rather nu rninicant nount, to 
‘ the N m’s hair and scalps. 

[ respectfully request you to reject the prop 2 


) revenue. (‘or OoTeSS 


promote the health ind cleanliness of tl 
excise tax on shampoos 
Thank you. 
fr. Cooper. Dos 
Mr. Breck. Yes, 
Mr. Coorver. Are 
rappearance a ) VO 
The next witness on the calendar is Mr. I 
‘orward, please, sir. Will you give yo 
in which you appear for the 


i 


STATEMENT OF ISADORE GOTTLIEB, COUNSEL, PHILADELPHIA 


; we or 


BEAUTY SUPPLY DISTRIBUTORS ASSOCIATION 
ruizn. My 


ty Bu 
lelphia Be 
Mr. Coorrer. About 


+7 


Mr. Gorriires. About 10 minutes, sir. 
Mr. Cooper. You are recognized 
Mr. Gorriier. A litt more th 


scommiuttee 1 


ired before 
eparations 
1 inved 
*hiladelphia 
noneyv,. 
*reven- 
om Taxes, 


to re peal, 


ise taX O! 
ed at the retailer 
er pays the tax. 

Government many mi 
It is common knov 
ny tax and, as 
M48 less thar 


resent] y col- 


l e Col 


«cl report 
oncelvable 

se to believe 
sales of taxal 


iressers associat 
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shops generally fail to report sales or report sales in a smaller amou 
than actually made. Of course, the beauty shop finds itself in 
unique position in that a shop owner is obliged to sign a frighteni: 
paper called a certificate of purchase for resale, which threatens fine 
imprisonment in the event of failure to comply with the revenue a 
and regulations. This certificate is not required in the case of dr 
stores or department stores. We must also keep in mind that beaut 
shops in the main consist of one-, two-, or three-employee establi 
ments. It is a burden on such a small operator to prepare and 
tax returns, and it is an unfamiliar field to most beauty shops th 
are owned and operated by women. ‘Their business does not warra 
the employment of a bookkeeper except in the case of a larger sho) 

The net result of all this is to point out to the cameltoe that 1 
Government is receiving a mere fraction of what it should receive 
the sale of cosmetics. 

Let us now turn to the jobber. In my particular city, Philadelph 
there are approximately 20 or 25 one-man outfits, commonly know 
as peddlers in the trade, who operate out of their cellar and thei: 
automobile. This so-called peddler usually does not keep a legitimat: 
set of books, and it is a common practice for this particular type of 
person to sell taxable items, such as hair dye, and list it on his bills to 
the beauty shop as shampoo or some other nontaxable item. T! 
practice, which is common, has an adverse effect upon the legitimat 
jobber because a customer would rather buy, and does buy, a taxabl 
item without paying tax if the shop owner can get away with it. T! 
practice causes the Government to lose tax on the item, and it caus 
the legitimate businessman to suffer since he cannot compete with 
unscrupulous peddlers ny fail to make a charge for the tax. 

The legitimate jobber in particular has a difficult task because his 
average sale toa be au “ shop consists of a group of small items. SoTie 
of which are taxable and some of which are not. This means that | 
office ha oOo go over each bill and make special records of taxa! 
items sold as ‘distinguished from nontaxable items. The jobber isa 
small-business man and this extra work involves the necessity of 
hiring an additional bookkeeper, as well as typing up thousands of 
dollars of his working capital in cases of prepaid taxes. 

It is likewise common knowledge that the ordinary corner drug 
store, throughout the length and breadth of this country, indulges 
the chiseling practice of failing to make an honest return on t! 
amount of cosmetics and creams sold in his drug store. The Gov 
ernment unquestionably is losing millions of dollars annually throug! 
this avenue of evasion. 

You can see, therefore, that the above three classifications alo: 
namely, the beauty shop, the beauty-supply jobber, and the cor 
drug store, is costing the Government millions and millions of dolla 
per year. 

An attempt has been made by me to have the collector of interna! 
revenue in Philadelphia crack down on these violators, and t! 
members of our associations have frequently been willing to off 
evidence on such frauds, but the only answer we ever got was t! 
the Revenue Department lacks the personnel te investigate and po! 
the collection of this particular excise tax. 

Now, there is a oy my to correct this evil and to collect all 
the money being lost by the Government under the present set-u 
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My suggestion, and the one that I strongly recomme nd to this com- 
mittee, 1s that the tax be collected at the m: anuf: ucturers’ level because 
the Government would then be dealing with business concerns that 
keep regular sets of books and organizations that have bookkeepers 
ind accountants qualified to handle the paper work and make the 
necessary returns. It would be so much simpler for the Government 
to process between one and two thousand returns of manufacturers 
nstead of hundreds of thousands of returns from beauty shops, 
jobbers, and retail druggists. 

It might be argued that 20 percent of the manufacturers’ price would 

considerably less than 20 percent of the retail price. In other 
words. if a manufacturer sold his item for 50 cents, the Government 
would get 10 cents; whereas, if the same item was sold at retail for 51, 
he Government would get twice as much, or 20 cents. Theoretically, 
this is true, but many years of experience has taught us that as a 

actical matter, the Government gets a smaller fraction of the 20 

nts and I dare Say that the Government is lucky if it gets l cent or 

nts out of every 20 cents it should receive. 

These conclusions that I pre sent do not constitute mere floments 
of the im: mini ition but come about asa result of actu: at exper ience and 

ose contact with the trade. If this committee sees fit to recommend 
that this tax be se tee at the manufacturers’ level, everyone stands 
to gain, with the Government coming first. 

The public in general would benefit because if, for example, a 
lipstick costs $1 and the tax were paid at the manufacturers’ level, the 
tax would be 10 cents, which means that a lipstick could be purchased 
for $1.10 instead of $1.20. 

Beauty shops would be encouraged to make retail sales because they 

uld not have to sign the frightening certificates of purchase for 

sale, and jobbers, who are presently hard hit because of so many 
me preparations in the beauty field, would get some relief because 
onsiderable portion of their money is tied up in taxes paid in 
nce in cases where merchandise is sold to a be Lut shop, and 
cases, the beauty shop does not pay the jobber for 60, 90, o1 
a Lys. 
shift of this excise tax to th 
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be determined and checked by the Government to see that it gets 
proper return. 

We, therefore, urgently and respectfully suggest and request t 
the 20 percent excise tax on toilet preparations be collected at 
manufacturers’ level. 

Mr. Coorrer. Does that complete your statement ? 

Mr. Gorruies. Yes, sir. 

Mr. Coorrer. Are there any questions? If not, we thank you 
your appearance and the information you have given the committ 
Mr. \iason, a member of the committee, had to be absent for a 
moments, and requested that Mr. Greene be passed over unt! 

returns. 

So. without objection, Mr. Greene will appear when the commit 
reconvenes at 2 o'clock. 

The next witness on the calendar IS Mr. Ie. S. Lindfors. VW il] \ 
come forward, please, sir. 
Will you give your name, address, and the capacity in which 

appear to the stenographer for the record ¢ 


STATEMENT OF E. S. LINDFORS, VICE PRESIDENT, BELL & HOWELL 
CO., CHICAGO, ILL. 


Mr. Linprors. My name is E. 8S. Lindfors. I am vice president 
Bell & Howell Co., of Chicago, LI. 
Mr. Coorer. How much time will you need for your statement 
Mr. Linprors. Less than 5 minutes, Mr. Chairman. 
Mr. Coorer. You are recognized. 
Mr. Linprors. ‘To conserve your time I an ‘ 
witness for the photographic manufacturing industry, an 


ve of the National Association of Photograph 
whose member companies produce more 


- , . } , ] + 4 1] ] 
volume of p lotograpi c produ iS of ati KINAS 


“lin the United States. 
* Chairman, please pernut me to expres ur oreat 
and your committee for the understanding of our si 
h you have shov n in the past. Your committee has 
Inequities 11 herent in the appli ation of thi 
law, It has twice sought to remedy the 
ling of section 5406 (a) (4) 
ise in the last Co cress and alse 


kor reasons beyond your control. and whi 


information 
ent emergenc 
prompt 
per 
It has been re led to ) nmittee that several add 
cent rate be imposed 


equipment tax 1 
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Mr. Cooper. ‘That may be included, subject to the approval of the 
clerk of the committee as to whether that Ly pe of chart can be printed 
or not. 
Mr. Linprors. All right, sir. Thank you. 
(The chart follows:) 


EXCISE TAXES PENALIZE PHOTOGRAPHIC INDUSTRY 
IN RELATION TO OTHER INDUSTRIES 


PERCENTUM MANUFACT 
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Thus, our experience shows that any mild recession will produc 
serious depression in the heavily taxed areas. You will remembx 
that in 1949 when general manufacturing employment fell off abo 
9 percent, the 25-percent-taxed photographic equipment industry su! 
fered a loss of employment of nearly 45 percent. 

In time of war the expanded output of this industry goes larg 
to the services and to war-supporting effort. Any tax merely ad 
substantially to the cost of the defense program, as it is now doing 
a steadily increasing rate. 

At the time the photographic excise tax was imposed, it appr 
that it was thought of as a luxury tax. The members of your coi 
mittee, however, are aware of the fact that this tax is principally bor 
by users in such fields as industry, science, government, medicine, ed 
cation, training, publishing, and other essential activities, and awa 
that about two-thirds of the sales of this industry are for other t] 
amateur use, 

At this point I request that the second chart which is attached 
my statement be included in the record. 

(The chart follows:) 


PHOTOGRAPHIC PRODUCTS 
DISTRIBUTION By CONSUMER USE INUS 


1950 ESTIMATE 


|COMMERCIAL 
& INDUSTRIAL 


| COMMERCIAL, 
| NDOUSTRIAL, PORTRAIT, 
AMATEUR EDUCATIONAL, TRAINING, 
PHOTOFINISHING, PRESS, 
PUBLISHING, LAW 
ENFORCEMENT, ETC 


26% 


NEERING DRAWINGS 
RE ROS 
PA RS 


OFILMING 


Your committee has received other proposals. O 
Ss rr esi iblishing excise taxes on a very much broa i 
1 more bearable and much less hazardous rate than t! 
nt. In view of the fact that it seems that excise taxes w! 
»f our tax structure for some time to come, may we resp 





’ 
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fully suggest that this is an opportune time to reappraise the impact 


of excise taxes on the presently selected industries and to develop an 
excise-tax structure which will fall much more equitably and with 
much less discrimination on a very broad base. 


One of the objections which we understand has been raised by some 


embers of the committee to the proposal of a very broad base for 
xce1ses is that this. among other things, would tax productive tools 
individuals and b ISiIhMesses. This. of course, Is one of the oreat 
ections to the present photographic excise tax, a condition which 
ir committee has twice sought to remedy. 
As just one example, you will recall the complaints as to the 25 
reent tax which you received from veterans seeking to establish or 
tablish themselves in one of the industries or « 


) } 
I 


ecupations requir- 
y photographic equipment, On the typical capital equ pment re- 
red to set up a very modest establishment, an excise tax of $2,000 o1 
re is involved. ‘This, they pointed out to you, Is almost prohibitive 
| constitutes a terrifi siphoning off of the ir limit «1 capital, 

In view of the serious revenue problems before the 


comniittee, it 
seem Inapprop! ute to suggest any reductions at this time. Our 

l today, as it has always been, Is for equity. 

Therefore, if your commiuttee hould decide to recomnu end 


a fairer 
eading of the excise tax burden by adopting a very broad base 
ia more bearable rate, we especially ask that t] e level of the photo 


phic tax be reduc ed to this lower rate. If. on the ot] er hand, your 


s10n should be that such taxes be IMpo ed at the retail level, we 


it that in all fairness the photographi excises, among others, 
e manufacturers’ level should be repealed 
\gain, may we emphasize that our plea is for equitable treatment. 
we thank you for this further opportunity to call yo attention 
situation. We sincerely hope that our suggestions mav hav 
onstructive Value to you in your present cle ’ ! 
. Coorrer. Does t conclude vour statement / 
Linprors. Yes 
Ir. COoopEl Are t vq ons? 


Coorrr. Mr. Reed 
h Mr. Lindfors, you { lv have er 
ren rden. Many pe hit 
| 
I eq | } t x | eq { 
en s ek ng ) t! | t | l 
it Tl } That ? | ? 
\ el ev { ty he} 0 ‘ + : 
| ] ! ) ] ] \ ) | ha | | rere 
( Phe é SSO ] i und thought that 
LET OPM 
e hiohest « . ; 
Linprors. Yes, 
Re lf ing! I 
| qm? 
I S \ M R I 
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Mr. Lanprors. Thank you very much 
Mr. Coorer. We thank you for your appearance and the infor 
tion you have gviven the committee. 
Without objection, the committee will now recess until 2 o’cloc! 
(Whereupon, at 12:25 p. m., a recess was taken until 2 p. m., 
ume day.) 
AFTERNOON SESSION 
Mr. Coorrr. The committee will be in order. 


The next witness is Mr. E. M. Greene, Jr. 
Please give your name, address, and the capacity in which yo 


pear, for the record, 


STATEMENT OF E. M. GREENE, JR., NEW YORK, N. Y., REPRESENT 
ING THE CLOCK MANUFACTURERS ASSOCIATION OF AMERICA 


Mr. Gi ge. My name is FE. M. Greene of the General Time 
New }¥ IX V. [ am speaking on behalf of the members of thi { 
Manufa ( Association of America. 

| ] to submit a statement which we have prepared 
ociation and have that made a part of the record. 
Without objection it will be included in the reco 
nt referred to follows:) 


or CLOCK MAN C1 is ASSOCIATION OF AMERICA 


ony to be presente 


Association of Ameri 


which is a membe 
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nexpensive nonjeweled watches. Clock Manufacturers Association of America, 
Ine., vigorously protests and opposes this propo: 

What justification is there for levyir 
utilitarian items? 


It has been asserted that the present 


so-called hh ry taxes on these purely 


revenue proposals are cor! sistent with 
he long-established Federal tax poli vy wW ich Z 





S opposed to the taxation of 
ecessities, Household iterns such as rugs, furniture and the like, and necessary 
rsonal items such as clothing, remain untaxe ecording!\ In his specia 
esSage to the Congress on the subject ot new revenues, the President said: “I 
commend, third, increases in selective ex et s to d 83 billion doll 

| ier present cireul tances, these nereases Should he cone trated upo?r } 
ssential consumer g , and upon goods that will be shot supply ve [It ic 
pplied. | 
But, contrary to the President’s recommendation, it is proposed not or 

to continue but to increase burdensome excise taxes on such ordinary household 
tems as kitchen clocks, and on such basic personal it ~ v-cost pocket 

watch which the workman carries to his job 
CLOCKS AND LOW-PRICED NONJEWELED WATCHES ARE ‘ SUMER GOODS 

ON WHICH DERAL EXCISE TAXES HOULD " 

Clocks and low-priced watches are not luxuries Chey ! necessiti¢ n 

versal daily u nan increasingly time Is ALE 

Nearly every employed person has an alar! lock a $ ‘ wake m 

the morning. No housewife could operate her kitch: r het hole ; 

the help of Suitable timepieces Offices, shops, factori Ss, schools aboratories, 
and all forms of transportation are dependent on clocks and watches for efficient 
scheduling of their operations. The familiar alarm clock and simple pocke 
or wrist watch are vital in the regulation of the dd s of our daily 
ives, 

rhe essentiality of alarm clocks to the civilian « Vv was significantly 


recognized in the course of World War I] \ sur ? 


by the Office of Civilian Requirements disclosed t t of t ‘ ent eivili: 
ems surveyed clocks were n greatest demand it \ found | nearly 12 
m families were it mediate need of alarm l so f d tha 
greatest majority lilies attempting to b ere eal 
rdship and inconvenience because they ¢« i not | en The War Pro 
tion Board ace ingly issued a special order I g the prod i wnd 
bution of new i cks In | 1 ‘ 
The fulfillment quirements for the defens e | < g 
ed a she re in ft ipply ilarn k ( es f 
ucing them 1 tive wil rd ‘ ! nt} ’ 
I public interes d top tl 
‘ liows ne ] iu ) < } 
e midst of an it ‘ ir prod 1 gra 
\ furthe S Ve) ! ‘ } ( Ww ) } (yf ( 
eme s It « ed 1 ! ad « l 
ied hardship ‘ I nience t \ ‘ W 
ble in su Dy l ] M ) i No 
! ind of May 2 9 No. S1O War I I 
Despite tight y pper 1 stee DI irers 
‘ pected to be ( ‘i theient r n < ‘ 1¢ * ) 
é is I ny hey « } Ww 
led for l ] 18 I ( p 
* * > > > > 


Ss, 1f supp were 


°, Showed a \ } ad 12 5 i) » «le na f 2 425.000 
ed a year gr r OCR s ‘ 
12 articl S } @ «¢ ‘ ‘ e fan . : ; 
th . u ( t The} ( 
0 hie r¢ i ‘ j j ’ 
C8] 
j R , . " ; ’ 1 
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There is, of course, no excise tax on window screening. And, in view of 
findings made by the War Production Board, there should be no excise tax 
alarm clocks for the reason, if for no other, that greater inconvenience or h 
ship resulted to more families from the lack of alarm clocks than from the | 
of window screening. 

The essentiality of clocks and inexpensive watches has been officially 
knowledged by the Treasury Department. In its special study entitled “Feds 
Retail Excise Taxes’ (October 1947) the Department commented (p. 32): 

“Some of the items subject to the jewelry tax are considered essential 
example, most adults need some sort of clock or watch. The demand for 1 
of the items in the tax base, however, is for the purpose of adornment.” 

If essentiality is the criterion, the continuance of excise taxes upon ck 
and inexpensive nonjeweled watches cannot be justified. And there is 
justification whatever for increasing excise taxes upon these staple necessit 
If, on the other hand, essentiality is not the criterion upon which depends 
applicability or nonapplicability of Federal excise taxes, the Congress sh 
adopt another basis for determining which items should be taxed and wh 
should be untaxed. But so long as a system of selective retail excises rema 
an accepted source of Federal revenue, we contend that necessaries should 
exempted. Clocks and inexpensive, serviceable watches are basic impleme 
on which every citizen is dependent every day. They are necessaries wh 
should not be taxed at all, and certainly ought not to be subected to an incr: 
in an already discriminatory tax. 

Excise taxes, having the characteristics of sales taxes, hit low-income gr 
the hardest when levied on necessaries, It has been estimated that 85 perc 
of the existing excise taxes are paid by individuals and families in low-inco: 
groups (Congressional Debates, January 29, 1947; 93 Congressional Re 
678). This is especially true in the case of most clocks and all nonjews 
watches which are purchased at low prices for use and not for adornment. ‘1 
tax on clock products is therefore regressive; it burdens those consumers w) 
can least afford to pay Instead of lessening inequalities in income thr 
taxation, as has been the declared policy of Congress, the excise tax on cl 
and clock products has exactly the opposite effect. It is an inversion of 
theory of taxation based on ability to pay. This is a compelling reason for t 
repeal of excise taxes on clocks and nonjeweled watches; certainly it sh 
foreclose any further increase in the rate of tax. 


2. EXCISE TAXES ON CLOCKS, CLOCK PRODUCTS, AND LOW-PRICED NONJEWELED WAT( 
ARE MAINFESTLY AND UNREASONABLY DISCRIMINATORY, AND SHOULD BE REPEA 


NOT INCREASED 


It cannot be denied that under accepted principles of taxation no tax 
be discriminatory The reason lies in sound economics and natural ju 
One industry should not be penalized, and another favored, by the taxation o 
group of products while others \ h are less essential or no more 
exempted Many items in far le common and essential use than time} 
are not subject to the burdensome cises imposed upon clocks and low 
watches. So long as these articles remain untaxed, clocks and low 
w should likewise be e 

ther as] , timepie are the only instances of measuring instru 
xcise taxe | ind watches measure time, a 
which emp! j their essentiality So far as 
iring inst! nt in general use i milar taxed, 
ales, for measu xy weicht are taxed Met 
t ] measuring distance are 
asure barometric 


dened wit 


hold and other 


eir utilitarian 


il 


burden wl 
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mobiles, and the like. We submit that there is no logical reason for arbitrarily 
uuping low-priced, durable timepieces with high-priced luxury items for excise- 
x purposes, 


CLOCKS AND INEXPENSIVE, NONJEWELED WATCHES ARE IMPROPERLY CLASSIFIED 
WITH “JEWELRY” FOR EXCISI rAX PURPOSES 


Section 2400 imposes retain excise taxes on “Jewelry, etc.” Clocks and 
watches are included in the enumeration of “Jewelry, etc.” items which are taxed. 
onsideration of the items listed in this section reveals immediately the in- 
ngruity of including clocks and inexpensive watches with the other items de- 


bed. This section covers the following: 

Jewelry, whether real or imitation. 

Pearls, precious and semiprecious stones, and imitations thereof 
Articles made of, or ornamented, mounted, or fitted with, precious metals 


or imitations thereof 


Watches and clocks and cases and movements theref 

Gold, gold-plated, silver, or sterling flatware or hollow ware and silver-plated 
hollow ware 

Opera glasses. 

Lorgnettes. 

Field glasses 

Binoculars 

he mere enumeration of the items taxed by section 2400 challenges the 
‘ty of including ordinary timepieces with the other articles listed. The 
tax policy cannot and should not be applied—but is—to pearls and precious 


stones on the one hand, and to a workingman’s base-metal pocket watch on the 

er. There is no kinship between a lorgnette and a kitchen clock except 
the same excise tax rate is proposed for both 

The classification of clocks and watches as “jewelry” has an archaic origin. 

\ ilf century and more ago timepieces were expensive luxury items, largely 


de by hand, often of precious metals and highly embellished and ornamented 
required considerable servicing after sale to the consumer. The normal 
outlet for both clocks and watches was the jeweler, who sold other orna- 
tal merchandise and could provide necessary repair and servicing f ities 
ise they were stocked and sold virtually exclusively by welers, both clocks 


watches were identified as jewelry items 
With the growth of the clock and nonjeweled watch industry a completely 
ent picture developed. Volume production and the successf u 
s brought prices sufficiently low that utility timepieces became indispensable 
very household and to almost every individual. While jeweled watches and 


use of base 


higher-priced clocks have continued to be distributed through jewelry out- 
the great bulk of standard low-priced clocks and inexpensive nonjeweled 
hes are no longer sold through jewelry stores \ recent survey showed 


distribution of these items is through retail outlets exceeding 140,000 in 


ber, broken down by types and percentages as follows: 


! | ! 
| 
f store t ent T ‘ . ‘ 
" » || Depa and , 
LL ’ I trical appliar 0, OOM 2 
: On 1 \l llaneou ’ 71g 


Notwithstanding these changes, for some purposes—including excise taxes— 
simplest household clock is treated and taxed in the same manner and at the 
e rate as the most perfect blue-white diamond. 

rhe Bureau of the Census, of the Department of Commerce, has recognized 

ocks and watches can no longer be properly classified as, or with, jewelry 
Prior to 1950 the Bureau’s classification of manufacturing activities 
ded watches and clock in a misellaneous list (list No. 17) of product classes 
jewelry and silverware and other items. For purposes of its 1950 Annual 
ey of Manufactures, the Bureau has transferred watches and clocks to a 
assification (list No. 16) entitled “Instruments; Photographic and Optical 
Is; Watches and Clocks.” (See pamphlet of instructions accompanying 
MA-100 for the 1950 Annual Survey of Manufactures.) 
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Similarly, the 1950 edition of the Statistical Abstract of the United States co: 
Sistently lists watches and clocks under the classification “instruments a 
reluted products” and not under the “miscellaneous manufactures” classifica 
tion which includes jewelry. 

The practical timepiece of common usage—whether clock or nonjewe 
watch—should not be grouped with luxury items for excise tax determinati 
We submit that clocks and nonjeweled watches ought to be eliminated entirs 
from both section 2400 and section 1650. For the immediate purposes of t) 
committee, no consideration should be given to proposed increases in excises « 
clocks and nonjeweled watches. 


CONCLUSION 


ed, unornamented, base meta! timepieces—both clocks and watche 
nsable tools of modern life. Of modest price, they are within 
very individual, and cannot by any interpretation be considers 
nonessentials. Existing excise taxes on clocks and inexpens 
watches are highly discriminatory, both because these articles 
‘ates which should be applicable to luxury items only, and because ot] 
* necessities are not subject to a like tax. Clocks and nonjeweled wat 
rly classified for excise tax purposes with jewelry, precious stor 
articles and should be omitted from the provisions of sections ‘ 
» Internal Revenue Code. 
nexpensive, nonjeweled watches are essential articles in con 
ons of homes and by millions of busy peopl An increase in 
tax rates would burden persons in the lower income brack¢ 
lose of middle and higher incomes. 
ommittee to reject proposals to increase excise tax rates 
‘weled watches, and to give consideration to the repeal o 
mposed upon them. 
submitted 
CLOCK MANUFACTURERS ASSOCIATION OF AMERICA, IN‘ 
Oru Nie. G. WILLIAMS, President, 
E. M. Greene, Jr., Chairman, Excise Tax Committee 

Mr. Greener. Now I would just like to speak informally about « 
industry. We make clocks and watches, which are subject to 1 
luxury tax. There is a proposal now that a new rate be imposed 
these time pie e 

Clocks and watches are time-measuril g devices. In fact, they are t 

d the nerve system in the coordinating of our economy bot! 
war and peace. 

For Instance, this is a ship's clock. We make the se cloc ks. of wv hy 
every battleship has at least 17 for the coordinating of the differer 
operations on the ship. Every freighter, every passenger ship 
these clocks inthem. They are run by these clocks. 

Kvery factory has a clock like this, which is a measuring device 
14 the various factory operations. Every hospital, evi 

in fact here in the committee room there is a clock. 
Then of course we have the clock for the housewife which gove 


Lor 


’ 


her manufacturing operations, when she is cooking a pie or ca 
Her movements and her whole family scheduling is handled by 
clock. 

Then of course we are all familiar with the homely alarm clock w! 
starts the workman or farmer or miner to his job in the morning. 

Al a of course besides the alarm ( low lz we have t] { inex pensive Tan 
watch for every workman, every farmer, to start his day. In f 
one of the signs of employment in a community is indicated if 
are t] ree things sold in a hardware store, an alarm clo ‘k for the we 
man to start his job in the morning. a dinner pail for him to cal 
his lunch, and a watch that he carries with him so as to know wil 
to stop. 
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Yesterday Mr. Doughton made a statement of the pl inciples which 
verned this committee in this taxing formula, and that was that 

ere should be tax equality, there should be no discrimination. 

Now clocks are measuring instruments. I should like to show vou 
e other instruments that measure. We have here an instrument 


h measures temperature and air pressure. There no tax ol 
particular device which measure rp ires and which meas- 
ur pressures and which measures hot and cold. T! . device 
is sold in the me outlets as locks. Clocks are mea ring time 


es. Yet this ck is no tax, this device for measuring tempe} 


or air pressure 


Here is a little device for measuring distancs Ther 0 tax ol 
tall. Yet | imea uring dev ce 
1) of course wW ive the thermo eter y wl ( rr’ 7) 
r for meas ( nd cold. Ther ta that 
{ ours vs } ‘ e. f ou ‘ t t elo ‘ = ; , 
< ettew whi ainaiiitinant of er} 
tax ont | 
Yet all of these « ou see here are 1 ¢ to 
\\ eve have il | i ! cro ( 1¢ ng l 
ory Phe I CS I t ometel wt I Lmeustl 
evict Yet ther } tax ont 


Mr. Simpson. Are they all sold by t e outlet ? 
Ir. GREENE. Yes. We oht t u rdav in Woodward 
Lothrop. Th = \ | tT the s P< ite] eP OT ~4 eX 


Ve clo ks. 


wn the cou | 1 time-n rne e 1 . sf ‘ 


} per ent, 


Now clocks are dist ed through drug stores. grocery store 
000 retailers who sell and distribute clocks, onlv 13.000 of 
ire jewelers. The other 127,000 are hardware stores, drug store 
al appliance Lores, dso o1 And of those there are L oreat 
of those stor ere the onh it le | ndled bv ther wi! 

rs the tax is the clock , 

So that we have found a lot of hardware stores and tobacco stores 

formerly distributed our met ndise that are not doing so nov. 
se our product the only product which they would have to 
yon which they would have to pay a luxury tax. As a result. 
have just stopped handling it. So it has ] indicapped our 


ution. 
i f Bureau of Cens : of t e D nant? ent of Comme} 217 its classij- 
tion of industries lists clo ks is nstruments, wt! ch is where they 


cy. They do not f rié If Xirv « mol tio 


} } . ' ua ] ' , ' Wo " 
Vf mve supmitted a s ement ere which we wne TH + mind 

‘ ] } } } , 
o low K Over and re d. and we hone t] iT Vou wil] ("TIVe CO? iera- 
tO eliminating ciock Trom sect 1) 1650 ma section * 100 because 

neo »} ] ‘ } ] ] oe 
qd watches are m oT the work! T BAL f 1s ad ri itory 
' 1 , 

ve this? eT } TA NE lw reas artict OT Sit ] re cif 
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Thank you very much for your attention and consideration to 
very small industry. We appreciate it very much. 

Mr. Coorer. Mr. Reed of New York will inquire. 

Mr. Reep. I want to observe that during the war, living in an indu 
trial city, I had a request from workingmen who could not get 
alarm clock in the city. Consequently, they were losing a lot of sk 
because they were afraid of losing a day’s work, and they could : 
find an alarm clock. That shows how necessary they are. Practic 
every workingman has to have an alarm clock. 

Mr. Greene. That is true. 

In this last war our factories were 100 percent converted to mak 
fuses and timing devices and yet finally the War Production B 
authorized our factories and demanded our factories devote a s! 
proportion of their facilities to making alarm clocks because the 
senteeism in factories was so great and one of the reasons for 
absenteeism was the failure to find a clock such as you reported in \ 
particular instance. As a result, the War Production Board aut! 
ized our factories to devote a part of our facilities to making clo 
They were just as important for the purpose of getting people uy 
the manufacture of war materials. 

Mr. Reep. I know that we have great competition in watches, | 
do you have any competition from abroad on alarm clocks ¢ 

Mr. Greene. Yes, sir. Last year there were about 1,000,000 cl: 
imported into this country—under the present existing tariff 
nearly 1,000,000 clocks. 

Mr. Reep. Of course they had to pay the excise tax! 

Mr. Greene. They paid an excis e tax. 

Mr. Reep. It was competition just the same, was it not? 

Mr. Greene. Yes, sir. 

Mr. Coorer. Mr. Forand, of Rhode Island, will repre 

Mr. Foranp. How many people are employed in t! ek ine 

Mr. Greene. In our industry ahd ‘+h makes these c Joel k-type w: 
which are the ine xpensive workingman’s watch—this is one of 
watches which sells for $3.25 plus the tax 

Mr. Foranp. That is the old dollar watch ? 

Mr. Greene. This particular one never was a dollar. This 
always our finer model which sold above a dollar. But in that indu 
there are four companies which make these inexpensive clock-t 
watches. There are 12 in the industry, four of which make t 
watches and also make clocks. In other words, there are 12 
panies which make this merchandise about which I am speaking. O 
total employment is about 15,000 people. 

Mr. Foranp. There are about 15,000 people in the whole indust 

Mr. Greene. There are about 15,000 people in this whole indu 
That includes this type of watchmaking and also our clocks. 

Mr. Foranp. Do you make the expensive clock as well as the 
expensive ¢ 

Mr. Greene. Yes, sir. This clock which we make for the Navy 
very expensive clock. This particular clock is jeweled, it has ev: 
modern refinement for compensation agains st temperature vari 
changes, atmospheric changes. The price of this is around $60 o1 
tothe Navy. ‘This is a very, very complished clock. 
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Mr. Foranp. If an individual wanted one of those. it would cost 

m more than that? 

Mr. Greener. That would be nearly double that, which would be 

round $100 plus 20 percent tax. Incidentally the Navy would also 

ive to pay the tax on this. Of course, it is refunded later. 

Mr. Foranp. They ( hange it from one pocket to the other. 

Mr. Greene. Yes. 

Mr. Coorrr. Mr. Simpson of Pennsylvania will inquire. 

Mr. SIMPSON. Do ] unde rstand correctly that on al al rm clock 
ng for over S85 today the tax is 20 percent ¢ 

Mr. Greener. Yes, sit 

Mr. Srweson. Is It conte mpl ited that that wo ild be « inged under 


new bill? 


, ‘ . . ’ ’ 
\ r. GREENE. Ne : that tax W 1] not oe changed. 
Tr} +] ] . } nid 
Mr. SIMPSON. Phe the alarm < low K retailing fo? le nS sa 


Xx f 10 percent ¢ 

Mr. Greene. Yes, sir. 

Mr. Soupson. Is it planned to increase that tax? 

Mr. Greene. To increase that tax to 20 percent; yes, sit 

Mr. Smreson. On the hnexpensive nol 1 weled - itches the present 

x is now 10 percent ! 

Mr. Greene. The present tax is now 10 percent 

Mr. Sivreson. Is it recommended that the tax be increased ¢ 
cent ¢ 

Mr. Greene. Yes.sir. The tax on this watch now lOpercent. It 

: planned to increase it to 20 percent. 


Mr. Suwpson. If the committee carried out the recommendatio1 


hen would be tax va | alarm clocks and all watch recval eSsS oO] 
e ata 2U percent excise rate ‘ 
Mr. Greene. Yes, sir. 
Mr. Srovpson. So far as the increase Is concerned e ould b 
Ine it exclusive ly to tne cheaper, none we le | watches and totTi 
cs retailing at less than $5? 


Mr. Greene. That is right, the verv lowest-priced timepieces. 
Mr. Srrpson. We would be directir 
t of the market ? 

Mr. Greene. Yes, sit 

Mr. Sincrson. Well, that does not sound good. Just a vear ago w 
ed about taking the tax entirely off those groups. 

Mr. Greene. Yes, sir. 

Mr. Srarson. Now is your industry expanding very rapidly, or do 


ra new tax at the verv cheapest 


} } ’ } ’ } 
et that the excise taX 1s one of the factors that Is retarding its 
on ¢ 


Mr. Greene. Thank you for asking that question. In 1941 our 
try turned out about 17,000,000 in expensive timepie es lL; 1949 
rned out about 15,000,000 inexpensive timepieces. In 1950 we 
d out about 1714 million timepieces. So that in a 10-vear period 

dustry in wi ts that I am spn iking about has not shown am\ 

ficant growth. Certainly one of the factors which has retard: 
lustry has been this very, very heavy tax burden. 
Supson. Do you not conclude that if we increase the tax thers 
| be more sal rt stance und instead of mainta ’ t ft 


llion level if wo i] i drop off? 
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Mr. Greene. Yes, sir; that is very evident. Last year at this t 
there was a certain amount of unemployment in our industry. 1 
factor which every retailer said was the chief reason for the consun 
not purchasing our timepieces was this very, very heavy tax. 

Nir. SIOpson. Weare prone to forget that 1 Sta year ago there 


‘ 17 


i million unemployed in this country, and it took a war to get 


people back to work. Now I trust we cannot always have a wa 


solve the question oft unemployment. | hope that is not om pol 
We ought to certainly keep this industry alive so that when war < 
come we have the men to do the work. Did you say that dui 
World War II you were 100 percent em loved on war 


1 


ir. GQAREENE. Yes, s . LOU percent mipiel ly. The 


‘urtail some of 


alal in clocks ? 


You cannot go out 


s kind of work, ea 


we ought to prot 
we would get throug 
‘+h money as we woul 


vhich is going backw 


<. Thank you. 
rer. If there ar urther questions. 
i] appearance and the l ‘mat hn given the committee, 
Mr. Greene. Thank you, sir. 
Mr. Coorer. The next witness 1s Mr. Jack A. Osherma 
for the National Ballroom Operators As ociation., 
I] you give your name, addres 9 nd the ( pacity 


] ] +) f+] . j 
fhe penent ofr the recora 
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STATEMENTS OF J. A. OSHERMAN AND THOMAS B. ROBERTS, ON 

BEHALF OF THE NATIONAL BALLROOM OPERATORS ASSOCIA- 
TION, DES MOINES, IOWA 


Mr. Osuerman. Lam J. A. Osherman. To my right is Mr. Thomas 
B. Roberts. We are the Washington counsel for the National Ball- 
om Operators As ociation. 


Since Congress intended that bona fide ballrooms and other similar 
ices be taxed under section 1700 (a) of the Inter? Li Revenue ( ode 
f than under section 1700 (e) of said « “le, and the House in 
Kighty-first Congress confirmed that intention by an amendment 
H. R. 8920, 1 tatement urges | reenactment 0 h 


ament. 


As | ive S ( \ ame is .! A.Q t | i 1 ie bel 
e iaw fir oT Cs Osh hn. Cs ( B r. Bowe 

| al y \\ 3] rte : 1). ee We are the W CTO CO sel Tol 
National Ballrooi (Jperatol Associatiol i ts pr cipal offi e 
Des Moines. lowa The National Ballroom Op oO A 500 illo! 
in organization composed of owners of ballrooms operating 27 

: and the number of ballrooms so represented is approximately 
, comprising 7U percent or the mp tant ballroon ot the entire 


iIntry. 
I have with me today Mr. Thomas B. Roberts of Des Moines. Iow 
) has assisted me in the preparat on of t} fatement. Mr. R rb 


erts is the legal counsel for the association an was the prin pal 
torney represent nga the plaintiff Ballroom One tors the <¢ ise of 
( v. Birmingham (88 F. Supp. 189, and 185 F.2d 82). 
Your committee is well aware of the relief \ h Mr. Roberts and 


I are seeking on behalf of the National Ballroom Operators Assé 
on. In H. R. 8920 of the Eighty-first Congr ( essio] 


committee, after ireful consideration, excluc bo 1 fide ball- 
from the provisions of section 1700 (e) o Inte R T 
( ode, which imposes LtaxX on cabarets. by mse ne arter tlhe er nd 
tence thereof the followi new sentel 

ise shall s " ‘ " bh ) m } Pe r 
where the serving lling of foo f ‘ Vv 
inless such |] we b s d 

£ ntene fi g eal r) 


Ss section also amends section 1700 (e) 1) of tl ode to exempt fron 


1e 
t tax bona fide dance halls, ballro and other si I ~ e tl 
g or selling of food, refreshment o1 erchal se is mere ncidental t 
nd dancing privileges furnis] un e cond f the place is such 
bring it within f ! mal concep , oof garde ih et 7 : 
This determination will be made by reference to the over-all operat of 
establishment, including such factors as the St " 
CS vel! i pel l Nhe t \ a a e 
S vities. the D f refresh Ss } 
the entertainment furnished, and the ho 
purpose of this amendment is to make it clear that the principles set forth 
e of Geer \y B nagnan collector of nreri ‘ e} le l ead SS ~ 
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District Court, Northern District of Iowa, decided January 10, 1950, are 
trolling in the determination of whether the establishment involved is operat 
as a cabaret or as a dance hall, and to avoid the broad construction placed 1 
the statute in the case of Avalon Amusement Corporation vy. United States | 
led. 2d 653) which requires that dance halls and similar establishments be t 
us cabarets, even though the serving or selling of food, refreshments, or 1 
chandise is merely incidental. 

After H. R. 8920 passed the House it went to the Senate and 
referred to the Finance Committee where it was being conside1 
at the time war broke out in Korea. There is little doubt that | 
amendment would have passed the Senate and become law had it 
been for that emergency. 

The effect of the foregoing amendment was to confirm the wm 
puted fact that Congress had never intended to tax ballrooms 
cabarets. ‘That had always been the law prior to the Avalon case a 
was so recognized by the Bureau of Internal Revenue in numer 
rulings given ballroom operators. Many of these rulings are set 
verbatim on pages 215 to 220 of Judge Graven’s opinion in G 
RB ngham as reported in 8d F. supp. LSY. 

It is unfortunate that the Senate Finance Committee, because 
the Korean War, put aside the consideration of the amendment 
the assumption that, at the administration’s request, it was shelvy 
legislation granting relief from excise-tax inequities, The re 


IC’ 
which we sought then and seek now is not relief from an excise-tax 


inequity but a confirmation of what has always been the intent 
Congress as shown by the legislative history of section 1700 (e) of | 
li ternal Revenue Code. This legislative history is fully set fort 
on pages 195 to 215 of Judge Graven’s opinion in Geer v. Birmingh 
as reported in 85 F. Supp. 189. 


Gentlemen, we fully understand that the see] “or of these heari 


before your committee is to present testimony limited to method 
raising additional revenue and not including recommendations f 
technical or administrative changes in internal revenue laws. 

While it is submitted that the reasons given by your committee 
your committee report for the enactment of section 125 of H. R. 89 
are alone sutlicient to warrant the reenactment of this same ame! 
ment in your new tax bill, nevertheless we believe that we can den 
strate conclusively that your failure to reenact such an amendme 
will radically reduce revenue and thereby defeat the very purpos: 
these heari cs. 

Ballrooms, as they are commonly known, are not cabarets, ne\ 
ave been cabarets and never will be. No better indication of 
correctness of this statement can be had than the fact that they 
not considered cabarets by the American Federation of Musicians, t 
American Society of Composers, Authors, and Publishers, and am 
ment trade publications. As you know, a ballroom is fundamental! 
lace to dance and the primary purpose of those who attend suc! 
establishment is to engage in dancing. The sale of such minor ite! 
as soft drinks, popcorn, and candy bars is for the convenience of 
patrons and, as such, is purely incidental. No patron frequent 
ballroom solely for the purpose of partaking of refreshments. 
cabaret, on the other hand, isa plac e, as Judge (graven pointed out 
the case of Greer v. Birmingham, which the public usually and ¢g 
erally patronizes for the purposes other than dancing, such as to 
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the floor show, entertain guests, and partake of food and drink. For 
more than 30 years prior to the Avalon case, ballrooms were classified 
under section 1700 (a) of the Internal Revenue Code, the same as 
skating rinks, movie theaters, baseball and softball games, amusement 
parks, ‘boxing and wrestling shows, horse and dog races, circuses and 
irnivals, auto car races, high school and college athletic events, con- 
t halls and legitimate theaters. In every one of those places of 
patil as your committee well know, soft drinks and refresh- 
ment items such as popcorn, peanuts, and candy are available to 
patrons as merely incidental to the entertainment offered. Only an 
missions tax has | een lev ied and is how levied on each of the fore- 
going places of entertainment. 
It aflirmatively appears that while the incidental relationship be- 
een the sale of refreshments to the form of entertainment offered in 
llrooms is the same as the incidental relationship between the sale 
re freshments and the form of ente rtainment offered in each of the 
regoing establishments, the effect of imposing an extra tax on the 
ile of refreshments in ballrooms is to single out ballrooms and there- 
by discriminate against them in favor of all other competitive places 
f entertainment wherein the sale of refreshments is likewise inci- 
ntal to the entertainment furnished. We make that statement as 
competition because a ballroom, like these other establishments 
ibove mentioned, is primarily a poor man’ | lace of entert: unme nt as 
ompared to a cabaret which is frequented almost entirely by people 
f far more means. It is well known that prices charged for refresh- 
ments in a ballroom do not exceed those charged for the same items by 
linary retail outlets, while the prices charged for the same items 
ibarets are many times higher than those e] aro d by such outlets. 


Che legislative history of section 1700 (a) and section 1700 (e) for 
50 vears, as summarized by District Judge Graven in Geer v. 
v2? gham. shows that the admissions tax Was Inte cl ad to tax those 


ce oT entertainment which make a charge at the box oflice fairly 


lecting the value of the entertainment offered. Cabarets might 
e been placed in this same category except for the f t that tneyv 
not charge an admission at the box office but include the cost of 
entertainment in the prices of the food and drinks and conse- 
tly i special tax | 1d te he designed for cabarets. 
lo place ballrooms 1 the same « ilegory as cabarets 1S in effect to 
ect them to confiseatory double taxation. inasmuch as one Lax 15S 
ed at the box offi on the price of the enterta nment and another 
x tor the same purpose Is mposed on the charges for re freshments. 
These charges, unlike those in a cabaret. are not increased to include 
cost of the entertainment offered. Obviously, ballrooms cannot 


ve such manifestly unfair and grossly discriminatory taxation 
le their afore-mentioned competitors, appealing to the same class 
itrons, pay but a single tax levied only on their admission charges, 
axing ballrooms under section 1700 (e) 
ready having a disastrous effect on that entire indi stry. \s 

f of this fact, we have with us several letters from ballroom 
itors 1n which t] ey s ate that the \ have either vone out of bus 


or are contemplating gvoing out of busin ess, To read all of these 


instead of section 1700 


" 
al 


ters to your committer would | ec ali und ie burde} on your time, ) 
, : ‘ 


lum copies of these letters. The 


ive appended to t emorant 
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originals, of course, are available for your examination. The gist o! 


these letters is that attendance has fallen off entirely due to the t 


LX 


and that patrons who formerly patronized ballrooms are now being 
diverted to other places of entertainment where incidental sales o 
refreshments are not subject to a cabaret tax. In addition to th« 
letters, we just received yesterday the following telegram — t] 
managing secretary of the National Ballroom Oper: itors Associati 


Des Moines, Iowa, March 15, 195 
RMAN AND ToM ROBERTS, 
Washinoton, D. C 
Large number of ballrooms have already closed down due to cabaret 
mostly leasing establishments as warehouses. Avodon Ballroom at Los Ang 
has been turned into a garage. Ike Lawlor has sold roof garden at Arno! 
Park, lowa. Roy Bartels has leased his Crystal Ballroom at Dubuque, low 
to be used as a warehouse. Mrs. Frank Daugherty has leased Inglaterra B 
room at Peoria, LIL, to be used as a warehouse. W. G. White has quit 
ballroom business at Marshalltown, lowa. Jim Corcoran has leased Gatew 
Ballroom at MeCook, Nebr., for another business. J. E. Murtaugh is auctior 
equipment for his Casino Ballroom at Albert Lea, Minn. Herb Martinka 
closed down his ballroom at New Ulm, Minn. L. E. Michael has closed dow: 
Wigwam Ballroom at Beloit, Wis. In addition, most ballroom operators ar 
curtailing operations with many reporting they plan to use only a few na 
bands this year, eliminating local or territory band dances, 
Orro WEBER, 
Managing Secretary, National Ballroom Operators Associatior 


Geer, who, incidentally, were the plaintiff ballroom operators in thi 
case of Geer v. Birmingham, which telegram reads as follows 


We have also just received a telegram from Larry and Margaret 


Fort Dopge, lowa, March 14, 1951 
J. A. OSHERMAN AND Tom RoBerts, 
Washington, D. C.: 
mission tax paid Expo Park Ballroom for summer 1950 was $3,296.91 
of additional cabaret tax now demanded we are selling all equipn 
Park Ballroom and positively will not operate it in future unless 
| of unjust interpretation of cabaret tax law. 
LARRY AND MARGARET Gr: 

Many of these ballroom operators who have either gone ol 
going out “ business are veterans, while others are people of 
means W ho are losing their only means of livelihood. They comp! i 
bitterly : ou the fact that the corner movie theater, the r 
skating rink, ball park, and the stock-car racetrack in their same cot 

nity pay only an admissions tax and the further fact that many 

lled pr vate clubs operated by some veterans’ groups, lodge. 
similar organization and in direct competition with ballrooms be: 
they regularly put on public dances, pay no taxes whatever. Ma 
of these clubs sell not only soft drinks but also hard liquor and food « 
which no « abaret tax is imposed, 

Many oft our ballroom operators have voiced the complaints 
patrons who like to go to ballrooms as a relaxation from their labor 
and who cannot now afford to do so. It all comes down to the fa 
therefore, that the workingman and the yonug people with limit 
means are being deprived of wholesome and healthy entertainme 
Certainly with all of the current talk against juvenile delinque: 
it seems unfair to de} rive young peop le of the op portunity of list 
ing and dancing to aed music in a wholesome environment, and 
stead, to drive the m into the unwholesome atmosp yhere of m: ny pl a 
hequente “dl mainly byt undesirable peop le. It must be remembered t] 
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every ballroom in our entire association is supervised by the police, 
something which cannot be said of the miahy pubs, dives. and un- 
desirable honky-tonks which will be the only remaining places of 
entertainment which they can afford to patronize. 

‘The seriousness of this situation is best exemplified by the fact that 
one of the largest and oldest ballroom operators 1h the country had 
indicated that he will be forced out of business unless relief herein 
requested LS granted DY this session of Congress. While he has, up 
to the time of the imposition of the cabaret tax, been able to operate 

s ballrooms profitably, he is now unable to do so and 1s losing 
money on some of his ballrooms with the definite indications that 
before long he will be losing money on all ol them He has been ih 
business since 1919, has during that time given employment to a great 


a 


number of people who will soon be out of Te) s, and it will be a case 


of a man who has conducted himself properly for the welfare of his 
community being driven out of business for no justifiable reason. Hs 
name is Mr. T. H. Ar her, of Des Moines. Low 1. and he and corp- 
orations In which he owns the controlling stock interest operate ball- 
rooms in South Dakota, Iowa, and Missouri. While the attached 
tters and above quoted telegrams are indicative of the general con- 
dition throughout the industry. we could. were it found necessary, 
produce letters from almost every ballroom operator in the country 
who has been subjected to the cabaret tax, complaining of the same 
condition. 

We know, as your committee knows, that it is just as important not 
to lose revenue as it is to increase revenue. We the refore come to 
the important consideration that to drive ballrooms out of business, 

hich of a certainty will occur unless the amendment in H. R. 8920 

reehac ted. will defeat the very purpose of these hearings. 

In the year 1948, 54 representative ballrooms in 17 States paid about 
SS6O0.000 in admissions taxes, Were your committee to have before 
t the total admissions taxes paid by all the ballrooms in the 48 St ites, 

would, of course, amount to several millions of dollars anil ially. 

Having clearly shown that the effect of the discriminatory tax im 

sed by section 1700 (e) can necessar ly have no othe effect than to 
force ballrooms out of b isiness and decrease the nights ot operation, 

necessarily follows that the admissions tax her 
thie Fed ral Government WwW ill be drastically reduced Certall 


lar with the ballroom industry as a whole can. bv t oreatest 


etch of the imagil ation, make the statement that the pla ing of 
llrooms under the cabaret tax imposed by section 1700 (e) will result 
iny Increase in revenue. ‘This point can be graphically illustrated 
\W hat a. H. Ar her Is how intendi Y to do with one of the ball 
ms in the Archer chain. This partict lar balh n tor the vears 
t> to 1950, both ineclus ve, paid admissions taxes under se tion 1700 
of about $15,000 a year. 
We have been advised by Mr. Archer that. due to the drastic 
hess oc ‘asioned by the imposition ot the Cc ibaret tax. under 

1700 (e), he is negotl iting for the lease of the buildin yin \ 
ballroom is located to a tenant for office purposes, Obviou 

lone, the Government will lose $15,000 a vear in revenue. 


totore received Dy 
ly no one 


s also considering disposing of the ot he r ballrooms In 
hain. In corroboration of these facts, we have attached to 
t : f Mr. Archer’s telegram to us. dated March 15 
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1951. In passing, it might reemphasize the loss of revenue to 
Government should the Archer ballrooms be closed by our telling y 
that the amount of admissions tax received by the Government fr 
these ballrooms for the year 1950 was $78,359.81. 

There are many other instances where ballroom operators h 
leased or otherwise disposed of their buildings, and many are « 
templating leasing or otherwise disposing of their buildings for wa; 
houses, car storage, office, and other purposes. See telegram of O: 
Weber, managing secretary of National Jallroom Operators’ As 
c1ation, q ioted earlier herein. These examples are only a few of | 
many that are occurring and will occur until few ballrooms, if any, 
left in business. Only the immediate restoration of ballrooms to 1 
same excise-tax status as movie theaters, skating rinks, wrest] 
matches, baseball games, and so forth, will prevent such a busi 


cy 
r 


catastre phe. 

Your committee is probably aware of the fact that two court 
ippeals recognized the ambiguity in 1700 (e) although holding aga 
the taxpayers’ contention that a ballroom is not taxable as a cab: 
under that section. A review of one of those holdings is now bk 
sought before the Supreme ourt of the United States. 

Gentlemen, we feel sure that should we fully pursue our rights 

et in courts that the amb ru Cy will be resolved in our fay 

» wher ot } istice, however, ol ind so slow ly that by the time su 
ynes it will be too late. We submit, therefore, that where si 
iwru ty admittedly CXISTS li ; the duty of Congress to reso 
euitv., for the reasons we have stated, in favor of the b 
he U ted States and hereby save an old ar d established 
O1 whom the livelihood of thousands of people depend. ‘| 
e relief is badlv needed and needed now. 


» respectfully urge that your committee recom: 


ion 125 of H. h. 3920 in the tax bills now ul 


1] inquire. 
the committee } 
before the committee a few minutes ago. | 
‘homas B. Roberts, of Brody, Charlton, Park« 
of the lead ng law firn ) ; te of Low 1, Who : 
Mr. Osherman in tl tatement. I want to thank \ 
wv the presentation and the information y« 
lar with it from} v own observati 
your contri tion verv mu h. 
ink you very much. 


l- . 
K you fol 


dtl 


ne informa 


a 
I might advise you of the hardships ca 
ret tux now imposed on all ballroom oy 
first Tipo ed ve paid the tax ourselves, bu 
er pay this tax out of our own pocket 
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fore added the 20-percent tax to our table reservations, refreshments, check- 
il ete. After imposing this tax on the patrons of our ballroom, we noticed 
a decided decline in our ballroom business. 

We are at the crossroads, not knowing which way to turn, in that. as pre- 
viously stated, we cannot afford to pay the tax ourselves and when added to 
e customer’s usual charge our business has declined to a point where we are 

forced 


a loss to know what to do. If business continue 
skating 


discontinue the ballroom business and use on 
ink, or possibly install some bowling alleys 


{i am personally of the opinion that t tay 


T SSio 


room, due to the fact that they have already purchas: their adm i 
{ 


ckets to the ballroom and then are burdened with a ] ! tax on table 


servations, refreshments, ecking, ete 
We are all aware of the fact that the youth of Ameri ’ k 
intry Are we going to let these young folks down by imposing an addi- 
nal 2U-percent tax on their pleasures and discourage them from enjoying good 
an entertainment, or are we going to boost their morale | iving them the 
tertainment they desire without being burdened with a 20-percent tax? 


the " frtny ‘ving the illroom 


ne of our 


Lniless some retiel 18 Torrico! ne 


this additional 20-percent cabaret tax, I ar f the opinion tl nany ball- 
s, including ours, w be forced out of “0 . , 


Sincerely yours, 


OrTro WrEReER, 
Vanaging Secretar VBOA 
rk Orro: My brother 
fore in our talks with vou 
posed upon us by the | 
far as permitting us to m: 
Considering the number 


very d 
pare favorably w 
omers who work 
siness worries, risks, 
| lopsided when such conditions prevail 
We certainly do not feel that Congress 
er business through uneg 
our dance business I 
IS connscatory “0 perce! 
ness, and the people w 
*. certainly cry out a 
yyment by making i 
to, as vou well ki! 
e been through a 
ut any hesistar cy 
ent cross cabaret ft 
afflicted with 
Why are we discrimin 
forms of entertain: 
football, racing, ets 
-U-percent gross tax or 
‘efreshments with us al 
to, furthermore, it se¢ 
ed, because we are sure the) 
receive comparatively little 
should this tax cont atl 
Then no reve nue i to lt I b 
Mr. Petrillo, the head of American Federation of Musi 
an unemployment situ io co vith to re D 
ted artists now engaged in the field they love, 


79120—51—>pt. 3 63 
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Don and I just wanted to again express our thoughts on this 
gross cabaret tax situation; and because the situat 

all the time, we cannot express too strongly the ur: 
Congress, and the Int« 


Well Otto, 
plorable 20-percent 
getting more desperate 
need for you to increase the efforts to show the 
Revenue Department and all who can help us alleviate and unburden us f: 


this unjust, unfair, unequal, and confiscatory tax burden. 
If we do not very soon get relief, then God help the dance business, a1 
those employed, or in any way connected with it 


Best regards 
Don AND KEN KERK} 


This past 2 years since the 20-percent gross cabaret tax was imyx 
upon us by the Treasury Department has shown a steady decline in our at 
ind consequently less admission tax for the Treasury as time goes o1 


> = 


Sicols, i 


COLISEUM BALLROOM 
Benld, 1... December 18, 19 


Mr iro WEBER, 
Des Moines, Iowa 
Dear Mr. Weser: I want some information on what can be done abou 
cabaret tax that I understand they are going to put on all ballrooms 
now paying the 20 percent on admissions and I know if they put a 20 
cabaret tax on me I will be forced to close up comple tely after 26 yea 
ting a ballroom 
intend to even try to pay it because I know I cannot do it, the 
I can do is close the building and get some other kind of job 


you know anything that can be done to prevent this tax on ballrooms ple 


‘vise me 


Your truly, 
JACK IRVIN 


THe PatMs BALLROOM AND Rowt-O-RINK, 
} { Wine December 22, 19 


noidle 


nes, fowa 


Werer: Would like to ut the Nationa 
in its power to have the present tax laws clarifier 
from the so-called cabaret 


Ballroom Operators A 


o everything 
i 


Ss to exempt legitimate balire« 
pure case of discrimination against legitimate ballrooms 


admission and has alread collected 


~mOTLIS 


lroom which charges 
these admissions is not a « 
and soft drinks, anymore than 


under the same syste 


iret just because sells potato 


a roller-skating rink o1 


nicht club generally ch: 


nk (mostly liquol 


on the food ar 


tax rom cabaret 


s sake, don’t tax us f 
, a small place 


Wednesdays. 
' l to p an admission tax of 20 percent 


ere required 
20 percel n i their purchases it would meat 
ose our dos 
i where the \ class is drawing high salaries 
farmers wl } » tuken a terrific loss by the d 
few vears, and Of th time are having 
they buy than they did 
ng people wl 


< made up of work 


e most and trying to support far 


‘ ises i ore 
f our mw 


SO a 
an evel tertainment once a month 
iret tax in roon Aas we as in mat ther 
will definitely work a hardship on us and hie 
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most of us are just getting by today, owing to the fact 


of many of them, as 
that we can’t increase our admission prices even though all our operating costs 


have gone up. 
I remain, 
Sincerely yours, 
L. PARSONS. 


WIGWAM, 
December 29, 1950. 


Orro WEBER, 
Des Moines, lowa 
Drak Sirk: Since I'm going to quit operat 
me off your books 
As I'm 72 years old a 
th all the taxes, the incomes does not make it worth while for me to struggle on 
up for sale I have the biggest and best floor in this section 
the country. It is 7 miles from Beloit on a main highway It is an ideal 
cation for a country store along with the dance hall If you know of anyone 
ation, | would appreciate your sending them here. 


ng my ballroom, you can take my 


nd all alone, I find the work is too much for me Also 


My ballroom is 


desiring such a business and 


Yours truly, 
A. MICHAEL, 


(‘RYSTAL BALLROOM, 
D ibuque lowa, January 19. 1951. 
LARRY: Just a note to tell you I am out ¢ * ballroom business for 15 years, 
I leased the ballroom to a sign company I may not make as good 


nyway 
the grief of a ballroom work with 


a return on dollars, but will not have 
Percent 
States Federal 4) 


20) 


Union Joe 


of your dollar 


il you next time | 


Dear Mr. Werner: I w 


ssified ballrooms as cal 

income other than tick 
r the last = years my bus ha »> pad mat i md to pay his ti 
d have lost money 
seriously consider unless 


s some hope that this t 
» money, but I know that 


doubt if it will be worth 


e of the big operators 
tax will add such a lo 
rt to try to survive 
tf you do something 
Yours very truly, 


OTTo WEBER 
‘R Stk: In regard to operating dance halls I find it pretty tough going. T 
j is tk rreat There is a dance hall on an average of 


petition in this locality s 
7 miles apart. The admission » low in the first place 
rchestras that have reputation, they raise their price almost 


to Inake “any money 
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double the union scale. I only run about 2 dances a month during the mont! 


advent and 6 weeks lent I don’t get many dances, there are three of us here a 
4 miles apart so we alternate one every third Sunday we can’t run dances 


weekdays as they usually are a flop. We figure if we can clear our expens: 
the dance floor, then we make a profit on the bar trade, but if we have to di; 
our bar business to pay our dance-floor expense then its not so good. If we 

compelled to pay 20 percent on our bar business then we are up again 
Another competition we have here is in the summer when we should m 
little money’, we have the American Legion, VFW, firemen and churches ; 

a picnic somewhere in this locality they 


Sunday some organization has 

raffle wheels, sell liquor without a license, which is all violating the 

We operators, if we get caught selling P 
I have been in the ballroom business : 


bino, 
in Wisconsin, but they get by with it. 

minor a glass of beer, we are hooked. 
26 years but never found going so tough as it is now. 


Very truly yours, 
Victor Sust! 


PrLa-Mart, 
Paola, Kans., December 30, 195 


Mr. Orro WEBER, 
Des Moines, Iowa. 
Dear Srr: Recently I have been advised that the Federal Government 
classified all dance places as a cabaret, and that I am subject to a 20 per 
tax on all sales. . 
I am now paying 22 percent tax 
sales tax—plus 20-percent tax on the rental of booths. 
We are located in a farming community and have old-time square dances a 
round dances. We sell soda pop and pop corn, and also check coats and | - 
This is more on an accommodation to my patrons than a means of profit, a: 
I have to pay 20 percent tax will place me at a loss. ’ 
Our dance business is the only means of support we have, and our dance | : 
is the only place where folk gather and have a good time. Sometimes the 4 
d the farm clubs serve refreshments, and sell to raise funds. 
bide by all the tax laws, it’s hard to know just what is expe 


20 percent tax on admissions and 2 per 


Clubs ar 
I want to 
Can you advise me what to do. 
Yours respectfully, 
ELMER HAGEMEY 


WAVERLY BALLROOM, 
Beloit, Wis., January 19, 1 


Mr. Orro WEBER, 
Seerctary, NBOA, 
Des Moines, Iowa 
Drar Str: Reclassifying ballrooms as cabarets in certain areas by the Tre: 
Department 
rhus far I have not been so classified and am hoping against the day it sl 
happen here in my area. I have three concessions in my ballroom, vi 4} 
checkroom, (2) sandwich and soft drink bar, and (3) beer (only) bar. 
(1) Th checkroom usually grosses about $12 to $14 per operation in 
li months and $2 to $3 in the warm weather. My checkroom help costs 1 
night in the cold months and $3 during the warm weather. It w 
how much would be left as profit if the cabaret tax were applic 
rosses. 
indwich and soft drink stand usually grosses (average) about 
t. Cost of supplies takes about one-half the gross, help costs 
other overhead runs another $2. Packaged items such as « 
te., are sold almost at cost and I would have to discontinue 


icenses and 
bars, gum, e 
items if the cabaret tax applied. 

(3) The beer bar grosses ubout $150 per night. Cost of beer runs about 
help costs $15, licenses and other overhead about $5 per night. 

[am open on Saturday nights only (I tried week-night operations wit 
trous results) and my patrons are made up of salaried people and farmers 
have no play-boy trade which is accustomed to paying cabaret and night 
prices. If I were to increase my sandwich stand and beer bar prices to 
the burden of the cabaret tax, my patrons would simply walk across the s 


} 
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to a whisky and beer tavern (also serving sandwiches) and I would probably 
have to close my concessions. I am forced to sell my beer and sandwiches at 
recular tavern prices in order to meet competition and hold my patrons. As it 
is now, the Treasury Department gets their 20 percent on gate admissions which 
would be no longer forthcoming if I am forced to close my doors because of being 
classified as a cabaret which I definitely am not. 

Yours truly, 


S. L. CASHMAN 


AFFIDAVIT OF JOHN MARILO\ 
STATE OF ILLINOIS, 


Williamson County, 8s: 
I, John Marlow, being first duly sworn on oath, depose and state the follow ng: 
[ am president of Marlow’s Park Corp. which owns and operates the White 
City Park Ballroom at Herrin, Ill., which is the largest ballroom in the State 
Illinois south of Chicago 
In the year 1944, said corporation recei reasury De 
partment dated August 14, 1944, containing an express ruling to the effect that 
the only tax to which said ballroom was subject was an admission 
admission charges. 
Under date of August 2. 1948, the Trea mr Depa P 
Park Ballroom a letter advising that its 
rsed and that said ballroom was subj 


ed a letter from the | 


tax on its 


“yt 


n e the White 
ruling of August 14, 1944, was re- 
ct to the payment of a cabaret tax on 

sales of refreshments to patrons who are present during any part of the 
time dancing takes place 
Since receipt of the foregoing letter, said corporation bas been unable to suc- 
essfully meet the problem created by the imposition of the <« iret tax on its 
perations. For it to absorb the entire 20-percent tax on the sales of refresh- 
ent in the White City Park Ballroom would more than absorb the net profits 
m its entire operations The company has tried to absorb it in the case 
some items and pass it on in the case of ot! 


} 
i 


ier items. I have found that our 
ject to the increase in the prices of the latter items in order 
ver the tax, and that such increase ha 


f 
l 


ss of customers o 

! ! s adversely ffected the 1 imber of 

people attending dances at the White City Park Ballroom and the number of 
purchases of refreshments by those who do attend 
rhe net result has he 


en that our company has had to seriousiy curtail its 

ation of the White City Park Ballroom. Early this spring the company 
ed all its bookings for envagements of tionally known dance orchestras, 

n their stead, it has booked a few cal bands at a low cost so that the com- 


ny could make a corresponding reduction in the admission charges to its 
roorin 
These reduced admission charges, of course, mean less ax for the Government. 
mpany has cut its number of dances in half. If this curtailment does 
mt its ballroom in the black, our company will strongly consider 
e establishment and going out of business until ballrooms generally are 
eved from the payment of the cabaret tax 


} ' 
iOslLn 
+} 


in my opinion, the Government i o derive f ess cabaret tax from 
White City Park Ballroom than the amount of admissions tax it would have 
ived on the admissions to that establishment had it not been necessary to 
| its operations for the reason previously stated above 


I 
me Uli. 


MArRLow ParK Corp., 


JOHN Mariow, President. 
Subscribed in my presence and sworn to before me at Herrin, IIL, this 27th day 
\ 1949, 
EAL] ANGELA OTTOLINI, 
Notary Public in and for Williamson County, Il. 


Des Moines, lowa, March 15, 1951 
OSHERMAN and T. B. Rorerrs 

Washington. D. C.: 
iret tax has had such an adverse effect on my business tl 
bg disposing of my ballrooms. Am ne 


(‘ot at I am consider 
¥ engaged in negotiating ease for 


- 10 


one 
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ballroom for office purposes. This ballroom has paid an average admission 
of about $15,000 per year for the past 6 years. 
ArcHER BALLROOM CO 
T. H. ARcHER, Presid: 


Mr. Coorrer. The next witness is Mr. John Canelli. 
Will you please vive your hame, address, and the capacity in w] 
you appear for the record. 


STATEMENT OF JOHN CANELLI, TOLEDO, OHIO, VICE PRESIDENT 
OF NATIONAL BOWLING COUNCIL AND VICE PRESIDENT OF THE 


AMERICAN BOWLING CONGRESS 


Mr. Canetur. My name is . 1 Canelli 921 Edison Build 
lo. Ohio. , 
tirman and gentlemen, before | start may | make th 
it on looking at the list of witness S to lay I fi ind myse lf No. 
trust that does not militate against my opportuniti 
has nothing to do with the final outcome in your th 
‘ president of the National Bowling Council, and also ) 
f the American Bowling Congress. 
al Bowling Council 1S compos sed of representative 
eo bowling groups of the country: The American B: 
» Women’s International Bowl; ng Congress, the 
bee Bowling Congress, t] @ 4 Alhed ¢ andle Pin and R 
16.000.000 bo 


\ 


‘ 


Assoc} lations, et cetera, representing some 


. a 10.000 bow ling establishments. 
We oblect to and op pose the prop Os ed “u) percent tax on the tse 


lleys, billiard and pool tables, the imposition of which w 
utright tax on these 16,000,000 bowlers on what has long 
da thei necessary physical recreation a ti ities. The 

s the difference bet wee1 taxing the partic ipant in “a re 


rr sport instead of taxu hy the spectator Who Is bel Ing enterta 


s not a luxury, nor can this proposed tax be 1 

ued as a tax on a luxury article. Bowling is not 
is a participant recreation, providing valuable and nece 
for these millions of Ame ri ans, and isa val 

ee recreation program of some 20,000 indust 

small, throughout the Nation. I also wish to 

of the membership of the American Bowli ne s 

up of church and S imday school | ues, and | 

more than 4,000 bowlers from the duckpin group are 1 


hurches. 


t 


ine poor man’s rec reation. The income chart 
» Secretary of the Treasury, Mr. Synder, shows t! 
‘taxpayers of the country earn less than $5,000 per yi 


\ few years ago the U nited States Department of (C‘ommerce Issu 


report showing that 77 percent of the wage earners of the country we! 


the less than $3,000 per year salary bracket. In relative valu 

lay’s salary levels and cost of living we are certain that the sa 

rcentage still holds. A very careful survey by the national bow 
nizations shows that 75 percent of the bowling participants c 
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from these low -Income brackets and, as h, are least able to vay the 
proposed tax. | shi 

The proposed tax is discriminatory and grossly unfair 
its an unprecedented tax on the participar ts ' 
tion and sport. Bowling Is one of the or: { 
of participant recreations, and the partic 
ready stated, from the lower-income 
amounts of money to spel d fe r recr 
sport available to millions who. he al 
advanced age, or other « are 
articipating recrea It 

ost of bowlin ised 90) 


in that it 
ina particular recrea- 


posed tax. A 

ed with tl] 

making both e1 
arti ‘Ipation entire ly 

urtail their only ecu 

As a logical result of 1 
effect of such a tax woul 
lishment owner. We 
this tax would force 
Bowling participation 
several years, approxi 
one reason Insulicient 
sioned by the contin 
amount ‘of money left « 
other purposes. This st 

pation, only too well 
ng prop ietors of the N 


» Secretary of the 7] 


| 


part 
ce parti 


IC LILS 


re loss of the capital 
ns of livelil 


s are locate 

ild deprive a lars 
re tion facilities. 

When the proposed 

n 1943 President 

follow ing, under dat , iper 1. I! 
Bowling Proprietors Association of Ame 
ree with you that sucl ' nla } 


ost popular and he 
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bowling establishments going out of business. It would be an injustice to | 
proprietors and participants of the game. 

As far as the statement of Mr. Truman is concerned, definitely t 
conditions which prompted him to say this in 1943 are not anyth 
but worse today, as is proved by the figures of the Secretary of | 
Treas sury in 1943 and those of the present Secretary, which blw 
admit a 25-percent decrease in the volume of business. 

May | oa point out to the committee that, at present, the Gove: 
ment is collecting $20 tax per bowling lane and billiard and pool tal 
per year, and that there will be no collectible tax at all from 
establishments that are forced to close. 

May I digress from my prepared statement, Mr. Chairman, 

c alling to your attention a very interesting commentary on the figu 
of the Treasury Depariment. We say to ourselves and we are 
telling you that with the reduced amount of participation that busin 
has fallen off 25 percent since the figures were submitted by 1 
Secretary of the Treasury in 1943. The 25 percent reduction in a1 
of itself, which we insist upon and which the Treasury seeming 
admits, would means that we are in a very bad way and that t! 
bowling facilities are dying. If we compare the figures of the ty 
Treasury Secretaries in another manner, and we find out that they a 
true, and we do not think they are, I will have to hasten home a: 
advise all the bowling proprietors of this country that they had bet 
fire their auditors and get some new bookkeepers because they 
not dying—they are dead. 

In 1943 the Treasury, in connection with a similar 20 percent t 
proposal estimated the tax revenue at $27 million for bowling ar 


billiards. Billiards, however, was to be subject to a $20 per tab] 


tax, Which would result in a revenue of about $2 million. 
Mr. Esernarrer. You say $2 million? 
Mr. Caneuut. Yes; figuring $20 a table. 
Mr. Evernarrer. Did you say the estimate was wrong by $25 m 


lion? I thought you said the estimate was $27 million and they got 


only $2 - million. 

Mr. Canetut. He estimated that they would take in from both bow 
ing and billiards $27 million, of which $2 million was to come fr: 
100,000 tables estimated in this country at $20 a table, and the ot 
$25 million would come from a 20-percent tax on bowling. Is tl! 
clear, sir é 

Mr. Epernarrer. Yes, sir. 

Mr. Caneuut. It follows that the estimated tax revenue in 1943 f 
bowling alone was expected to be $25 million, thereby indicating 
gross volume of business of $135 million. In 1951 the Secret: ir’) 
the Treasury’s estimate is $20 million tax income for bowling a1 
balliards combined. Since billiards account for about one-third 
the total, the Treasury expects about $13 million from bowling, ther 


indicating a $65 million gross volume of business for bowling. Ds 
spite more bowling alleys in existence than in 1943, the Treasu 


expects the volume of business to be about one-half of what it was 
1943, which apparently arrived at after taking into account t 
antl ipated drop the Imposition of this tax would cause. 


One would be hard put to it to think of a business that could cor 


tinue with a 50-percent reduction in its volume. Especially is t! 
so with a business all of whose expenses and charges are fixed 
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not variable with a decrease in volume of busines. That is exactly 
the kind of busines bowling is, with the net result that most establish- 
ments, already operating perilously close to the area of red ink figures, 
will have to close. Our principal concern is to see that the bowlers 
are not deprived of places to bow] by these bowling establishments 
being forced to close. ‘ 

We have additional copies of this set of figures for vour con- 
sideration. : 

Mr. Reepv. If you wish to insert those figures. I ask unanimous con- 
sent that they be inserted in the record. I think it would be very 
helpful. . 

Mr. Cooper. Without objection it j ered. 

(The information referred to follows:) 


SUPPLEMENT STATEMENT rHE NA 


In 1948 the Treasury, in connection with a ar : ercent tax proposal, 

timated the tax revenue at $27,000,000 r be ig and billiards. Billiards, 

wwever, was to be subjec tto a S20 per table tax which ould result in a revenue 

ibout $2,000,000 It follows that the estimated tax revenue in 1943 for bowling 
lone was expected to be $25,000,000, thereby indicating a gross volume of busi- 
ness Of $135,000,000. In 1951 the Secretary of the Treasury's estimate is $20,- 
000,000 tax income for bowling and billiards combined Since billiards accounts 
for about one-third of the total, the Treasury expects about $13,000,000 from 
bowling thereby indicating a $65,000,000 gross volume of business for bowling. 
Despite more bowling alleys in existence than in 1943 the Treasury expects the 
volume of business to be about one-half of what it was in 1948 (which apparently 
was arrived at after taking into account the anticipated drop the imposition of 
this tax would cause). 

One would be hard put to to think of a busine that could continue with 

‘0 percent reduction in its volume. Especially is t » with a business all 

whose expenses and charges are fixed and not v: e with a decrease in 

ume of business. That is exactly the kind of business bowling is, with the 
net result that most establishments, already operating perilously close to the area 
ed ink figures, will have to close Our principal concern here is to see that 

e bowlers are not deprived of places to bowl by these bowling establishments 
being forced to close. 

Mr. CANELLI. May I review the history of this same proposed 20 per- 
cent tax on bowling and billiards. Our groups were very negligent 
back in 1943 when a similar proposal was up for hearing. In our 
negligence we failed to supply vou with adequate information and 
your committee voted in favor of the tax. 

When we did give a more adequate story to the Senate Committee on 

, n 
I nance the 20 percent tax aspect was removed Trom the bill. i 
Senate committee voted unanimous! it. Senator Walter 


7 
ie 


ly against 1 
George, reporting out the bill, making the following comment: 

The House bill shifted the tax on bowling alleys from a flat $10 per alley to 
20 percent of the charge—this shift appeared to be unduly burdensome for a 

ticipant sport such as bowling. Further, the tax on a per game basis would 

lire a great deal of bookkeeping and auditing that would not be required 

a flat tax per alley. Hence, your committee set the bowling alley tax at 
$20 per alley. 

You will find that on page 15 of the 1948 report of Senator George. 
And when the matter was referred back to your committee you agreed, 
with the result that the 20 percent tax on bowling was eliminated en 

ely, and the $10 per alley bed tax was increased to the now existing 
$20 per bed levy. 

\ny tax law must be fair and serve some useful purpose not out- 


! 


weighed by the damage it will do. This tax proposal is unsound and 





2524 REVENUE REVISION OF 1951 


will not serve a useful purpose commensurate with the damage it \ 
do. First: The proposed 20-percent tax on bowling will not stop a 
inflationary impetus in that the money proposed to be taxed has 
caused any inflation in the past, and will not reach any future sp 
ing tending to an inflationary impetus, since bowling-spent mone 
not luxXury-spent money, but mon *\ spent on a necessary anc esse? 
participant recreation and sport. Second: And to the contrary, t 
tux will impede and restrict a necessary recreation pursuit of milli: 
of our citizens, with an anticipated but purely conjectural revenu 
v) only and if the same volume of bowling continues 
he Treasury Department, and if all presently operat 
hments, billiard rooms, and so on are able to rema 
reasonable ay | soun | to expect that, with 20 « 
out of the bow! ny pal cipant’s dollar fo tax, t! 


necessity, have 20 cents less from each dollar to spen 
e which, translated into cold facts, means a further reduct 

nt in bowling participation for the proprietor. bh 
tC has ¢ lapsed since the proposal of this tax we have heard f; 

pprox mately L,OO0O proprietors, from every State in the Unio 


percent of whom have said they would be forced to close if the tax 


| nto effect 


We submit to the committee that the harm and damage to be di 
by the imposition of this tax would in no way be compensated for 
the amount of good that could be done with such « comparative sn 
amount of money, even if you got it. We respectfully and earnes 
urge that the proposed 20-percent tax on bowling, billiards, and pool 
be eliminated entirely from the proposed tax bill, and that the tax 
bowling, billiards, and pool remain at $20 annually per bowling all 
billiard. and pool table. 

. Coorer. Mr. Mason of Illinois will inquire. 
I just want to state, Mr. Canelli, that I agree ent 
Truman's attitude in his statement on the taxation 


do not agree with President Truman’s attitude 


* Caneui. At the risk of being censured mary I make this rema 
Ve ql oted that statement to show the attitude of a Senator at 
me, Wi do not think that the conditions as such, despite the chai 


in his position, would recommend or allow a change in the taxes. 
Mr. Coorer. Mr. Eberharter of Pennsylvania will inquire. 

Mr. Esernuarrer. I notice on the first page of your statement, M 
Canel . that Guile a number of t he churches take part in th Ss sy 
Is that as a regulated activity of the churches / 

Mr. Canewur. Yes, sir. The figure I quote, 15 percent, comes t 
from | own organization. That Is the organization To which | 
long il it DOV if ie the Amer an Bowl uo Congress. We are 

In our Statistics in ord ‘r to show where these various le wo 
come from and what organization, what industry, or what acti 
sp msors them. This flours of LD percent, Sir. she Ws the 1hie mbers 

the American Bowling Congress and does not take into consi 
the Women’s Internation al Bowling Congress, wh 
» have their vomen’s chureh leagues. 
ive in our Sunday school leagwues all the different deno 
from the Roman Catholic to the B’nai B'rith. 7 
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have all that organ zational factor hack of 
sponsored. 

Mr. Enernarrer. They have evident) e to the conclusion then 
that it 1s a worth-while activity und tends to improve their morals 
well as their pry s1cal 
Mr. Canenur. Ye 
ive Just made. I 


reh leagues, 


being churel 


ul day 
ERERHARTER 


If 


( TIA 


» W. Manne 


os re 


ep physical 
Sincerely 


i 


L. DoucH 
man, Ways a 


House of Re } 


DEAR Mr. CHAIRA 


“Uerlhg excise taxes in 
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needs of an expanded defense and mobilization program. The Western | 
Telegraph Co. has appeared before your committee on a number of occasio 
point out to the committee the detrimental effects of the 25-percent superiu 
tax on domestic telegrams. Your committee has evidenced on these occasix 
most sympathetic understanding of the company’s unique tax problem 
during the Eighty-first Congress, reported out H. R. 8920 which was pass: 
the House of Represe ntatives and gave specific recognition to the diffi 
facing the national telegraph system by reason of the continuance of the 2° 
cent excise tax 
After considerable deliberation, we have decided not to request an opportu 
to appear again personally before your committee at this time. We believ 
our previous representations to the committee at public hearings, as well 
action taken by the committee in connection with H. R. 8920 demonstrat: 
clusively that you and your committee are familiar with and sympathet 
problems peculiar to Western Union resulting from the extraordinarily 
rate of the telegram tax. We respectfully request, however, that in your 
rent deliberations the committee give renewed consideration to the fac 
representations which have been submitted to you in earlier hearings ane 
ther that this communication be incorporated in the record of your procee 
in ord th the committee and th mgress may have before them compk 
irrent il form: ition on the subject. We shall, of course, be prepared to 
l ement this communication if the committee should so desire 
outset I would call to the committee's attention that determi 
ll be made with respect to the current tax program may prove 
duration. It is generally assumed that the requirements of na 
re of such a character that the revenue needs of the Federa! Gov 
“main at high levels for an indefinite period of time. Therefors 
the committee in dealing with the excise tax problem give pr 
sideration to the long-term consequences of the rates made applical 
ununication services, particularly as to the competitive impact of such 
our Nation-wide communications systems. 
we recommend that recognition be given the principle estal 
‘namely, that the competitive tax inequity in favor of the tele] 


In this connection, we desire to make the following three 


} 


} 


of this position: 
ing postwar years local telephone rates have been increased 
he country, in many cases two and three times, and applicatio 
increases are currently pending before many State regulatory b 
face of mounting costs of operation, requiring repeated applicati: 
the telephone company for increased rates in the virtually noncompetitve 
telephone service area, bearing a 15-percent Federal excise tax, the tele; 
company reduced its rates three times in the competitive long-distance 
during and since the war years. Western Union, because of increased 
and tax-depressed volume, was required to increase its rates about 27 pe 
It should be noted that Western Union receives over 75 percent of its rev: 
fron ‘legraph messages all of which are taxed at a rate of 25 percent, 
ne company in contrast derives the major portion of its re 
» which is taxed at only 15 percent 
the situation with respect to telegraph versus long-distance 
ce: From 1982 to 1941 telegrams were taxed at 5 percent, while 
phone toll service was taxed at rates varying from 10 to 15 pe 
Similarly, from November 1, 1942, to March 31, 1944, telegrams were tax¢ 
15 percent, whereas long-distance calls were taxed at 20 percent. Thus, 
to 1944 telegrams were taxed at a lower rate than long-distance telephone 
This lower rate was presumably intended to compensate in some degree ft 
tax differential in favor of local telephone service. 

(2) During World War II, when the telegram tax was increased from 1 
25 percent, the only justification advanced for the excessive tax rate on 
an essential service was the necessity for clearing the wires for essential 
time traffic. Thus revenue considerations were not the major objective i 
ing the domestic telegram at this superluxury rate. Since World War IT, des 
deticit operations, Western Union mechanized and expanded its plant and 
ties so that it is now better prepared than ever before to meet the service ! 
of any emergency. As the result of service improvements, including the 
lation of a Nation-wide network of high-speed automatic message centers, \' 
ern Union is now prepared to handle double the peak World War II volu 
traffic and hence it is no longer necessary for the Government to use the « 
tax or any other method to depress telegraph volume. The company can a 





hy 
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tS he 
modate all of the requirements of mobilization and at the same time 
vilian and business demands at higher levels 
3) While the company has moved fron 
perating conditions, np uch of the 


Urrant 
Current 


n to more favorab} 
noderate crease in volume has been 

duced by the mobil Zation program a 11 lav be te inpora »’ I Chara. ter 
tion of the fax should serye to Ssumulate greater, volume which the com- 
v is well Prepared to hand) and urgently nex Is in the face of demands from 
ts labor unions for in reased waves incident higher cost of iving and the 

ntly adopted Gove, hinent wage formula 
rhe e mpany made an 


oller of wage adjustments 
on a Nation wide | 


wage costs of $13,000,000. basis, subject 


Board approval and to 


£ additional an: ual 


to W ize Stabilization 
regswiatory approval] of necessary tf, ‘egraph-rate increases 
s offer alone (and tC has been com tered with a de: ind for three times the 
ount), would, without a lditiona] volume or te egraph-rate nereases, place 
company in a deficit POSi tio! Hence the heed f ef from the burden of 
excise tax is all to critical in view of the detinite Prospect of increased labor 
in view of the { regoing, we most « f Y request that the ; mmittee cor 
to recognize thar +} *20-percent excics fax on domestic t, 
erious obstacl. in the ma rena nee ora sou d and 
srant the relief conten I 


*srams has been 


Ssive telegraph System, 
Smplated in H. R. s924 Such action, we « ibmit, would 
an inconseq lentia m C on Federal ry enue requirements. but would 
I bute materially fo the prospect of ; Uintaining the s vency of the country’s 
egraph System ar al mm rmit it to Tunet nn re ety Lively nthe nat ona interest 
If any further information is lesired | your Committ 
y to provide it. 


ai A we sha | be 
Sincerely, 


mos 


me MARSHALL. 
a 
STATEM ror kR 


Iam R. N. Kant. preside 


t of the Ha iW hc I appear bef re you in 
lf of the entire watch industry, both pn ‘nufacturers and importers I 
ir in order to Oppose any increase jn 1 e excise tax posed on watches 
Ng for $65 or less 
He entire industry was great surprised |} © Proposed incres sy; Had we 
sed that such in ine: © Would be reeo; ended, we would ] ive presented 
( ntrary considerat MS to thy lreas ry W cannot be eve the increase 
l have been recommended this ]s; heen done We cannot belj nov 
(his Committee yw i adopt the pron Sil 
I the first plac * the pre VSeCd INCTE|A s¢ ni? OS vi Hes is in ¢ tC With 
stated purpose of the Prox ent's imme! s heerning ex, taxes 
opening sentencs © secretary Er tly reas said “The Pres len 
mmended that $38 billion additioy al revenue be ra sed from excise xesS on 
se consumer goods whi; ure less essential or w! ch use mater Us that will] 
short supply.” 
atches Selling for not + re than S65 are no} “Consumer goods Which are 
essential.” This eo; mittee is on record hat watches ay l clocks in this 
range are necessit . Your ce mmitt report «(N =019). is ned j Ist last 
prior to Korea, recomm, ded the mp-ete repeal of thes faxes becausy 
were levied on necessit jes | mimittee said 
) Jewelry Your committee has also exclyded cert ems fre the tay 
welry Under existing law watches « gz f Ot more than $65 and 
Clocks retailing for n re than $5 have a { X rate of 10 py t instead 
' percent. This can be att ited to the fact that Inexpensive wate} 
clocks we re believed to represent 
1 ¢ 


i 
0 he burdensome lr} 





da tax on the 1 was be 

refore, your committe » in reducing the genera? 
ent rate on Jewelry to 10 percent has rer “dl the exj ! 1)-percen ta 
se watches and alarm ele ks Your ! tt i exempts « Ks othe 
arm clocks retailing { more than S$5 since thee © also necessities’ 
hairman of this committ fated the fact cyan mo) empha ' only 
nth At a session of this « ittee on January he said 
CHATRMAN . " Can you tell ms utsicl 

perhaps, anythi) t 


of I f rand 
, re 1? AS lar 

Y than a watch? 

— 


v-day 
4M Seriously deny ¢) t 
Socretary 


a shipping 


QO 


meet the 


The 
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cab driver—uses is a necessity. Does anyone dispute the fact that in almost 
b in America today a watch is an essential piece of equipment which 
ployer automatically assumes an employee will have? Virtually every 
rner in the country has a watch, needs a watch, and uses a watch every s 
Cc d anything be more “essential”? 
rherefore, the increase of rates on these watches is not consistent with 
nneunced purpose of raising revehue on less essential goods. Nor will it 
ritical material in any volume ——— nately 70 percent of all watch 
ts sold here are imported Che Ame! Se ieee ae ce 


i 


consume infinitesimal amounts of sritical material—far less than the an 


sed in dozens and dozens of other categories for which no tax whatsoevs 
been recommended. Even during the last war, when our military budget w: 
many times greater and the material shortage so much worse, Congress di 
se these rates. You will remember that 1943, Congress increased 

1X41 wartime excises, Most of the retail excise taxes were doubl 
jewelry was increased from 10 to 20 percent But there w 


Ai 


nt exception: There was no ‘ease in the tax on watches 
for $65 and less. 


other untaxed item that 1) is less esse 

ial is embraced by the excise tax, there i 

rate on watches lo crease these rates 
>in line with those specified | ry the Presiden 

] 


} 


ers, and manufacturers of clocks and watches 


Ss, Se 
nmittee is to take any action on the 10-percent tax on watches 
recommend that the rate remain the same but that the break p 
m $65 to $80. Increases in manufacturing costs since this point 

1943, have made it impossible to hold prices below $6 Inany esse 

xample, railroad watches, wich ocbe ! lecessILY, are no 

ik point. A shift to $S0 is advised at ie very earliest 
recognize presen iw needs make nimen 


idhere ’ ; « I aD | : oul \] ah in 1950 


today is 


DouGHtTon, 
Ways and Means Committee, 


Re presentatives, Washinaoton, D.C 
‘HAIRMAN: Thanks for the time which has been set anart 
of this group to appear before the House Ways and Means « 
ewelry Industry Tax Committee fully recognizing the pre 
nd wishing to conserve the time of the Ways and Means ¢ 
relinquishes the allocated time since its position remains 
2) the bound vo e enti ! Rev I ht 


] NReVISIONS f 


the Senate Committee on Finance on H. R. S820." whi 
\ copy of that statement is attached hereto. 
is presented for your consideration. A tax at the manuf 
inlimited opportunity for evasion in many lines und 
oretically supposed to be absorbed at the level of taxa 
amided through all channels of distribution as an added 
e increases to consumers in excess of the amount of the 
with a manufacturer's tax in many lines has proven 
‘y, and from an administrative standpoint the Treasury De; 
sund a manufacturer's tax impractical in the jewelry field 
ix would increase the investment in inventory at all post: 
s, whereas a broad tax at the retail sales level would have 
idvantages stated and would be simple to administer. Fro 
1 seem that a broad tax at the retail sales level would be 
at the manufacturer's level in the event that such taxes sl 
\ broader tax at the retail level would spread the 
dance, and would tax a yes than production 
general manufacturer's or retail sales tax be consider¢ 
is asked that consideration = given to the removal ot a 





discrimination against 
retail excise tax 
Please be assured th 
your committee are gre 
Very truly yours 
Wor 1 ; 
ON } 
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il ect é 
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i elimination 
ired items would 
‘ ent rot rn 
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e when, for the 
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However, I feel that the position of the beauty and barber industry should lt» 
presented to your committee, particularly its attitude toward the recommend 
tion of the Treasury Department that the 20 percent tax on toilet preparations 
be extended to shampoos. For that reason, | respectfully request you to 
clude in the report of the hearings the attached statement which I am sub 
ting as Washington representative of the Beauty and Barber All-Industry Leg 
islative Council. 

[ refer to the portion of the statement which points out that if the proj 
for a 20-percent tax on shampoos—or liquid soaps—is adopted the hard 
which our industry suffers as a result of the procedural requirements of the 

cosmetics will be further aggravated 

ittee is respectfully requested to seriously consider the re 
the attached statement. 
rely yours, 
Jacos Re 


STATEMENT OF Beauty AND Barser ALL-INpuUstTRY LEGISLATIVE CouNCcH 


Leauty and barber shops want to pay their share of the increased taxes n 
to support the defense effort. However, they feel that if excise taxes 
remain on the statute books for an indefinite time, then it is of the utmost 
portance that the inequities and hardships imposed by these taxes be adjust: 
and that the beauty and barber shop industry which is being injured as a res 
of discriminatory taxes be given relief from the burdensome procedure wl} 
must be followed in connection with the tax on professionally used cosmet 
We feel that the necessity of raising additional revenue must not be used as 
excuse for not levying excise taxes equitably and fairly especially since | 
type of taxation now appears to be permanently with us. 
rhe proposal of the Secretary of the Treasury to extend the cosmetic tax 
shampoos or liquid soaps will further aggravate the hardship suffered by beau 
and barber shops as a result of the procedural requirements of Bureau of Il 
ternal Revenue regulations for frightening and obnoxious certificates of p 
chase for resale and record-keeping which will be extended to shampoos if they 
are made subject to the cosmetic excise tax 
rhe entire beauty and barber shop industry is united in a campaign to m 
Congress aware of the harmfulness to the industry of the burdensome p 
cedural requirements imposed upon shops by the tax on toilet preparations 
n rendering services and the need r relief. Ali segments of the indust: 
shop owners and employees, supply dealers and manufacturers—are joined 
her, through the leaders representing their associations, in an informal g1 
led the Beauty and Barber All-Industry Legislative Council, the main purp 
Which is to obtain tax relief from Congress of the type requested herei! 
Members of Congress, having received thousands of letters and petitions fr 
and barber shop owners and employees, and their local, county and st 
associations, asking for relief from the procedural provisions of the tax on ] 
fessionally used cosmetics, realize that this is the most important matter 
which Congress can legislate directly affecting about 200,000 beauty and b 
shops and their thousands of employees 
The Ways and Means Committee and the House have, on two occasions 
ognized the tax hardship suffered by beauty and barber shops. In bot! 
Kightieth and Eighty-first Congresses, your committee and the House appr 
egislation correcting the harsh procedural provisions imposed by the tax 
professionally used cosmetics. We respectfully urge your committee to rej 
its past actions by including in the tax bill under consideration the follow 
aumendment to section 2402 (b) of the Internal Revenue Code which will p 
our industry with much-needed relief from its tax hardship: 
) Beaury Parvors, Erc.—-For the purpose of subsection (a), the sale 
ribed in such subsection to any person operating a barbers! 
* similar establishment for use in the operation thereof, o1 
be considered as a sale at retail. The resale of such article 

shall be subject to the provisions of subsection (a).” 

e members of the Ways and Means Committee are familiar w 
hardship imposed on this industry by the tax on professi 
having heard the statements presented by our industry's 
June 10, 1947, and again on February 16, 1950. To save 
new members of the committee with our industry's com 
» following statements: 


; 
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1. Statements by Jacob Reck and I. Gottlieb on pages 1243 and 1263, re- 
spectively, of Report of Hearings before the Committee on Ways and Means 
on Revenue Revision of 1950, volume I, Excise Taxes, February 16, 1950. 
2. Statements by Jacob Reck and Joseph Byrne on pages 442 and 450, 

respectively, of Report of Hearings before the Committee on Ways and Means 
on Proposed Revisions of the Internal Revenue Code, Part 
June 10, 1947. 

The above-mentioned statements fully explain the 
juest for the adoption of the amendment we 
Summarized, they are as follows: 

1. This tax is harmful to beauty and barber shops since it places an undue 

rden on such shops selling cosmetics by requiring them to furnish each supply 
ealer with a frightening certificate of purchase for resale and 
shops to refrain from selling cosmetics thereby causing 
hey normally would derive from such sales 

This tax places an undue burden on sm: auty ; 

e Bureau regulations require considerable, complicated record-keeping which 

quires the expenditure ne and energy by small shop owners and frequently 

Is to their expense dur 


ng accountants or attorneys 


1, Excise Taxes; 


reasons supporting the re 
propose herein to section 2402 (b). 


} 


l has caused many 
th 


em to lose income 


ind barber shops since 


essity for employ 
8. This tax adds to the operating costs of beau and barber shops. The 
ijor portion of shop revenue is derived from rendering services and cos 
tics are part of the operator’s tools. This tax is a levy on the tools of 
persons earning a living with their hands. 
1. This tax is difficult to administer since some beauty and barber shops are 
oth users and resellers of cosmetics. A realistic enforcement of the law would 
ost the Government an amount entirely out of proportion to the small amount 
of revenue it receives from the tax on professionally used cosmetics. If the 
amendment to section 2402 (b) is adopted, there will be no apparent loss of 
evenue to the Government It is estimated that $3.3 million is collected 
annually as a result of this tax. The apparent loss of this small amount would 
e more than offset by the increased tax yield from retail sales by beauty and 
barber shops in a broadened retail market. Moreover, an increased income 
tax yield would also follow reduced business costs 
sales at retail by beauty and barber shops. 
5. The procedural requirements for the certificate of purchase for resale 
posed by the Bureau in connection with this tax pla beauty and barbe 
ps at a competitive disadvantage with other retai 
requires such shops to pay the 20 percent tax 
is not furnished whereas other retailers of cosmetics are not required 
furnish their wholesalers with such certificates pay tax in lieu 
thereof. 
We desire to amplify, for the benefit of new memb of the committee, 
e of the above reasons why the tax relief requested should be granted. 
uty and barber shops are trested differently f 


Lil 


} 


and enlarged volume of 


ers of cosmetics since 
to the wholesaler if the certifi 


rom other retailers of cos 
tics under existing law and regulations due to the fact that such shops are 
ally both consumers and retailers of cosmetics This discriminatory 
cosmetics the reby 

from such retail 


itment has caused many shops to refrain from retailing 

ng them to lose income they would normally derive 
es. Section 2402 (a) of the Internal Revenue Code 
on all retail sales of cosmetics to consumers. U 


imposes a 2U percent 
uder Bureau regulations, 
artment stores, drug stores, etc., selling cosmetics to the public are required 
collect the tax, keep records, report and pay the taxes collected to the 
ernment monthly—and nothing more. All this is also required of a beauty 
barber shop selling cosmetics plus something else which is not required of 
er retailers. When a beauty shop sells cosmetics, the Bureau regulations 
juire the beauty shop owne to sign and deliver certificate of purchase for 
sale to each wholesaler from whom she buys cosmetics intended for resale 
else pay the 20 percent cosmetic tax. No other retailer 
ilired to furnish the wholesaler with a certificate and no other retailer is 
lired to pay to the wholesaler the 20 percent tax if 
rnished, 


ot cosmetics bs 


such certificate is not 


e Burean’s reason for requiring the beauty- or barber-shop owner to either 
rnish a certificate to the wholesaler or pay the tax when buying cosmeti 
resale arises from the fact that the 1942 Revenue Act makes a distinction 
veen sales of cosmetics to beauty ol barber she ps tor use it 
i sales to such shops for resale 


) their operation 
sale of cosmetics for use in a |! 
er shop is considered ction 2402 ob 


enuty or 
asa reli ~ ‘ and the | il sh p 
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owner when making purchases of cosmetics for use must pay the wholesal 
2U percent tax. On the other hand, the 1942 act considers a sale by the wh: 
suler to the beauty shop of cosmetics purchased for resale as a wholesale tr 
neti ind not as a taxable retail sale unless the shop subsequently uses th 
metics and then what was originally a wholesale transaction becomes a 
retail sale. Although a shop pays no tax when purchasing cosmetics for ré 
it does collect and pay a tax when it sells the goods. 
rhe Internal Revenue Bureau ruled that the 1942 act amended section 2402 
to continue to tax those sales of cosmetics to beauty or barber shops w! 
their operation but to exempt from the tax cosmetics 
sale by wholesalers rhe Bureau held that the questior 
ec is sold to a shop for use of resale is dependent up 
“uty-shop owner making the purchase. Thus, the Bureau 1 
ough the 1942 amendment, created a tax exem| on cost 
barber shops for resale but held that the shop owner buying 
resale must express, in ; tificate of f { 
re purchased for resale in order to be e» 
the wholesaler suppl er and that she wi 
ised 
ed to briefly explain the complicated 
th the tax on cosmetics as it : 
ns further provisions requirin 
herp) Cow Te s ho t cstrit 
ords 1 would only « 
endeavoring to expia ( iM " 
refer the committee’s attention to them since ' Pill) 
2 and 1253 of the le port if Hearings before he Commi 


ans on Revenue Revision of 1950, volume I, Excise Taxes 
member that the uty al barber industry, while large 
olip ed 6 mul Sint in Vidually mwwoed shops inhe 


y ohe person ) er the plight of the small-shop ow 


y with the record-keeping provisions of the Bureau's reg: 
with signing the frightening certificate of purchase for resale wl 
{ ourplicated regulations referred to abo Not posse 
any wonder that many shop owners threw up their hi 
were confronted with the necessity of signing the frightening « 
ntaining the records required by the Bureau's regulation ar 
cosmetics if it meant signing the certificate 
e many records shop owners will now » required to Keep 
controls and you may well wonder how ; Li beauty or | 
time to keep up with the maze of red tape imposed by 
many of them threw in the sponge is attested to by 
istics recently published by the United States Bh 
number of beauty shops decreased from 83,071 in 193 
of So74 
nber of barber shops decreased from 117,998 
ise of 26.005 
» expert knowledge of the sciences of 
ir and skin possessed by benuty- ; arber-shop op 
ipp d than the usua iil clerk in guiding customers 


rations and beauty and barber shops should be 


iles © et preparations. However, campaigt 
ons and trade publications to stimulate and in 

and barber shops have been ineffective due to the resis 

signing the frightening certificates of purchase for res 
requirements of the tax law. Asa result, we have found 
i ne in the number of shops retailing cosmetics. Latest Ce 
Bureau figures show that the number of beauty shops reporting, less tl 
percent stated that they sold cosmetics at retail—and this showing for an « 


hich is the natura 


| and logical outlet for cosmetics 


ve refrained fre ng cosmetics as ; 

irements of the tax law haves ost vitally neede 
lly derive from such sales which they need to supplement 
the services they render which constitute the major source of 


have not that there are 8,574 fewer beauty shops and 26,0 
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ndustry has shrunk in numbers of establishments. This can be traced to the 
procedural requirements of the present tax law uring a period of recession, 
there is a considerable falling off in tl re nue shops re¢ ve from renderings 

ed the additional revenue they 
to supplement their ir ? rom services if they 


fewer barber shops today than there were i! rt tead of crowing. the 


services. Industry leaders realize that shops ne 
can obtain from retail sales 
re to survive. 

Beauty and barber shops th use and 1] imp , y recognize the 
nart that these liquid ap ay in enhancing and protecting e public health 
by promoting cleanlines P the recommenda ns of the Treasury Department 

make shampoos subject to the cosmetic tax are foll ps will also be 
required to furnish certificat of purchase for e to dealers when buying 
shampoos for resale to the publi This will ri nanny 0} f income the) 

id received solely from i 

Che future economic health of 

supplement their ncone 


} 
Unless the 


he obnox 
growth 
Industry 
partment e 
t ncress 
wi 


} 


ff iis 


ate the n l ate A wie 
ted that the proper I ( on of the 1 el -an Ti niorcement of the 
ix law made it necessar for the Bureau to r ’ ut nd barber shops 


to furnish certificates of purchase for » to their su; s with respect to 


osmetics purchased by them whicl lev intended t rather than use in 
he operation of their shops 
rhe Ways and Means Committ has or ) oO ecognized the need 
r the enactment of the amendme o section 2402 uested hereir The 
ndustry appreciates ! yinpath lt ta ing given past to its tax 
problem by the Way ul Meat ‘om I rtis ' ! y legislation 


the type requeste i! Ce i (i¢ the »] I epor'ts of the 
mmittee on Wavs and é ~ h) } ' wn thy d for t] approy . of 
proposed Amendment 
1. House Report 
2. House Repor 
I have endeavored to point out ie | iship and discrimi 1 suffered by 
uty and barber sl Sasi sult of t ‘ osmetics used by such shops 
rendering services d the d for tl uioption of the mendment to see 
2402 (b) of t on request re There appears te Inanimous 
tax 
ef which the q ted Imen ! l Member f » Ways and 
Means Committee cog ir industry } mi ave introduced legisla 


n this session wh imends tis 1a manner t le beauty 


d barber shops with 


Ve again respectfully u t] ’ nittee on W nd ns to grant beauty 
d barber shops the ( om tl ha 1 bi ensome tax or 
tics used int ring services cle ! n its tax | he above-men 
amendment e! . tha Ir industi ' t ( V it just share of 
‘eased taxes 1 ait osu rt th I s i t However, we feel that 
essity of rais r additional t: t t ! (| as ! cuse f 
harsh and 


ATEMENT OF GreorGE H 
ION OF Reta Drvt 
SHAMPOOS 


Mr. Chairman, gentlemen of the Ways and 
e H. Frates I am the Washington repre 
n of Retail Drugzgists located a> 1163 N 
Our org: ie resents a memb 
ofession in ever 


mbia 
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When Secretary Snyder appeared before this committee February 5, 1951, h: 
advocated an extension of the 20-percent tax on toiletries to include all sha: 
poos. The Miscellaneous Tax Division of Internal Revenue ruled that all sham 
poos containing 5 percent or less of saponaceous matter were taxable at the rat: 
of 20 percent of the retail price. Those containing over 5-percent saponaceou 
matter were declared to be tax exempt. Later, the Department rescinded th 
ruling and declared that all shampoos, regardless of their saponaceous conten! 
were subject to the tax if they were recommended as a hair tonic, dressing, « 
for waving, bleaching, dyeing, tinting, or otherwise imparting an artificial a; 
pearance to the hair. Thus, it will be noted that the way in which a shampo 
was advertised would determine whether it was subject to the 20-percent sak 
tax or not. We use the term “sales tax” advisedly. 

The independent retail druggists of the Nation are cognizant of the emergenc; 
through which we are traveling and they realize that as patriotic Americar 
citizens it is their privilege, as well as their duty, to render an all-out accountin 
to our Government in order that free men and free enterprise might endure sic 
by side. As a result they gratuitously collect excise taxes for government—ar 
this is no easy job for a small independent retailer. 

In our American way of life, cleanliness is not considered a luxury. Witnes 
the millions of dollars spent by Government during the last war to equip ou 
armed personnel with toiletries which had become necessary requisites in Ame! 
ca’s everyday process of living. 

Mr. Snyder has stated that if all shampoos are taxed at 20-percent rate, & 
million more estimated revenue will accrue to the Treasury. We contend tha 
this $8 million will be assessed against those in the lower-income brackets, em 
bracing veterans’ and GI’s wives, housewives, saleswomen, and other womer! 
who are employed. To penalize women an eXtra 20 percent for products used 
for cleanliness and a well-groomed appearance is a regressive tax similar to that 
imposed upon a woman when she buys a $10 purse and must pay a $2 excise tax 
which represents 162, of the total purchase price. One cannot in fairness blam« 
the purse industry for high prices. Likewise, a woman cannot blame the sham 
poo manufacturer for high prices if the Congress imposes a tax on all shampoos 
Shampoos, to a woman, are as necessary as shave cream is to a man. Clean! 
ness has long been the first law of good grooming. Before soap was invente 
and running water was available, the ancients used milk, water, and even wines 
for cleansing purposes. Surely it should not be the intent of Congress to tax 
cleanliness. The fact that Uncle Sam needs the money, as we all know, do 
not warrant sex or class discrimination 

rhe very emergency for which we are being taxed affords ample proof th: 
“toilet necessities” is not a misnomer, During the last World War it is a matte 
of record that in all war industries employing women there was a direct relati« 
ship between grooming and war production. It was good business to provid 
free hand lotions and protective creams to women workers. Many war factories 
increased their output by installing beauty salons. Our War Production Board 
after carefully weighing the effect of the use of toiletries on morale and pr 
duction, allocated scarce materials to the toilet-goods industry They right 
concluded that toiletries are as necessary a wartime economy as many othe! 
essentials of life 

We think that if the committee will realize that a 20-percent Federal tax 
still collected on baby cream, baby oil, baby powder, and foot powder, it would 
seriously consider the effect of an across-the-board tax on all shampoos. Mayl« 
the Congress could capture the estimated $3 million additional revenue 
shampoos by considering a tax on polo ponies, yachts, and men’s neckties. 

Only quantity production has held the price on shampoos at present level 
We do not believe it is equitable to tax products used almost exclusively | 
women which are essential to their appearance and personal care. 

Eric Johnston, Administrator of the Economic Stabilization Agency, appears 
before your committee February 15, 1950, in the capacity of president of the 
Motion Picture Association of America and said: “I never heard it argued, tl 
a man shouldn’t object to being unfairly treated until he can supply a substitut 
victim whose sufferings will be more justified.” The National Association 
Retail Drugcists feels the same way in regard to Mr. Snyder's proposal to 
the women as Mr. Eric Johnston did when he issued the above statement. 

Attached for the purposes of the record is a list of taxable and nontaxab 
shampoos compiled by the National Association of Retail Druggists and infor 
ally discussed with representatives of the Bureau of Internal Revenue, 
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_ 
SHAMPOOS NOT TAXABLE ON THE BASIS OF INFORMATION FURNISHED 
Admiracion Oil Shampoo Treatment Helene Curtis Milky Shampoo 
Admiracion Foamy Shampoo Herbex G. O. S. Shampoo 


All-Purpose White Kreem Shampoo 

Almay Sulphonated Oil Shampoo (per- 
fumed, unscented and with tar) 

Almay Tar Shampoo 

Amami Camomile for 
poo) 

Amami for Gray Hair (Shampoo) 

Amami Plain (Shampoo) 

Apex Vegetable Oil Shampoo 

Ardena Soapless Oil Shampoo 

Barcelona Castile Shampoo 

Breck Lather Oil Shampoo 

Lacerne Shampoo 

Shampoo Regular 

Camomile Shampoo 

Canthrox Shampoo 

Castile Shampoo 

Castile Soap Shampoo 

Cocoanut Oil Shampoo 

Conti Castile Shampoo 

Co-op Soapless Shampoo 

Daggett & Ramsdell Perfect 

Dandruff Remover Shampoo 

Dara Soapless Shampoo 

Detergent Lathering Shampoo 

Drene Shampoo 

Drene with Hair Conditioning Action 
(Shampoo) 

Drezma Shampoo 

Dr. Ellis Vegetable Oil Shampoo 

Edna Wallance Hopper’s Fruity Sham- 

poo 

mpress Lathering Oil Shampoo 

itch’s Dandruff Remover Shampoo 

itch’s New Process Oil Shampoo 

itch’s Saponified Coconut Oil Sham- 

poo 

“42” Eucalyptus Oil Shampoo 


Blondes (Sham- 


preck 


I 
Breck 


Shampoo 


E 
i 
I 
I 


Four Penny Shampoo 

Gleam Cocoanut Oil Shampoo 
Glo-Ver Beauty Soap Shampoo 
H. Q. Z. Liquid Shampoo 


Halo Shampoo 

Helene Curtis Cream Shampoo 

Helene Curtis Duchess Lathering Oil 
Shampoo 

He Curtis 
(Shampoo) 

Helene Curtis Full-O-Foam (Shampoo) 

He Curtis Tru-Art Lather Shampoo 

Helene Curtis Tru-Art Medicated Sham 


Lh 
} 4) 


en Duchess Soapless Oil 


’ 
ell 


Herbex Oil Shampoo 
Hi-Hat Pine Tar Shampoo 
Jo-Cur Vegetable Oil Shampoo 





Kreml (Shampoo) 

Kubak Shampoo 

L. B roaming Shampoo 

Laco Shampoo 

LaJac Cocoanut Oil Shampoo 
LaJac Pine Tar Shampoo 
Larieuse Shan poo 

Lathering Oil Shampoo 
Latherless Shampoo (pine aroma) 
Lemon Shampoo 

Lentheric Shampoo 

Lucky Tiger Beauty Oil Shampoo 
Lucky Tiger Magic Shampoo 
Lucky Tiger Oil Shampoo 

Lustre Creme Shampoo 


Mahdeen Shan poo 


’ 


Marchand Castile Shampoo 
Mar-O-Oil Shampoo 

Mar-O-Oil Super Foamy Shampoo 
Mulsified Coconut Oil Shampoo 
Na noo Oil Shampoo 

Natural Cocoanut Oil Shampoo 
Nurishine Soap Shampoo 

Old House Castile Shampoo 

Old House Pine Tar Shampoo 
Old House Shampoo 

Olive Oil Sham) wr 

Opal Cocoanut Oil Shampoo 
Packer's Shampoo with Olive Oil 
Packer’s Shampoo with Pine Tar 


Palmolive Shan por 


Pinaud Liquid Shamp« 

Prell Shampoe 

Rap-I-Dol Conditioning Shampoo 

Rayve Shampoo 

Shampene (Shampoo) 

Sheen-Tone Cream Shampoo 

Siroil Shampoo Soap 

Soap Shampoo 

Soy Bean Oil Sha poo 

Tar Shampoo 

Tender Age Sl aMpoo and Skin Cleanser 

Van Ess Shampoo 

Wildroot Cocoanut Oil Shampoo 

Wildroot Taroleum 

Woodbury Cocoanut Oil Castile Sham- 
poo 


Zeno Flufl 


Shampoo 


Any change in advertising to the effect that one of these shampoos is to be 


used for toilet purposes other than cle 
retail sales of the product subject to the t 


ansing the hair and will render 
ax on and after the date of such change, 


scaip 


egardless of the amount of saponaceous matter in the product 
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The following products are taxable either because they (1) contain not 1 
5 percent of saponaceous matter or (2) are designated or recommended 


thar 
n other advertising matter for toilet purposes other than cleansing 


t Is or Akh Gt 
jordeau Rinseless Shampoo 
Minipoo Dry Shampoo 

Raymonds’ Presoftening Shampoo 


Scaip-Glo Shampoo 


Henna Shampoo 
Am poo 
Lightener Shampoo 
Shampoo and Rinse 
Cold Wave Shampoo Shalee Presoftening Shampoo 
Tintz Color Shampoo Soap (in a 
various shades) 


Powder 
PRODLU¢ i t rAXABLI 


a Wave Set 
Helen Cornell Permanent 
Henna Leaves Powdered 


Shampoe I { 


ve kits containing nontaxable articles rs, soap shamp 


s—may be excluded in computing tax If re 
ues of taxable and nontaxable articles in kit, based upon se 
costs if not actually sold separat« 


tatiers records 


TAXABLE HAIR PREPARATIONS 


lienna Powder 
Manve Medicines (if advertised 
let purposes ) 
1 Perfumed Petroleum Jelly 
Lotions Permanent Wave Solution, Cream, |! 
Pomade, Oj 
Dove, Rinse advertised for toilet 
Tonics 


Scalp Ointment 
Vaseline Hair Tor 
e Set, Finger W 


SpoKANE,. WASH 


ON WAYS AND MEANS 
House of Representatives, Washington. D. C. 


' 


n I desire to emphasize the fact that there is but one 
neurred by the Federal Government 


financial obligations 
without injuring the economy of our Nation. This is 
support of our people comes directly from the production 
services. All persons not engaged either directly or indire 
ind sale of goods and services are engaged in speculat 
Any taxes that the latter pay must come from the lal 
the basic occupations 
taxes. This is true regardless of the immediate sou 
and the Government By this is meant that corporations 
The only source must be the individuals who work for corp 
murchase the goods and services the corporation, or any other ent: 
ind sells It is absurd to impose all sorts of taxes on any t 
» expect that such an imposition, so placed 
; the m esses of our people 
cture is supported by the costs-and-profits sy 
chang n the channels of trade ail costs are totals 
usually figured on a percentage basis-——and this method is 
e producer to the final purchaser. All costs and all profits hav 
the last dealer, the final customer pays them all. The 
is equitably divided among all enterprises—and all indiv 
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nvolved, and thus ou rT factories, farms, petroleum producers, transporta- 
agencies, colnmunication organizations, and every productive, distribution, 
nd sales concern is supported, as are the human beings engaged in the 
production and sale of goods and servic« 
, There isn’t a humar being in our ind who does not purchase goods and 
ices and who does not contribute to the « ipport of our commerce throuch 
s or her purchases By such purchases le Comm i structure is supported, 
i they in turn support the mass of om peo} 
Purchases are made, w very rare ¢ eC} ! b r peopl ceording to 
fit I Li STI L \ ( t I ho \ Sug t e] 1 
wealthy—sl ad be q ed to ] ! e fi pr ‘ 1 th contribute 
re to the s ) el ‘ prises, t] e of he lowe 
me brackets hs pie v te p ne bil hiel Ss] on my desk ~ 
he month st] St S546 ’ haps we | iL n this cit ilso 
cel ed his b t day If | } vd the ' s { I \¢é ! ad h Db is 
x lv the same. And ft S shoul 1 
\ i this bi f the $5.46 re is f I e amount 
SO.7 j ! . ! ! ‘ i p 
ike ior zg nulls ! ery = 
other words 1] s he Gov ‘ ! ! d ng Ww ill 
other costs involve I pre CTiol I I I every person in 
ind would share eg i ‘ | e Gove e] 
Does any person, anywhere it ind vie ! soever because 
e or she contributes he suppor our « ‘ ! x Does one 
n\ me ever offer a rile obj 1 be he ! ‘ support r 
mple, our vast netw ot radio static And « vy there isn’t a person 
ho doesn’t contribute to their su port No on vjects simply because their 
upport is included in the cost of th D CL! g es utomobiles, 
nd numerous other things our people bu Che truth is it advertis is big 
isiness, an essential business, and numer S persons make eir living out of 
So we are } . ! ‘ 
And so is Government big business nes | ! erous 
ere sn ike thy, ~ v ‘ 
But we would like to | ur share iy s rl nt iv ‘ 
r the support of I erce lay y Is 
re nyth £ incons this 
s ( D Nn t iL bh ‘ le iuse 
ha sy In of gove ‘ ppo dy} I the 
hy rden por t t WwW I ‘ hg | \\ I ks 
the lower-income ¢ p wl I ‘ \ ed in the 
te mn d sales s Cs Wed ‘ ‘ igh 
thy olks cari g t re © a { it 
pra f ‘ ‘ ‘ > he 
Clil ¢ pe Lit ‘ ] I ( v ~ S 
rd 
‘ by ie l ducers 
fe , c—w ed 
oO wou ‘ S ¢ prod } 
Snle t n hing w < | 
KeTS e pyri cle ] i \ | 
d be a ded 
e do, of « t ! t s es I = sn iM  « ected, 
Iuports, for ex ‘ nt g Dene ‘ ed as Xuries, 
ties, lique i l ‘ l ‘ but 
i! nsull ent \s ‘ ‘ i . = ! I ce to 
‘ \ t ; 
Abe auVvantiges are Phe prim i I ‘ s t] he colle ion of 
revenue would } \rI ‘ ~ } eg r ent 
l collect would be é f ! mereial ac s. The e revenue 
d. the mor ‘ } ! e sper ed p nh anys e th nks 
CO erce « b é } ! eve en b Der he 
working, such : hy pe ted to 
py a place of res; sil ! r Governmer 
this time thers e1 f tl sands of persons emp f ) he | ed 
treasury in ‘ ( ( ‘ Und \ f our 
le cooperate to . t degree ‘ e) su Ke | s 
£ short of absurd I eve tl ei f I l r 
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himself wherever possible. And that it is possible for everyone, with the ex 
tion of those persons employed on jobs where their tax can be deducted by 
employer, to favor themselves is evidenced by the numerous cases that appe: 
court where taxpayers have been arrested for not favoring the Government 
equitably. And who can for even a moment believe that persons who dd 
their income through dishonest methods are going to be honest for a moment 
pay the amount due the Government according to law. 

I would like to see anyone avoid paying their proper share in the cost 
Government if all revenue was collected at the producers’ levels. 

In this appeal for the enactment of a sound revenue measure I could w 
many pages, and offer indisputable facts in support of this proposal. | 
this should be unnecessary. However, I do want to point out that aft this t 
the Federal Government is reported as being in debt to the extent of $260.0 
000,000. This debt was accumulated because of the lack of a sound and 
fiscal policy And it cannot be paid off if such a policy is continued. 1 
such a policy the Federal Government has no standard whereby it can 
going into debt. This is true because the Government has unlimited credit 

In conclusion, 1 want to repeat that the basic source of our national) 
services. Through recognizing 


I 


is the production and sale of goods and 
fact it is possible for the Government to limit its spending by merely keeping 
expenditures in harmony with production and sales. Unless it does 
will simply mark time, because the more it spends the greater will be the cost 
price—of the things it buys. And the public also will be required to pay 
for what it also buys. Therefore more and more money will have to be p1 
and borrowed, and more and more interest will have to be paid bond and 
holders, and less and less goods aid services will be available becauss 
will require more and more Federal employees to handle the accounts and co 
the taxes 
I do, indeed, hope that the Committee on Ways and Means have a suffi 
understanding of the basic principles of economic to prompt them to prepa: 
measure that will be in harmony with our ability to produce and 


revenue 
Production without sales is of no value. Sales wit! 


the things we produce. 
products is impossible, 


Yours truly, 
Cuarwes C. Kin 


(Whereupon, at 3 p. m., the committee recessed to reconvene 
Monday, March 19, 1951, at 10:30 a. m.) 
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MONDAY, MARCH 19, 1951 


Hovusk or Representatives, 
COMMITTEE ON Ways AND MRANS, 
Washington : D. ¢. 

The committee met at 10:30 a. m., pursuant to recess, in the Ways 
al d Means Committee room, New Hou e Othice B uldn vo, Hon. Robert 
L. Doughton, chairman of the committee, presiding. 

The Cuarrman. The meeting will come to order, please. 

This day has been set apart by the committee to give Members of 
Congress an opportunity to testify on our problem of raising addi- 

nal revenue for national defense 

Mr. Coorer. I ask unanimous consent that all of our colleagues 
desiring to do so may have permission to extend their remarks in the 
record at this point or later during the day or tomorrow. 

The CHAIRMAN. Without objection, the request is acreed to. 

The first witness this morning is Representative Regan, from the 
state of Texas. Cor oressman, will you please vive your hame and 
afliliation to the stenographer for the record. 


STATEMENT OF HON. KEN REGAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Recan. Mr. Chairman and members of the committee, I am 
grateful for the opportunity « f appearing before yout «lay to express 
my views. 

Petroleum is the major industry of the west Texas area which I 


] } 


present. This general area, designated by the Railroad Commission 
f Texas as district 8, supplies nearly 15 percent of all the oil produced 
the United States. West Texas has been an area of important de- 
lopment of new resources and is still considered one of the most 
omising areas of future discoveries. Under these circumstances, any 
sure which affects the oil operations in west Texas and the sup- 
plies which we will make available to the people of the United States 
s of great concern not only to my constituents but also to every con- 
er of petroleum products. 
lhe proposal of the Treasury Department to change the tax provi- 
is relating to depletion and intangible drilling costs constitutes a 
rect blow against all consumers of petroleum as well as against all 
operators. I can assure you from personal knowledge of petroleum 
operations in west Texas that the sharp increase in taxes proposed by 
e Treasury Department will promptly mean less drilling, therefore, 
development of oil; therefore, smaller supplies of oil for the 


2539 
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future; and, therefore, higher prices to consumers for the limit 
supplies which they will be able to buy if the Treasury's tax propo 


1S adopted. 
It takes a lot of money to carry on the search for oil and drilling ‘ 


~ - : ; 
new wells in an area like west Texas. In 1950 there were more t 
| 


1.700 wells drilled in railroad commission district 8 with an agg 
gate depth of more than 20,000,000 feet. The cost of that drill 
was probably about $250 million, a good deal of which was spent 
hol in spite of the successful disc overles, and there have by 


dry 
some good ones in west Texas, the average results are not spectac 
It would t ike a vreat deal of oil to pay for the st of drilling L. 
Zs period of 


wells ai d then operating those wells ove) 
in order to recover the mone risked in th 
which keeps the business is 
able retul [ é 
the matter of taxes, for the operator must look at 


taxes as against his money risked in the bi 


ells. That prospect mei 


his income a 
Lness, 
pletion allowance fr 


l} Lyre - ry’ proposal to ! d ice the de 
S. Specifi i 


l> percent meansas arp mecrease nh tax 
y Department proposes to subject an additional 12.5 . 
fross income to taxatiol t arate which will probably b 
, orporal ons and quite heavy for individual operatlo 
nerease in taxes means that the Treasury Departm 
l k ne for a one-sixteenth interest in all of the oil produ 
. other words, the increase in taxes alone is half of the amo 


landowner as his share of the product 


is normally paid to a } 
] 1] ] pal 


rddition fo allt of the taxes ulre uly be lis 


by the operators, It co 


arve idditiona! } hi ere can be no quest 0 
fluence on future ty and d scovery. 
“«l me when the Treasury Departmen 
ng to depletion of oil development in 1950 becai 
‘testimony re} ly submitted to the House Way 
ittee shows that the method and rate of providing 
properties are co t. It surprises me e' 


il-producing p 


Treasury Department ewing its ittack Ol 


tive 
i 

. . ’ 

time when oll supp l more important than ever !f 
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I do not see h we ci afford to take a ch 
muir ot ld 
i: 
e of bu lding ip o 
asury’s tax prop 
‘to the requirements of our 
» concerned with measure 
development of oil ither t] 


sal ot the Treas 
pore dl ction would hurt 


funda el tal reason why il sho be rejected. 
hurt consumers by reducing their supplies of oil and 
pay oher prices for casoline id other refined products. 


ri! 2eCO a ! mon why the Tre istl v's proposal should be rey 


Fi illy. | 1] nypure all areas I which oil exploration and proa 
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tion is now a major part of the economy. Specifically, it would mean 
that an area such as west Texas would suffer a decrease in employment 
and payrolls and general business activity. That is another reason why 
this proposal should be rejected. The evidence against this proposal 
s so convineing, as demonstrated by the re ord presented in the past 
ind to be presented to your committee in the course of its hearings, 
that the proper course of action seems to me clearly to be that of 
rejecting the proposal. 

The Cuarrman. We thank you, Congressman, for your appearance 
ind the information given the committee. 

Mr. Reean. Thank you, Mr. Chairman. 

The Cuamman. Our next witness is Congressman Lyle, also from 

e State of lexas. 


STATEMENT OF HON. JOHN E. LYLE, JR., A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. LYLP. Mr. Cha rman and gentle men of the committee, | believe 


vital to the national defense, as well as to the domest economy, 

bat percentage cle plet on for oil and vas be continued at the present 
rate of 2714 percent. I realize that this subject is well understood 
by the committee and that previous witnesses have ably presented facts 
and arguments in support of this view. I do not desire to burden the 
committee with a le ethy and repetitious statement. 

Gen. Ernest O. Thompson, a member of the Texas Railroad Com- 
mission and an internationally recogn zed author Vy on thie subject, 
stated in his testimony before this committee: 

“It is not too much to Say that pers leum protects freedom. Our 
tanks, our ships, our planes and trucks all require petroleum in great 
quantities. If we are to remain free we must be strong. Our Armed 
Forces move on oil (one lay without oil v ould pal fe our 

ny. Petroleum } ropels the machines of defense. } . gentlemen, 

troleum protects freedom.” 


eCOllL- 


Phat, in my judgment, Sno overstatemie . 
It is the view of General Thompson, as well as the view of every 
erson I know who niliar with the peculiar problem of oil pro- 
ction that percentas 


nakes possible the 
st and expensive ex ition : lrill Iie rece \ to the r”lequate 
erves of petroleum ituri S. ‘ . the lepletion 
lowance at the existing rate was estab ed L326, it has been 
1 


der attack and the subject of study by this nmittee and by the 
Congress many times since, but without any change. The discovery 


d the production of oil and the financing of these operations have 


ome adjusted to this depletion prin ple at 2716 percent through 
il 


e years and experience has demonstrated its great value. ] am 


sure it is the opinion of al] witnesses appearing before you who are 
uniliar with the problem that the rate of exploration bears a direct 
relation to the percel tage ol deplet a allowed, at d that any reduction 
the historic 2714 percent will be immediately reflected in the cur 


ment of exploration ana drilling of new wells. 


MOLL 
ential to the continued operation of the small tripper wells. Most 


ese are operated by individuals and small concerns. On the av- 


Furthermore. pere entage deple tion at the present rate is al ] tely 
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erage, these little wells produce only about 3 barrels per day and thy 
relative cost of their operation is therefore high, but there are mo: 
than 330,000 of them in the United States. In the aggregate th: 
produce almost one-fourth of the national production of crude o 
Were these operations to be suspended or seriously curtailed it wou! 
not only put a lot of small operators out of business, but in this time : 
national emergency it would threaten the security of the Nation. 

I trust, therefore, that this committee will see fit to continue the p 
centage allowance at its present rate. 

The Cuarmman. We thank you, Mr, Lyle, for your appearance a) 
for the information given the committee. 

Mr. Lyte. Thank you, gentlemen. 

The Cuarmman. Hon. Carl D. Perkins, of Kentucky. 


STATEMENT OF HON. CARL D. PERKINS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KENTUCKY 


Mr. Perkins. Mr. Chairman, my name is Carl D. Perkins, Rep 
sentative from the Seventh District in Kentucky. I appear here tod 
in behalf of the coal industry, and to ask that the present deplet 
allowance on oil and gas be maintained. 

The coal industry, in my judgment, should receive the utmost c 
sideration. At this time it would be suicidal to eliminate the dep) 
tion allowance on coal. Perhaps this committee is laboring under t 
impression that the marketing conditions for coal are good in vi 
of the present emergency, but in my congressional district we hay 
large mines running only 2 or 3 days a week. At the same time, 
are mining some of the best coal in the world. Many of the operat 
operate on a very slim margin of profit, while others have continuou 
gone broke over a period of the past OD vears. It is my view, in t 
event this committee was to follow the suggestion of the Treasure: 
depriving the coal producer of this depletion allowance, that « 
Government would lose money in the long run instead of gaining a f 
dollars temporarily. 

The 5-percent depletion allowance is entirely inadequate. Exp 
sion of the coal industry would be beyond question if the Treasury 
suggestions were accepted. The small operators, in my judgm¢ 
would forget about the coal business. This industry has failed to 1 
ceive the consideration that it rightfully deserves from our Stat 
Department. It is now suffering from competition in having to co 
pete with residual oil dumped on our seaboard from foreign count! 
after a few big oil concerns have extracted their first profits fro. 
the crude oil, and in many instances, trying to compete with su 
products manufactured by slave labor at very little cost to the b 
oil concerns who have invested in foreign countries, 

I feel confident that you gentlemen are acquainted with the wast 
involved in the coal industry. Perhaps the waste in this industry 
exceeds that of any other industry. Safety items and equipment « 
are excessive. From the standpoint of the welfare of the coal 
dustry the depletion allowance should be increased—that is, if we 
to keep the small mines in operation throughout the country—I wou 
say toa minimum of 10 percent. 
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I also maintain that the present depletion allowance of 2714 percent 
on oil and gas should not be changed by the Ways and Means Com- 
mittee. This depletion allowance has been reviewed almost periodi- 
cally by this committee for 25 years. In my judgment, the record dis- 
closes that such allowance is necessary in the event we are to have an 
increasing oil supply essential to the Nation’s demand ; and for indus- 
trial expansion to take care of the increased demands brought on by 
world situation. 

In my own congressional district we have hundreds of small inde- 
pendent producers of oil and gas. I believe if this depletion allow- 
ince of 2714 percent is removed that it will destroy the incentive for 
further development on the part of the independent producer. This 
provision in the law for a quarter of a century, to my way of think- 
ng, has made a great contribution toward the rapid development of 
the oil and gas fields in eastern Kentucky. The independent producer 

most instances has taken a chance on developing what might be 
termed the “wildcat leases” in the unexplored territory. In most in- 
stances dry holes resulted from the drilling. 

There is a much greater risk in drilling for oil and gas than most 
people realize. It is highly probable that a dry hole will be found 
in close proximity to a good well. Success in oil and gas development 
isto a great extent a gamble. The independent producer has been able 
to carry on only by reason of the depletion allowance. It is my belief 
that the independent producer is more responsible than any other 
group for the increase in our supply of oil and gas in this country. 
The records will dislose that more than three-fourths of the leases 
drilled in the United States during the past year were nonproductive. 

Depletion is the means by which the capital is maintained for the 
drilling of these exploratory wells. It is apparent that the need exists 
today more so than ever before for the incentive to put private capital 
nto the drilling for oil and gas. In times like these new territory 
should be explored. It stands to reason that very few exploratory 
wells will be drilled in the event this statutory depletion allowance 
is removed by this Congress. The individual incentive to invest will 
not be there. The independent producer will have the tendency to 
leave the oil and gas business and invest in real estate or some other 
business where the risk will not be so great. The large producer 
usually follows the small producer after exploration has been made. 

[ realize that there is some merit in the contention that some pro- 
lucers are benefiting immensely from the depletion allowance, but in 

hose instances you will find that those companies have an enormous 
umount of capital invested in the drilling business and most of them 
are paying a fair share of taxes not only to the Federal Government 
ut to the various States and county governments. If the Treasury’s 
proposal is adopted by this committee there is no doubt in my mind 
but that ultimately the Government and States and local governments 
vould lose millions in taxes rather than gain millions as suggested 
by the ‘Treasury. Again, these large companies purchase the vas from 

e independent producer. This depletion allowance is a contribut- 

g factor in keeping the price of both oil and gas down considerably. 

These are mv own personal views. I appre ate the opport initv to 
place the problems of my district before your committee. I realize 
hat this committee must write legislation for the benefit of all the 
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people of this Nation. But at the same time, I believe that the natio 
interest can better be served by maintaining the present depletion 
lowance on oil and gas, and granting an increase in the deplet 


allowance on coal. 
The Cuarrman. Hon. George Mahon of Texas. 


STATEMENT OF HON. GEORGE MAHON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Manon. Mr. Chairman. I do not think it necessary for ) 
to cumber the record with a lengthy statement about the urgent nec 
sitv for the continuation of the 271, percent depletion allowance 
oil. The existing law as to oil depletion is sound and a reduction 
the depletion allowance would reduce future production and inju 
the defense effort. 

The Cuarmman, Hon. J. Frank Wilson of Texas. 


STATEMENT OF HON. J. FRANK WILSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Wiison. Mr. Chairman and gentlemen of the committee: ‘J 
proposals, now being considered by this committee, to reduce the a 
lowance for percentage depletion for the oil industry would work 
a severe hardship on this industry in general, and especially 
smaller operators who have depended upon this allowance to finance 
them in the hazardous and expensive business of prospecting for new 
reserves. The constant search for and development of new source: 
of supply can hardly be minimized as oil is vital to our country 
peace, and doubly SO in case of war. 

As you know, the depletion allowance was actually born of 
having been enacted in 1918 at a time when the Government 
fearful that the petroleum reserves, So essential to the conduet 
war, might become inadequate. To guard against such a catastroy 
the legislation was enacted bringing into being a depletion allowa: 
for the specific and expressed purpose of stimulating and encourag 
the discovery and production of additional oil. It was later ree 
nized that this was a proper and logical depletion of capital 
that should be continued during times of peace, as well as wat 
all conceivable times to talk about withdrawing this stimulant 
encouragement to the cliscover) and production of oil. this pres 
period of war is surely the worst. 

The proceeds from the sale of crude oil are not actu: ally income 
that term is ordinarily used by you or me to represent compensat 
received for profession: al services rendered by a physician, lawye 
architect, or salary received in the capacity of a banker, secret 
steel] manufacturer, or, for that matter, as a Member of Congr 
Rather such proceeds represent the sale of capital assets in the fi 
of oil taken from the owner's capital reservoir in the ground 
discovered and produced by such owner only at great risk and exp 
It is really more nearly like the sale of agricultural products oro 

i the surface of the ground, in connection with which sales the far 
s taxed not on the total proceed from the sale but only upol 
profit actually realized by him. Only to the extent of the 271% | 
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ent depletion allowance is it recognized by the Government that 
t 1s actually dealing with the sale of capital assets. The other 72! 2 
percent is fully taxed as though it represented ordinary income. 

~ It has been seen fit to describe this situation which. even with the 
97S percent depletion, is an onerous one upon the owner of capital 
assets in the form of oil a “tax loophole.” 
| know that it is no such thing. 

One of the major objectives of the Defense Department and Interior 
Department is to obtain a greatly expanded potential for the pro- 
duction of oil. If this is their objective—and certainly 

d sensible one—Wwe should be talkin 


l am sure that you and 


y it is a sound 
v about inere islhy the depletion 
illowance, not decreasing it. 

There seems to be a col flict bet ween the desire and recognition on 
the part of the Defense and Interior Departments for more oil and 
the move of the Treasury Department which It sugevests will result 
nm some increase in tax revenues. Of course. we all know that more 


money must be obtained through taxation, but surely not to the point 


ot jeopardizing the supply of the No. 1 war essential, oil. Further- 


more, any action of the Government 1p discouragi gy the discovery 


ind production of oil would. in all probability, be a boomerang even 
f taxes were considered alone and the ultimate tax revenue would 
be decreased. But the matter of increase or decrease of tax revenue 
n this connection is relatively insignificant in comparison with the 
critical need for more oil. 

Defensively nothing Is more important to the Nation than oil. 
Economically nothin 


r 


S much more important to ‘Texas. 
The reason we have such a great oil industry is that we have men 
with the know-how and corporations W lling to take great risks to 
find oil. The rich rewards furnish the incentive. Eliminate or 

rtail the incentive too greatly and our present reserves will be 
juickly clissipated and no new ones will be found. 

With labor, machi ery, Casing, al a ot 
tastic heights, a reduction in 1 


rd blow. It would lower the 


ner Costs nereased to fan 


ie caeptletlo Liiowance would pe a 
Incentive, slow dow?! exploration 


ence many drills, and dry up one of the greatest sources of taxable 


ome we have. When and if we get into all-out war and the 


mple- 
ts essential to the \ wing of war are nye ; a \ [] 
to supply it quickly. 

The drilling and exploration for oi] to further bu 


very hazardous, a ' is costly, procedurs ania 


{ protected mn some wav so that one or two operat ons i not 

ent rely take the 1 depel dent oil man out of business in the event of 
aqaents ol humatr ta lure. whicl Cul eas ly Lat} pen, ana dloes =0 
nly a few minutes’ time. 

| e economy of the State of Texas. toa creat degree, 1s tied up Wl 


production of natural resources, and these industries furnis 


irge portion of the revenue for the support of the State governme) 
vell as its public school systen and othe programs vital 
servation and maintenance of this economy. 
severa] oil-produc Ing states 1n the N ito! x 

Mar \ of these nde pe naent oll men. See k ne’ o 1 tl ro 
W ldeatting, must continue on the present basis or 


ess thus creating unemployment, as well as t! 
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pling and damaging of vital sources of oil within the over-all indust 

I cannot emphasize too strongly the absolute necessity for the ret 
tion of the 2714 percent oil depletion allowance, and i urge that 
Committee on Ways and Means recommend its continuation at 
present level. 

Let me take this opportunity to thank the chairman and mem! 
for their indulgence in this connection and for their serious study 
consideration not only of the facts as set forth above, but of t! 
facts testified to by the very able and experienced gentlemen in 
field of endeavor who have come before this distinguished commit 

The Cuarrman. Hon. Lloyd M. Bentsen, Jr., of Texas. 


STATEMENT OF HON. LLOYD M. BENTSEN, JR., A REPRESENTATIVE 


IN CONGRESS FROM THE STATE OF TEXAS 


Mr. Bentsen. As a Member of Congress from the country’s great 
oil State, 1 have a keen interest in the proposal being made aga 
the Treasury to reduce this allowance from 271% percent to 15 per 
Texas last year produced more than 42 percent of all the oil extra 
within the boundaries of the United States. Oil as you well k 
is vital to Texas and to the Nation, both in peace «ty in war. 

he recommendation which has been ioe to you, if enacted, 
seriously impair the future production of a vital civilian and milit 
commodity. The wisdom of the present legislation which dates fr 
1926 is to be found in the continued growth and expansion of 
industry whose death has been so frequently forecast. We have hea 
so many times that the supply of oil was about to be exhausted. 1 
the industry has searched and explored and drilled ever deeper 
has found new sources never known to exist. The principle of | 
centage depletion has been so sound that its continuance has withst 
several attacks by the Treasury. This committee has not only vot 
to continue the principle for oil, but has extended its application 
other minerals as well. 

Phe current issue, however, is not the principle of percentage ck 
tion, but whether the 2714-percent allowance is excessive. Thx 
industry vigorously denies that it is excessive. The industry, e: 
cially the independent producer, considers it essential to conti: 
healthy growth and deevlopment. Expansion is more necessary | 
ever. The Bureau of Mines forecasts a 6.2 percent increase in 
demand over that for 1950. We are not too far away from W 
War II to forget the — impact of war on the need for oil. K 
vill keep this thought before our eyes. We must be assured of 
clomestic supply. We m: LV not be able to count on forel 1g2n import 
till less than one-eighth of domestic production—in the event of 1 

Closely associated with the need for percentage depletion—in {1 
the major reason for it—is the necessity of providing the oil indu 
with the incentive to seek new oil fields. As one field becomes ex 
hausted, there must be a new one to take its place. That invol\ 
risk—very great risk. The finding of oil depends very largely 
wildeatters. They get out in advance of oil demands, explore 
territory, drill in the hope of finding new wells or fields. They 1 
take chances. They must run risks. How great a risk is made « 
by the fact that in 1950, according to the magazine World Oil, : 
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13 percent of the 7,780 strictly wildcat wells yielded oil. In the last 
38 years beginning with 1913, approximately 88 percent of the strictly 
wildeat wells were not productive. 

To repeat a thought which I have previously mentioned, we must 
be prepared against the day when outside sources of oil will be closed 
tous. We must be prepared against the day when our military will 
depend exclusively upon an adequate source of oil within our own 
geographical limits. The fact that our oil reserves have usually in- 
creased year after year is a tribute to the wise legislative policy which 
gives us the present depletion allowances. Expansion of our proved 
oil reserves has been great; however our demands have also increased, 
often more rapidly. Even in 1950 when our net reserves of crude oil 
increased by nearly 11% billion barrels, the demand increased even 
faster and the ratio of reserves to production fell slightly from 13.6 
to 13.5. We hope that another world war will not be needed to pro- 
vide the proof again of the wisdom of the present depletion legis- 
lation. But if war comes, we must be ready. If Congress reduces 
the present allowances we shall be less ready. 

It is not pleasant for me to continue to argue the threat of war as 
the reason for a certain tax policy. We are convinced that the present 
legislation is sound, war or no war, but the threat of war is indeed 
a powerful reason for not making the changes suggested by the Presi- 
dent. It is important to emphasize over and over again that it is 
necessary to discover and develop more than 3 billion barrels of new 
oil each year if reserves are to keep pace with demands. It is not pos- 
sible to discover oil fields on short notice. Long search and research 
are essential. If and when a world war comes, there will be no oppor- 
tunity to develop new organizations. There will be no time or ma- 
terials to go wildcatting for new wells. 

Che statistics which I have presented on the dry wells drilled by 
wildeatters shows the great risk involved in seeking new oil fields. 
When the wildcatter brings in a productive field the reward is con- 
siderable. If taxes were to reduce that reward, incentives would be 
lowered. Percentage depletion has encouraged producers who have 
brought in one productive field to risk their earnings in new explora- 
tions. It has encouraged others to seek risk capital which is often 
difficult to get. Money for wildcatting cannot ordinarily be obtained 
by bank borrowing or from the sale of stock. Exploring for oil has 
been largely built around percentage depletion. Percentage deple- 
fion has now operated successfully for many years. It would be most 
unfortunate to institute any changes which would cause a disintegra- 
tion of the remarkably effective exploration organization which we 
have, 

\ reduction of percentage depletion allowances would hit two 
segments of the oil industry very hard. They are the small inde- 
pendent who does most of the wildcatting, and the operator of stripper 
wells. First let us look at the independent. 

rhe small independent operator is the pioneer of the industry. He 
s engaged frequently in economically hazardous exploratory work. 
He drills about three-fourths of the wildcats. When he brings in a 
well he has the alternative of selling it or operating it. If he retains 

ind this is the important part of it from the standpoint of per- 
entage depletion—he can use the profits from current operations, 
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and borrowing on the strength of proved reserves, for future eXp 
ratory work, 

It is important to encourage this holding and additional explo: 
tion or the independent will be eliminated. One unfortunate co 
quence of this may be the shifting of all wildcatting to the big ii 
grated business. This will be one more example of a small busi) 
eliminated because of the operations of the income tax. 

I referred pre\ iously to the importance of preser\ ing the operat 
of stripper wells. These are the wells which produce very small qu 
tities of oil. It goes without saying, however, that no well should 
closed until the last available bit of oil is brought to the surf 
Once a well is closed, oil remaining therein may be lost forever. ] 
was recently estimated that there are nearly S billion barrels ot « 
underneath stripper wells. Some individual wells yield as low 
one-tenth barrel a day. The average production of the entire 11948 
wells in Ohio, Pennsylvania, and West Virginia is less than ha 
barrel a day. Obviously, the operators of these wells will be reluct 
to continue them or to resort to additional expense to lncrease | 


| 


production if a very substantial part of the return therefrom is lost 
taxes. This means that oil they would have produced will be 
forever. On the other hand, if the 2714 percentage depletion all 
ance is continued, there may be sufficient inducement in the fut 
as there has been in the past, to keep the wells going and thus « 
would be produced that would otherwise be lost. 

As a final word, let me say this: Depletion allowances are reall, 
recognition of the fact that the extraction of oil from the ground ane 
its sale is not unlike the sale of other property, and should be tax: 
in the same way as other capital assets. The Fifth Circuit Court 
Appeals has said in West v. Commissioner (150 Fed. 2d 723 (cert. di 
U.S. Sup. Ct. 326 U.S. 795) ): 


* * * may be regarded as a substitute for the « 


The depletion allowance 
ins allowance where the taxpayer, instead of selling, leases or op: 


ital gal 
his own mineral holdings 

In the case of profits of individuals from the sale of capital ass 
held for more than 6 months, only 20 percent of such profits are re 
ognized. Similarly in the case of oil, the law limits the 2714 perce: 
deplet ion allowance to 50 percent of the net income. In the absences 
Sic h a provision us the percentage depletion allowance, many Ope 
ators would have to sell their properties thus getting the benefit 
the capital gains provision which limits total taxes to 25 percent 
actual profits (i. e. 50 percent of 50 percent of profits). 

The depletion allowance encourages the independent operator 
operate his property rather than forcing him to sell out to the | 
company via capital gains. 

The Caainman. Hon. Edward H. Rees of Kansas. 


STATEMENT OF HON. EDWARD H. REES, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KANSAS 


Mr. Rees. Mr. Chairman, there has, in my opinion, been some 1 
conception on the part of a good many people, including those i 
administration, with respect. to what is known as the Oil Deplet 
Allowance Act that became effective in 1926. It is not a tax measur 
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nor an avoidance of tax. It represents a return of a part of the 
capital to those who are engaged in an extremely speculative, or per- 
haps I should say hazardous, business of exploring for oil. 

The business of exploring for oil is highly speculative because of the 
uncertainty attached thereto. I know of no other industry with so 
many hazardous implicat ions, nor one as expensive. 

1 am informed that during last year approximately 80 percent of all 
of what is known as wildcat wells drilled in the United States were 
dry. Approximately 16 percent were oil producers and 4 percent gas 
wells. I would not be misunderstood. This applies only to what is 
known as wildeat drilling. It should be observed that drilling for oil 
n what is known as the proven area Is stilla — Of all such wells 
drilled last year described as development wells, 25 percent were dry, 
66 percent produced oil, and 9 percent produced gas. Independent oil 
producers tell me that on the average In the United States, it is esti- 
mated that 8 out of 9 wild cat wells are dry. Even with the uncer- 
tainty I have described, independent producers have continued to 
expand their exploration for oil. 

You may be interested in knowinis thel we are presently importing an 
iverage of 1 million barrels per day. This compares with 850,000 
barrels in 1950 and 440,000 barrels in 1947. This indicates we are 
following a tendency to increase our reliance on uncertain sources of 
foreign production. So I want to reemphasize, if I may, that we had 
better offer more, rather than less, encouragement to our domestic 
producers. 

At this critical period in our history when oil in regarded as one of 
the most important munitions of war, it is extremely important that 
we make this product available in suflicient quantities and that we not 
be require «1 to look across the seas for any more of this extre mely vital 
product than is absolute ly necessary. 

There is another phase that could well be considered, and that is that 
the dep yletion allowance Is reflected in lower prices on vasoline for D0 
million car users, including 8 million truck operators in this country. 
If this depletion allowance is removed, home owners will pay more for 
their fuel oil and it will cost railroad companies more to operate their 
Diesel engines. So any taxes that may be collected by reducing the 
depletion allowance will be reflected in greater costs to the general 
| blie. 

Now I would like to call attention to the manner in which this 
proposal would affect our own State of Kansas. I think you know 
Kansas is one of the greatest oil and gas producing States in the Union. 
Kansas is also « ontinuing its exploration and its production. . During 
1949 there was a total of 3.387 oil wells drilled in Kansas, of which 522 
were wildeat wells: ] 1254 of all wells di illed were dry holes. In other 
words, 37 percent of all wells were dry holes. Of the 522 wildeat 
wells, 400 were dry. In 1950 4,010 oil wells were drilled in Kansas; 
1,565 of these were dry holes. Notwithstanding the number of dry 

les drilled and the increased cost of drilling them, and inciden tally, 

osts approximately $32,500 to drill and equip an oil well in Kansas 
our State continues to show increased production of oil over previous 
years. Kansas produced last year on a daily average 293,750 barrels 
of oil from 30,166 wells. Kansas has proven oil reserves in more than 
{ million barrels. ] eall your attention to these figures to impress, if 
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I may, the importance of the protection of the oil supply and the 
production in this country. 

Millions of barrels of oil have been made available by introducti, 
of secondary recovery methods in what is known as “stripper” 
fields. ‘There are more than 16,000 “stripper” wells in our State cove: 
ing more hen 200,000 acres of land. 

As suggested above, because of the depletion allowance under 
act of 1926, producers have been able to explore and develop approx 
mately 110 million barrels of new reserves over last year, or a g 
of approximately 15 percent over the year before. In my judgment 
the removal of the depletion clause would cripple g greatly and wi 
hasten the end of this great industry that is so vital to the welfa: 
of our Nation, and so important to the American standard of liv: 
and still more essential as a part of the defense program. 

If Congress wants to encourage this great industry, if it really wants 
to protect this country in its stoc kpiling program, if it wants to do t 
thing that I believe is for the best interests of the American people, 
will continue the present depletion clause in the revenue act, a: 
incidentally, restrict imports to a figure that will supplement but 1 
supplant the production of crude oil in the United States. 

The Cuarrman. Hon. Jack Z. Anderson of California. 


STATEMENT OF HON. JACK Z. ANDERSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Anperson. I am glad to have this opportunity to speak to y: 
committee regarding the problem of percentage depletion as it atfe 
the interests of California’s Eighth Congressional District. 


Since we produce very little oil in our area at present, we are 
terested primarily in finding it, so I want to speak to you briefly a 
the exploration phase of the industry as it relates to the ietere 
fare of the counties of San Mateo, San Benito, Santa Clara, and S 
Cruz. 

Some of California’s very early oil development was in our 
but there has never been substantial production. Nevertheless 
operators have always manifested an interest, and from time to | 
land has been leased and wells drilled. 

In fact, just last spring there were three tests drilled in the 
western areas of San Mateo County, although none of them f 
commercial production. Now I am told there is considerable lea 
activity in Santa Cruz and San Benito Counties, with a renewed | 
bility that there m: iy be further exploration. 

It has always been a source of amazement and interest to mi 
oil men will keep trying and trying an area, although it has 
ingly already been tested. But you have all doubtless heard eXxal 
where many have failed, but one man, as in the case of Cuyama Va 
has finally come along with a rich str ike. The ceaseless e hors 
pays. We on the fringes of what is now oil producing are 
particularly anxious to see to it that this search continues. 

And so any change in the tax structure that affects oil explorat 
of paramount interest to districts like ours. The many pr 
owners who have land leased for oil exploration have recen 


minded me of this. 
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[ have often heard the depletion allowance referred to as “dry hole 
money.” That is not quite true, since there is no earning involved in a 
dry hole, so no tax is paid. But when an operator does find substan- 
tial production, he must earn enough to recover the cost of digging the 
nonproducers or he won’t stay in the oil business very long. If the 
tax structure is such that it taxes a successful venture so heavily that 
no money is left over for reinvestment—for further search for oil— 
then it in effect is liquidating the petroleum business. 

I cannot emphasize too strongly the fact that districts like mine, 
which are now nonproducers, feel they have a very heavy stake in the 
retention of depletion at the level which has proved successful so far. 
If anything, the allowance is inadequate. It should not by any means 
be reduced, 

The Cuairman. Hon. Walt Horan, of Washington. 


STATEMENT OF HON. WALT HORAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WASHINGTON 


Mr. Horan. Mr. Chairman, my purpose in appearing before you 
today is to protest the suggestion of Secretary Stiyder of the United 
States Treasury, in his statement before this committee on February 
5, 1951, that the present exemption of State and local securities from 
Federal taxation be removed. 

Wholly aside from the very pertinent point that Secretary Snyder’s 
proposal is not constitutional, I would like to point out some of the 
merits of the present exemption. 

The purpose of this exemption, when it was originally enacted, I 
believe, was to give preferential advantages to States and localities in 
necessary borrowing—advantages over private borrowers, that is. The 
need for this preferential treatment in the matter of taxation of 

come from State and local securities is even more necessary today 
than it was at the time when the exemption was granted. The facili- 
cessary to the eflicient operation of both States and localities are 
ely more numerous—and more costly—than in bygone years. 
rhe tax-exempt feature of State and local securities has been, and 
still is, an extremely effective factor in obtaining vital financing in 

petition with private securities. 

In the final analysis, there is but one common reservoir from which 
money can flow into public or private securities; that is, the reservoir 
of the savings of our people—the amount of money they have left over 
after coping with the cost of living, which is vastly higher than it 
used to be—the amount of money left over after greatly increased 
taxes at every level of government. 

Federal taxes and Federal financing have diverted increasingly 
greater amounts from this reservoir, and, without doubt, will divert 
even more in the future. For their financing, in turn, States and 
localities must necessarily compete with private business for their 
essential share of the diminishing supply of money in this reservoir 
oT savings. 

Let us not now deprive them of the one preferential advantage they 
have enjoyed throughout past years of sound and constructive prog- 
ress. Let us not now remove the present tax-exempt feature of State 
and local securities—the one factor that has proven so effective in 


ties ne 
r 
i 


niin 
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enabling them to finance the facilities and improvements essentia] 
this progress at the lowest possible interest rates. 

May I thank the members of this committee for granting me | 
opportunity to be heard in protest against removing the tax-exe) 
tion feature of State and local securities. It is my sincere hope t 
you gentlemen may see your way clear to complete the tax bill wit! 
resorting to this drastic change in the taxing policies of the Gov 


ment, 
The Cuarmman. Hon. John J. Allen, Jr.. of California. 


STATEMENT OF HON. JOHN J. ALLEN, JR., A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Auten. Mr. Chairman, I have been requested to present 
views concer! ng the proposed Federal taxation of State and 1 
Ipal SECLUPITICS of the municipalities of Oakland, Berkeley, and Pp 


mont, Calif., which are in the district I represent. 
Attached to this statement and a part thereof are the folloy 


‘ommunicatl 
0 Rishell and City M 
tion of the City Council of Oak 


the Board of Port Comission 


Lette er, Vy manager of Berkeley 

Certil Council of Piedmont, dated Mar 
1951 
It IS resper tfully request dl that the committee consider the atta 
commuhicatiol! during its delibet tions on the question of taxat 
of State d mun cipal securities and that this statement be m 
part of the record of the hearings, if appropriate. 
(The « nmunications referred to follow: 


} 


\l S, wiles 
ilding, Washington, 
AnLeEN: The Oakland Cit: i 
neg re lution Resolution protesting the pro d Feder 
nd municipal securities: Resolved, That the City Coun 
phatie protest against Mr 


‘oun nous 


if.. herebv expresses e! 
the House Ways and Means Committee tha 
Fede ri ti on and urges that 


subjected t 

itallvy needed public improvements: will defeat 

ts by resulting interest increase; will suggest 

income o owned ut ties, and will increase the interest pa 

burdened local taxpayers 
“Further d, That the strennous assista 


tives in opp. ‘ said proposal is re tfully petitioned.” 


nee of congressiona 


IL, 
Wa 


OAKLAND CiTry Count 
Criirrorp EF. RIisHeni 
F. Hassier, City Manag 


ort COMMISSIONERS, Crry OF OAK 


15228 or THE BOARD OF 
STATE AND MUNICIPAL SECt 


OPOSED F EDERAL ‘TAXATION 01 


ceded by Secretary of the Treasury Snyder, in 
on February 5, 1951, 


Wavs and Means Committee 
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oval of the exemption of State and municipal securities from Federal taxa- 
n would increase the cost of State and local borrowing; and 
Whereas that increased cost would be borne by the taxpayers or, more specifi- 
ally, the property owners of the State or city issuing the securities ; and 
Whereas taxing bodies at the State or municipal level already have placed upon 
prope rtvy owners ii heay burde which is not | ghtened Tit rely by reason of 
= heing necessary or e ntial to good government: and 
Whereas those bodies are more limited than the Federal Government 
ection of available sources of revenue, and their province should not 
purposes ; and 


r non! 


W here: ) ulation shifts and increasing industria 


ems for the western United States and necessary 
"y ! ned taxpayers ; and 
} . 


enable mu 


i1es so essentia 
me of the 
the net f 
pposing the 
eenth-cen- 
“) the 
with 


wif 


re of State and mun ) ut omy 
Now. therefore, be it 
Resolved, That this Board declares its ur } 
of State and municipal se« ities to Federal taxatis and that copies 
lution be furnished to Senators William F. Knowland and Richard M. Nixon 
i to Representatives George P. Miller, John J. Allen, Jr., Cecil R. King, and 
bert L. Doughton 
At a regular meeting held 
Ayes : Commissic } 


n No. 
‘alif 


RESSWM 


municip 
or not such 
uld appreciate your su I » city ion, and anything you 
lo to defeat this recurril uttemyl I , rt ‘the Federal Government 
up its revenues 
isking our city « I [ ‘ vial 1a certified copy of the resolution, 
Sincere ly, : 


Ross Miicer, Cit 
RESOLUTION 


lved, That this council protest urgently and unanimously against the 

n of the proposal of the Secretary of the Treasury to tax the income from 

pal securities, because this proposal, if enacted into law, would eliminate 
ture of municipal financing most attractive to investors and make vital 
rnmental financing more costly and difficult. 
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STATE OF CALIFORNIA, 
County of Alameda, City of Piedmont, ss: 

I, John D. Preston, deputy city clerk of the city of Piedmont do hereby ce 
that the foregoing is a full, true, and complete copy of a resolution of th« 
council of the city of Piedmont passed and adopted at an adjourned, rex 
meeting held March 1, 1951. 

[SEAL] JouHN D. Preston, Deputy City Cl 


Mr. Comps. Mr. Chairman, I ask unanimous consent to have ins¢ 
into the record at this point a statement by Mr. Homer L. Brink 
general manager, American Rice Growers Cooperative Associat 
Lake Charles, La. 

The CuHatrman. Without objection that may be done. 

(The prepared statement follows :) 


AMERICAN RICE GROWERS COOPERATIVE ASSOCIATION 
Lake Charles, La., March 
CHAIRMAN, 
Ways and Means Committee, 
United States House of Representatives, Washington, D. C. 

Dear Str: We have been deeply distressed at the admittedly hearsay e\ 
with respect to this association presented by Mr. Charles D. Smith befor: 
Ways and Means Committee on March 1 on behalf of his principals, the Beaw 
Tyrrell, and Comet rice mills of Beaumont, Tex. 

Mr. Smith has never had access to any of our books, records, or operations 
he could not possibly know anything factual about those operations, except 
as may be only a matter of general information in the rice industry. 

We will attempt herein to advise the committee as to our methods of d 
business and the relationship between our members and their organizat 

This association is a federation of 21 local member organizations, whic! 
referred to as “division organizations” or “divisions.” Individual far 
become members of these local or division organizations by membership a 
ment or stock purchase. Each is individually incorporated, and they (the div 
organizations) in turn own the American Rice Growers Cooperative Asso 
or what we refer to as the “central organization.” This ownership is evider 
membership contracts and/or stock certificates. Individual farmer meml» 

to the local organizations, and local organization membership ru 
ral association 
the very beginning, our operations have been based on sales 
ed by members to the rice mills on a sealed-bid competitive 
ominal fee is charged This fee in no case amounts to ! 
rating costs and sometimes less. A part of the fee colle 
rganizations is paid to the central organization, and this 
1 approximately a break-even basis. Most of our dollar 
| handled in this way, and it is essentially an agency r 
r our volume handled in this manner represented about 55 p 
ntable rice produced in Louisiana and Texas sy this 
ave established a greater d 
tances, and have returned to members prices we 
general average of the market. All proceeds so handled, less only tl 
fee, are returned immediately to the members at the time of sale. The 
alone determines the time of sale 

With respect to such fees for this service, the grower members have a 
control both as to amount collected and its disposition. In many of the d 
organizations members have elected to take cash patronage refunds Ir 
cases they have elected to reinvest such savings, if any, in the capital st? 


egree of competition, except 
eo 


of their associations 

With the advent of World War II came a desperately serious shortage « 
labor. making the use of combines in harvesting essential to economic oper 
The use of combines made it imperative to dry the rice as soon as it came 
the field in order to avoid complete deterioration in a matter of hours if 
its wet stage. At this point our members, and many farmers not our me! 
began a long-range program of providing themselves with these essent 
dryers and warehouses by ccoperative methods. In only two or three ins 
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did our member organizations have enough capital to even make a start on the 
construction of these essential facilities. In these isolated cases the funds had 
been slowly and painfully acquired over many years by members reinvesting the 
small savings from marketing fees credited to them with the hope that some 
day they would have enough to provide themselves with needed facilities. 

With the necessity for dryers, however, growers faced a very serious and imme- 
diately urgent situation. To build minimum drying facilities costs not less than 
$150,000, and the larger dryers cost as much as $500,000. With no other method 
of obtaining these facilities and services, our members set about raising the 
money themselves in each of their various member organizations. The customary 
practice has been, and still is, for the individual members to raise at least one- 
half or more of the cost by cash investment of their own personal funds, and 
borrow the balance from banks. The facilities were built and the farmers saved 
themselves from bankruptcy by their own efforts through their own organizations, 
In no case have these facilities been completely paid for, though many are 6 and 
7 years old. 

In our organizations there are different practices as to the payment of patron- 
age refunds. Some members have paid out cash refunds to themselves. Others 
have, by their own volition, chosen to reinvest their declared credits of refunds 
in improvement of capital structure of their association. 

In each and every instance the members themselves have complete control 
over such matters. In no case does this association or any member organization 
ever become the owner of any funds which may be saved over operating costs, 
Officers and boards of directors have no discretion in the matter. since this 
situation is a precontractual one between the organization and its members, and 
that contractual obligation is clearly stated, usually in actual bylaw provisions. 

At each annual meeting, members are advised of their equity accrual, or losses, 
in dollars and cents. What they do with respect to taking such earnings in 
cash or reinvesting in the capital structure of their own organization is a matter 
completely and entirely beyond the control of their organizations as such. At 
no time do those organizations become the owner of such funds. 

What we have said above applies equally to the central organization, which 
is owned by the member organizations and directed by a board of directors and 
membership representatives elected from among the farmer membership of each 
member organization. 

Members have increasingly recognized the need for improved processing and 
marketing facilities which could process and take their own commodity closer 
to the final consumer. They had long planned, therefore, to eventually acquire 
rice mills to do this job, and also to insure more sharply competitive practices 
among all rice mills. In many instances in past years, such competition has 
been notable chiefly by its absence, and State and Federal trade commissions 
have made several investigations of the matter on more than one occasion. 

Members believed, too, that more alert and pace-setting operations by their 
own organization would lead to better trade practices, better use of byproducts, 
more basic research, and protection against anticooperative practices which 
have become increasingly noticeable as their organization gradually grew and 
gained strength. They felt that any organization with less than full and across- 
the-board facilities and operations would be increasingly vulnerable in the 
light of growing antagonism. Furthermore, as our total economy has increased 
in complexity, our organization has had to either keep pace with vast new 
problems or fall by the wayside. 

With this in mind, therefore, the members and directors in 1944 directed the 
acquisition of a rice mill. Three years ago a second mill was purchased. These 
mills are operated directly by the central organization. Members directed that 
the policy be followed of acquiring rough rice supplies from members and patrons 
by means of a 100-percent market advance, which placed us in direct competition 
on exactly the same basis as other mills as far as price for the rough rice was 
concerned. The prevailing practice has been to confine such acquisition gen- 
erally to membership rice, although nominal supplies of rice are on occasion 
purchased from nonmembers, largely with the object of acquainting such farm- 
ers with the advantages of association membership; and many new memberships 
have resulted from this practice. In any event, such nonmembers are treated 
in exactly the same manner as members so far as allocation of either savings 
or losses are concerned, and our bylaws clearly set forth that obligation. In 
this respect we follow the letter and spirit of the regulations of the Bureau 
of Internal Revenue. In no year has the percentage of business so handled for 





2556 REVENUE REVISION OF 


nonmembers been more than a small percentage of our entire gross vi 
of business 
As for the manner of handling savings on our operation, the practic 
members has followed the pattern of allocating and declaring such savings, ; 
sometimes losses, direct to the member organizations or nonmember pat? 
on a basis proportionate to the amount of their own volume. Such alloc 
savings or losses are in turn taken into consideration in the member orga) 
tions’ own contractual relationship with its members. The controlling f 
here again is one of a precontractual obligation, and that principle is ck 
stated in our bylaws 
It is, therefore, quite apparent that neither the central organization nor 
member associations ever at any point become the owners of any saving 
operating costs. The members are entirely free to do as they please with 
funds as are credited to them. They may elect to take them in cash o1 
vest in capital structure either immediately, at a later date, or not at 
This association, either by its officers or directors, has no power to make 
decisions for them at any time 
The statement that our operations tend to bankrupt competitors is f 
ridiculous. Last year our organization had a net loss of over $200,000 
was c] : to our members. We have recently been informed of one 
organiz f comparable size which made a net profit of $831,000 after 
on a total volume of $21,000,000. We are informed of another, in atv 
same category of volume, which made a net of approximately $1,500,000 
taxes As for two of the three complaining rice mills, the owner of one 
is a multimillionaire, their large and consistent earnings, because of spr 
noncompetitive situations in the purchase of rough rice from farme 
matter of common knowledge in the industry. We flatly challenge any org 
ization to prove that its business existence or welfare is threatened in an) 
by our operation, or that our operation has impaired their net profits 
extent in excess of what might be expected from any other fair and keen « 
petitor in exactly their own operational category. 
As a specific example of one of many direct untruths, the representative of 
Beaumont rice millers stated of us that “members are only incidental.” Not! 
farther from the truth about our association, which is often pointed 
of tl ost democratically owned and controlled organizations in 
Me 
ions, undisputed masters of their organization in its entirety at all t 
Another example of a specific untruth is the statement that under “the p 
t ppose what is meant is the Commodity Credit Corporation | 
1) we “can borrow up to 90 percent of parity from the Govern! 
for the rising market.” We have never borrowed a dil 
Credit Corporation under the price-support program ar 
do so except on behalf of individual members. Since the) 
funds on their own individual account, there is no advantag: 
tion or the member in our borrowing such money for ther 


( 


mbers in this association are by practice, contract, and bylav 


; 


ice we have many times wished we were able to buil 
desperately needed to market it in a more orderly ! 
members will be urged to again dig deep into the 
itely needed bulk storage facilities. Time has pi 
not be built by anyone else 
we deliberately overbid the market, thereb i 
h and untrue Any organization following such a pr 
e head examined We do intend to see to it tl t 
full market price, and competitors are increa 
unhappy over our ability to implement this policy 
We could cite nerous specific illustrations of similar misstatements | 
on either irresponsible hearsay or pure fabrication 
If expanded operations and handsome net profits of established rice mills 
be used as a measuring rod of the effects of our operations, we could r 
establish at our competition has actually been beneficial indeed. On 
complaining rice millers has recently purchased a large rice mill in the St 
Arkansas, and his expanded and financially successful business operatior 
well known in the industry. Other rice millers have also bought additior 
mills, and have greatly expanded their investments in the construction or 
chase of dryers, warehouses, packaging plants, processing machinery, p! 
airplanes, expensive automobiles, hunting preserves, summer cottages, and 
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other appurtenances of the more abundant life. One large milling organization 
publicly and extensively announced recently a $2,000,000 expansion program 
including an A-bomb shelter. Such apparent prosperity does not to us indicate 
dire distress as a result of the existence of our association, and we emphatically 
challenge any statement which holds that such is the case. 
Yours very truly, 
Homer L. BriInkiey, General Manager. 

The CHAIRMAN. The next witness on the calendar this morning is 
the Honorable (George W. Malone, Senator from the State of Nevada. 
senator, W ill you please give your hame and address and the capac ity 
n whi h you appear to tii stenographer for the benefit of the record ? 


STATEMENT OF HON. GEORGE W. MALONE, A UNITED STATES 
SENATOR FROM THE STATE OF NEVADA 


Senator MALONE. ; airman, I am the junior Senator from the 
State ol Nevada. y l ade notes | [ I would ke Lo make 
a statement on the | : of percentage depletion allow unces, 


PETROLEUM INDUSTRY THREATENED WI’ REPRISALS 


Phe petroleum industry is currently threaten vith reprisal for its 
efliclency in discovering new product 
In 1922 the Geological Si ve) Interior 
estimated the total amount of oil available in the ited States at 
approximately 5 billion barrels, 
Mr. Chairman, ample oil supplies, inel ne the additional 1 mil 
barrels a day reserve tration, 
| . tamper 
cent dep! nh-al ance ch ( Lis, hen the 


overy i * was ree 


1 


, 
be obtained, In the o 


. " become so 
y umportant to our economy. 6, whe | Was more impo 
to us, Congress wisely) ie Le} etion allow 

Congress reviewed t] le « stion in 1942 and ind that 
entage-depletion aed roduce 


»proper amount of petrole 


GROW 


.Chairm 


, Sil | ! Wis ¢ ! Lt] l | reserves 


» United States : rite about 5 bill Dal Is. annual petre 


consumption has jumped to approx its 14 million barrels 
day, from 114 millions per day in 1922, : he known reserves 
increased more than 5t mes, to ul At) thie n barrels. 


threat of reprisals against the oil industry, by reducing the 


entage-depletion allowance, wi usly e noer the very secu- 
ty of this Nation. 


rWO PRINCIPLES ENCOURAGE INVESTMENTS 


administration has la inched a continuou and viciou attack 


the two principles that would encourage private venture capital 
tment in domestk petroleum and mining development the 


pat 
i 


lous business of prod Ci the necessary strat mic j d eritical 


cA 





2558 REVENUE REVISION OF 1951 


The two important principles encouraging venture capital to e: 
gage in the hazardous Seana of drilling oil wells in untried areas, 
and sinking shafts and driving tunnels where no commercial minera| 
has ever been known to exist, are the depletion allowance and the ta1 
or import-fee structure. 

The percentage-depletion allowance provides a reasonable met! 
for the return of the capital investment, provided oil or mineral] 
discovered—if none is discovered the capital is lost—that is the gam! 
miners and oil drillers take. 

The tariff or import fee, providing a principle for fair and reas: 
able competition in the importation of products from the sweat-sho; 
countries of Europe and Asia, assures investors that their capital y 
not be destre ved as soon as the emergency isended. 


EMERGENCY SAVES OIL AND MINERAL INDUSTRIES 


While the administration is fostering the imports of petroleum a 
minerals from foreign, generally strategically indefensible sour 
the domestic industry has only been saved from a severe depres 
by the rapidly increasing domestic demand through the pre 
emergency. 

Another factor which has kept the domestic oil and mineral indus 
tries searching for new sources of supply was the existence of the 
percentage depletion allowance. When the domestic oil industry has 
been called upon for increasing efforts, it is proposed that it be pen 
ized for its foresight and efficiency by removing the very incentive 
which made it possible. 


THREAT OF REMOVAL DISASTROUS 


Mr. Chairman, the continual threat of the removal or manipu! 
tion of either one of these factors—that is to say, the depletion all 

ance, which makes possible the return of capital investment, or | 
tariff or import fee structure, which provides for fair and reasona! 
competition between imported and domestically produced goods { 
very threat of the removal keeps venture capital out of the busi 

since there can be no confidence in a congressional principle whic! 

continually under fire. 


DEPARTMENT OF THE INTERIOR IS NOT IN THE PRODUCING BUSINESS 


If the Department of the Interior had been in charge of oil prod 
tion and exploration from 1922 when a branch of that Department « 
timated that 5 billion barrels of oil was all we had, with their so-ca! 
conservation policy we would have long since run out of this in 
pensable commodity. Secretary Ickes said during the early part of ! 
regime that we must save our known reserves for use of the Navy 
in time of emergency, that we were running out of oil. We of cou 
have more reserves now than when he made that famous comment 

He also said that we must save our minerals, that we must im] 
minerals for our own use, that we were running out of minerals. 
of course have more of such minerals today than when he made | 
famous remark. 


\\ 
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WE CANNOT FIGHT WARS ON UNDISCOVERED OIL AND MINERALS 


You cannot fight a war or use petroleum and minerals yet undis- 
covered, and there is undoubtedly more yet to be discovered than is 

either known at this time or has been utilized from the beginning of 
time to date. 

We must have the simple gumption to adopt the necessary princi- 
ples that will encourage the investment of venture capital in the ex 
tremely hazardous business of petroleum and mineral exploration. 


CHANGE IN PRESENT DEPLETION ALLOWANCE WILL SPELL CHAOS 


Quite aside from the question whether the present percentage de- 


plet on allowance of 2734 percent is a fair one or not, any plan to 
change the present arrangement can result in financial chaos in the 
etroleum industry, or in the mineral industry if it were attacked on 

same basis. The suggestion A the Treasury to reduce the de- 
pletion allowance while other Government agencies are trying to fos- 
ter about 1 million barrels a day additional productive capacity, is a 
typical example of an administration in which the right hand does not 
ow what the left hand 


PROCEDURE DEFEATS OBJECTIVES 


To change the present allowance would defeat the ve ry purpose, an- 
need by the Department of the Interior, to foster this adde l pro- 
auction. 
The present financial organization of the petroleum industry is 
geared to the 2714-percent depletion allowance, and if it were to be 


changed today, not only would many small producers go into default, 
but the necessary investment for expansion would not be forthcoming. 


MINERALS SHOULD HAVE HIGHER DEPLETION ALLOWANCE 


The present depletion allowance of metallic minerals of 15 percent 
should be raised to the 2714 percent presently allowed the petroleum 

ndustry. Then with the proper tariff or import fee adjusted on the 
basis of fair and reasonable competition for both oil and minerals, 
there would be no scarcity of the so-called strategic minerals 
materials for the stockpiles of the Nation for any purpose. T 

import fees are in fact a floor under wages and investments. 


HAND-RAISED ECONOMISTS LACK EXPERIENCE 


Inexperienced, hand-raised economists, with little or no practical 
experience, seem to believe that the way you secure metals and min- 
mh including petroleum, is to wait unti il you need them. ‘Then you 

1 buckboard or a truck, Mr. Chairman, and you go up into ‘the 

her ins with a hay knife and you cut off the amount of the minerals 

it you need for the day and bring it down with you. The same 
ype of hand-raised economists seem to believe that you can pick up 
oil well almost any morning when you find that you really need it. 

“EI gineers and experienced mining : and oilmen know. however. that 
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exploration must be a continuous process, that if you lose the know 
how by losing experienced men, whether in the field actually runni: 
the drilling rigs or in the geophysical explorations, you are out 
business. It is impossible to train men in a short time, 


MINING AND OIL DRILLING IS A GAMBLE 


The announced objectives of the administration have frequent 
been laudable, but the methods adopted in reaching them have d 
feated such objectives. 

The administration and its inexperienced officeholders only see | 
successful miners and oilmen. They do not see the thousands uj 
thousands of such men who die broke. 

Beyond Virginia City, Nev., which produced nearly a billion d 
lars worth in gold and silver and is given credit for the preservat 
of the Union at one time, we hear of comparatively few men such 
the Mackeys, the Floods, and the Fairs, who made millions of doll 
The thousands who died broke, many of them buried unsung 
“boot-hill” cemetery at Virginia City, are never heard of. As 
matter of fact, one look around at the honeycombed Virginia ¢ 
hills will convince the most skeptical that probably more money 
sunk in the ground there than ever came out. 

Mining and oil wildcatting and prospecting is a kind of fever. N 
man has ever known to fully recover, once it really hits him. 

It may not be generally known, but a large percentage of easte 
Nevada, my own State, is now under lease by people represent 
organizations all the way from the major oil companies down to 1 
wildest of the wildcatters. Millions of dollars are being expen l 
and all of this in the face of geologists’ reports for 50 years back t! 
it is a voleanic area and that no oil will ever be found. 

Drilling is under way, and if a wildcatter strikes oil, Nevada 
well furnish the necessary additional oil for war purposes. B 
decrease in the deplet ion allowance could very well slop such drill 
operations. 

Now, Mr. Chairman, to save the committee’s time, I ask that 
outline that I have made of the way the depletion allowance appli: 
oil and minerals be inserted in the record at this point. 

The Cuamman. Without objection. 

(The information referred to follows:) 


DEPLETION ALLOWANCES ON MINERALS 


D’} of minerals are permitted, under the internal-revenu 
to deduct depletion allowances from their income derived from such enterp 
In any of these cases, the producers are allowed to deduct from their gross in 
the standard percentages given below, or the actual cost depletion, whichey 
higher. In no case, however, is the producer allowed to deduct a depletion 
ance of more than 50 percent of his net income 

Here is an example of the difference between depletion allowance and 
depletion allowance. A man purchases rights for an oil property an 
$50,000 for it. He can, under present law, take a depletion allowance eacl 
of 27.5 percent of his gross income from that property. However, this pro 
can elect to avail himself of the cost-depletion allowance. In this case 
producer estimates the available oil in the property. Let us assume th 
property has an estimated yield of 100,000 barrels of oil. He can then « 
from his gross income 50 cents per barrel. However, after he has deduct: 
amount of the original investment ($50,000) he is no longer allowed t 


! 
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cost depletion. If the production of oil from this property would amount to 
50,000 barrels a year, in 2 years he would have returned his capital investment 
by deduction, and from then on the producer can avail himself of the depletion 
owance Of 27.5 percent for the rest of any additional productive period 
Thus we see that the standard depletion allowance can be deducted every year 
during the productive period of a mining or oil property, whereas the cost-deple- 
n allowance is only available for deduction until the tal invested 
, the property has been returned 
Chere follows a list of depletion allowances permitted 
Percent 
5 Potash 15 
Sulfur 3 
Flake graphite 
surite 
Bentonite 


Ball, sagger an 


li 


Percent 


} Y) 
troleum 


epidolite 
ck asphalt 


henardite 
Metals (all) 


Vermiculite 
Mica 
hosp! 
Gilsonite 


Pal 


orspar 


EASONS FOR KEEPING TH PLETION ALLOWANCE 


th the depreciation rmitted on 
let 


by taking into 


Depletion allowance can be compared vw 
tal investments such as buildings, tools, mac) 
in min 


investor recover the investment made 
vhether metalli r nimeta 


int the fact that mineral resources, 
ether petroleum, are exhausted as each prop 
Depletion allowance is an incentive to in 
all industries, the extractive mineral industry h: 
of pital invested and lost Properties hav: 
and there is never any certainty that the inve 


tf new wells. and ther 


levelopment o 

reparing for the 

es is costly. 

Particularly in the ¢: 
lomestic production has decrease 


nerals, the d 
to the reduction 


ower-urade 


se decreases are due rf 
s allowed to be lowered, the last rema 
operators in business 
ce has been a slight 
reduction of tariffs 
administration S try 
industry 


terials, and has asked » petroleum ’ 
per-day stand-by capacit} It is allowing many 
tion to foster investments and 
s in favor of reducing the depletion all ul 


time 


the increase 


change in the depletion allowance at a 


the Nation is strained to the utmost, would bring 
is the availab lity of investme! 


ff establishing free 


y of 
e investment picture about. Not onl) 
curtailed through the administration’s policy « 
but the private investor would be further scared away from investing 
tic enterprises and the very expansion of 
allowance were to be ‘“educed 


industrial capacity would 


nteracted if the percentage depletion 
Senator Martone. Then, Mr. Chairm 


mmittee and others, I ask that a list, which is comparatively short, 
such a deple 


an, for the information of the 


serted at this point naming the metals that have 
We have also marked at this point the nonmetallics 
by special act have been allowed the 15 percent depletion 


illowance. 


wance, 
The CHarrMan. Without objection that may be inserted in the 


re 
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(The list referred to follows :) 
Percentage depletion allowance for mineral industries 


NON METALS 
Percent | 

Petroleum - . 27.5]! Potash 
Coal : f | Sulfur i 
Sulfur vesF , Flake graphite 
Bauxite 2 : Barite . 
Beryl ° H Bentonite 
Lepidolite ™ : f Clay, ball, sagger, china 
Rock asphalt ‘ babes f Vermiculite 
Thenardite : Phosphate rock 
Fluorspar Mica 
Felds} 
yy du 


Trot 


uli metits 
Radium 

servilium » | Selenium 
Cadmium 5 | Silver 
*hromite ; , f rantalum 
«cobalt : rellurium 
Copper 5 | Tin 
Ferro alloys 5 | Titanium 
Gold 5 | Tungsten 
Indium 5} Vanadium 
Iror 5} Zine 
Lead 5 | Bismuth 
Magnesiun 5 | Columbium 
Manganest 5 | Germanium 
Mercury i Thallium 
Molybdenum 5 | Zircon 

Metallic and nonmetallic uses 

2 The rnal Revenue Code does not spell out the metals by name but r 
“metal mine 


CONCLUSION 


Senator Mavone. To conclude my statement, I will merely say a; 
Mr. Chairman, that there are only two reasons why men are 
oil business and in the mining business today to the extent that 
are; that is, on account of the depletion allowance and on a 


of whatever tariff or import fee structure we have been able to! 
tain. It is a fact that since the passage of the Trade Agreements 
in 1934, the tariff reductions have driven a large measure of ve! 
capital out of the mining business. 

Fortun itely, capital was better preserved in the petroleum 
ness, in which a 2714-percent depletion allowance instead of o 
15-percent allowance was in operation. However, I call to the 
tion of the distinguished chairman of the committee the fact t! 
peacetime the importation of low-cost oil from the low-wage 
of the Middle Kas was rapidly closing down certain oil and 
producing areas in the United States. 

In order to preserve our national security and our national ec 
structure it is necessary for Congress, in my opinion, to reest 
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the principle of tariffs and import fees on the basis of fair and reason- 
al ble competition, to esti ablish a market for other nation’ s goods, in- 
cluding minerals and oils, on that basis. It is necessary to have a 
liberal depletion allowance, and the 2714-percent rate has proved suc- 
essful. This is, Mr. Chairman, a ve ry poor time for Congress to 
per with this principle. 
he CHAIRMAN. Any questions ¢ 
JENKINS. I would like to ask a question of the Senator. You 
. testified here before, and I know that you are an engineer with 
eat record in this line of work. Have you ever set out in your 
nents what your accomplishments have been’ M) reason for 
o that is that s te nor’ aman who k ws the il} ing 
as from the ri ca anapoll we orl) ore Wi e thar 


nal key yw. | now ‘ ‘ wester!l 


. this subject. I just wonder whether vou 
put in a statement neh vs ! 
nator Mau a. I never have, Mr. Chairman. My record is pretty 
known. It has appeare Jat. ho’s Who and in mineral publica 

[ama member of the Am stitute of Mining Engineers 
if the Ame! can SM t' IVil 2 neers, al d the quaiilhea 
for membership : about : od as any, I guess. I do not 
to know all about thi bject. Chairman. What I do claim 

that for 30 years I have been in the engineering business and have 

hed the development and exploration fon minerals, oil, and the 

othel materials. My firm of engineers thea pore OF 
ot course it is inactive as far as I am denen top his moment, 

was on account of this very problem that you m ‘oh Say | insisted 

ne to come to the l ted States Se ate. Lhe people saw it 
y,and Lam here. [am working continually on that subject 

[ might say to you, Mr. Chairman, that the mining and the oil busi- 

is not an enterprise such as house construction, building con- 

on, or 4 many hundreds of thousands of enterprises that we 

in this N Nation. Mini e¢ and oil drilling are a vamble. It is 

a gambling business. A man is a gambler when he becomes a 

spector or goes out al d gets money from other people to invest in 

ning venture. Their minds get frozen on their business. I have 

er seen any one thoroughly diverted from the mining business or 

business once he is in it. Ha always has a “winner.” That spirit 

s what finally discovers minerals and oil. When Congress acts 

that the prospector and the man with native ability for either 

engineering or exploration cannot get the money to carry on his 

perations, then you have defeated him. We have run practically all 

prospectors out of the hills with Congress’ policy of tampering 

the tariffs because, naturally, no man in this country who gets 

or $12 a day can compete with a $2- or a 40-cent-a-day man in 

or Asia. It is impossible to make them compete on an even 

which the administration is aiming at. 

en you reduce the tariffs or import fees, and do away with deple- 

illowance and other encouragements to domestic industries, you 

I ply Gestroying the business. I did not intend to elaborate. but 
olac i that Mr. Jenkins asked the question. 


‘ 
| 


rineers, and 


20—51 pt 
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Mr. Jenkins. In the mining business I dare say it can’t be disput 
and I know from my own experience there is no property that de 
ciates when it idle like a mine. Is that right? 

Senator Martone. I have a letter here from Mr. Wingfield, a \ 
famous mining man from Nevada, and I will read the letter into 
record. I hope I can submit it for the record with the letterhead 
all. He has made two or three fortunes in the mining business, 
the first two or three, and has since made another one. Mining 
gambling business. He says: 

GETCHELL MINE, InN¢ 


Reno, Nev., March 7. 
Hon. Grorcke W. MALONE, 


Senate Office Building, Washington, D. C. 
Dear “Moniy” 


They call me by my nickname out there— 


idministration, particularly the Secretary of the Treasury, Snyde1 
riying to delete this item in tax bills. 
It seems strange that official Washington does not realize there 
annual crop of minerals grown nor that mining is a business of wasting ass: 
Depletion is about the only way a capital investment can be 
mining, so why kill mining altogether? 
Will appreciate everything you do, not only toward maintaining t 


a 


is 
recov 


e books, but to increase the percentage to that of the oil industry 
With best wishes, I am, 
Sincerely yours, 
Geo. WINGFI 
It is really a very simple letter and very much to the point. M: 
George Wingfield is not a mining engineer. He is a hard rock n 
he is an organizer, and his record is well known over the last 50 ) 
n the West. Hundreds of other men in the West rise or fall as 
fortunes are made or lost on the good cuesses or the bad awues 
wh » to put their money in the eround. Those four short } 
letter give the simple story of mining. It simply 
«<1 on under the conditions that exist at this time. 


GOVERNMENT HAS BECOME BUSINESS PARTNER 


iirman, you know that the hotels here in Yap er 
peo] le trying to get ti axpaye ‘rs’ mone vy to invest in their n 
iness and in other enterprises. They will not risk their mi 
ly because of the removal of the floor under wages and 
Men are coming here to let the Government be their part 
ilked to Jim Boyd this morning on the phone. The Gov 
nt is trving to arrange to fix a price so that businessmen can 
money with Government contracts, in other words, giving them G 
ernment money to operate. If we were a little more careful in | 
serving the safeguards of the American economy by maintail 
floor under wages and investments in peacetime and in wartim« 
vould save billions of dollars because then private investors we 
invest capital, removing the need for Government money. Mr. C 
man, 10 1S just that a 
Mr. Evernarrer. Mr. Chairman, I ask unanimous consent to 
sert at the conclusion of ae Senator’s testimony some inforn 
regarding the great State of Nevada. 
The CHamman. Without objection. 
Evernarrer. It is information obtained this morning 


iy of ( ‘ongress. 
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Mr. Martin. Senator Malone, you know I have been trying to help 
the domestic mining industry for the last 12 years because of its impor- 
tance to national defense. I consider our own self-sufficiency in the 
mining field as the starting point of national defense. What is your 
statement regarding the general condition of the mining industry in 
America right now ¢ F 

Senator Matone. The mining industry in America has been prac- 
tically destroyed, largely because of the State Department’s tinker- 
ng with the tariffs and import fees, and an inadequate allowance for 
depletion. Seventy-five percent of the mines in operation prior to 
World War II are closed down. That is why all these men are in 
Washington- -the hotels are full of them. They want to get money 
to open their mines. They will not put their private money into 
mining enterprises because they have learned their lesson. ‘ ‘hey cot 
their fingers burned, they lost their original capital. They are going 
to lose the taxpayers’ money this time, Mr. Chairman, and it would be 
very well if the committee would investigate that statement. 

Mr. Martin. We are facing in this committee right now the pos- 
sible impact of a reduction in depletion allowance on the mining 
dustry. In our search for revenues, unless we are very careful, 
such action can even bring a further serious crippling impact on 
the mining industry. 

Senator Martone. If you seriously consider 
terial degree the depletion allowance for the 
roing to prevent much of the additional prospecting 
for new fields needed for the 1,000,000 addition al barrel 

capacity. This was the estimate by the Cli 

needs for the immediate emerge ney. Furthermore. 


in peacetime, then vo will trom now 


ctive 


Py n the oil busine _ I) ther words. 

with Government money, wh ( h ean ultima 
ernment ownership. In the opinion of mosi 
no experienced personnel that could curry ¢ 


] ‘ 
ina oil cle veronpment I ici Hcrensing 


t of the Interior, good as it is at keeping 


ves every year aus we 
for new oil would 
tive for private invest ipital would be g 
Mr. Martin. I share very strongly your 
garding the ineffective ipproa h to our national d 
through Government ownership and operation o 
ndustry, and if that the possible outcome of completely 


ng those maustries, thel 1t 1 time th s committee give that 


} 


or tremendous consideration a ve al ‘hing out for new 

©. 

itor Martone. Mr. Chairman, I 

if vou do not lower the depletion I 

ne it endangers the security of the United States of Ame 

effect on the petroleum Industry and the min ng ndustry. 

ite Department’s cont nual lowering of tar ffs and Import 
rious threat to the secu ty of this Nation Many of 

stration’s programs threaten destruction of the national econ 

Destroying the health of the domestic economy means los 

r without fighting 
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Mr. Martin. I am glad we have men of your experience and 
standing available to advise us on this matter. 

Senator Martone. Thank you, Mr. Chairman. 

(The information submitted by Mr. Eberharter follows:) 


The Library of Congress called this morning with the following inforn 
Population of Nevada, 160,083. 
Date of Senator Malone’s election to the Senate, November 5, 1946 
Senator Malone's yote, 27,801. 
His opponent’s vote (Mr. Bunker), 22,553. 

Industrial production of Nevada in any recent year compared with i: 
production of the country’s greatest industrial State for the same year, « 
manufacturing and mining—New York the greatest as compared wit! 
for the year 1947:? 

Number of manufacturing establishments for New York 
Number of manufacturing establishments for Nevada 
New York employees in manufacturing, average 
Nevada employees in manufacturing, average 
Value added by manufacture: 
New York . ‘edtuad 
Nevada - 
Mine production (combining manufacturing and mining) :° 
New York mineral production 
Nevadn 
Largest mineral State (Texas) 
ical Abstract of the United States for 1950, p. 779 
tical Abstract of the United States for 1950, p. 691. 


AGRICULTURI 
Nevada compared with largest agricultural State fo 
latest available in the Statistical Abstract for 1050). 
California is the State that produces most value in agriculture: 
California niall 
Nevada — — 


FINANCIAL FIGURES 
Financial activities of Nevada compared with financial activity 
vania, and also of Pittsburgh, for the year 1949: 
Retail sales in the State of Pennsylvania 
Retail sales in the city of Pittsburgh 
Retail sales in the State of Nevada_- 
Effective buying income for the year 1949: 
Pennsylvania 
Pittsburgh : — 
Nevada : , sagt 
Banking figures for Pennsylvania and Nevada: * 
Number of banks in Pennsylvania in 1948 
Number of banks in Nevada in 1948 
tatistical Abstract for 1950, as of Dec. 31, 1948, 


Total bank assets or liabilities: 
Pennsylvania 
Nevada 


$12, 14 
174 


Total deposits: 
Pennsylvania 
Nevada oon 

Allowance of Senator from small State, and for Representative, for se 

clerical, ete., help: * 
Representative 


Senator “ ——— nal 


10, 882, 60 
16-4, 


on allowance for Senator came from the disbursing office. The 
to population of their State The larger States have considera 
T f $35,400 is for the smallest State 


* Information 
for help varies 
than tl smalls 
Senator 


States The allowance o 
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The Cuatrman. The next witness is Hon. A. S. Monroney, Senator 
from Oklahoma. 


STATEMENT OF HON. A. S. MONRONEY, A UNITED STATES SENATOR 
FROM THE STATE OF OKLAHOMA 


Senator Monroney. My name is A. S. (Mike) Monroney. I am 

ior Senator from the State of Oklahoma. 

Mr. Chairman, I want to express my personal appreciation to this 
reat Ways and Means Committee for again permitting me to come 
down here and testify before you regarding the proposed reduction 

the historic 2714-percent depletion allowance on oil. Coming as 

from an oil-producing State—1 of the 22 in the Nation—I feel 

I understand the problems involved and the dangerous effect it 

ld have on the search for and production of oil. I want to urge 

strongly as I possibly can against such a revolutionary change in 
he 26-year-old tax policy for the oil industry. 

[ oppose this change for two reasons. 

[ firmly believe it will result in less revenue to the Government 
s enacted. 

2. Tam certain that it will jeopardize our oil supply for our defense 
efforts and for our petroleum-propelled civilian industry. 

Our petroleum industry in this country has grown up under this 
26-year-old tax policy. Scarcely a single facet of the industry exists 
that is not fundamentally touched by this proposal of the Treasury 
Department. Weaken the foundation of an industry, the supply of 
ts raw material, and you weaken the entire structure. 

Under this 2714 -percen t de p let ion allows ance, we h; ave deve loped in 

s country the greatest supply of known petroleum reserves avail- 
ible to any nation. ‘Two world wars have been supplied with oil 

thout important Government subsidies or help. Because a healthy 

panding industry existed, they met the challenge presented by war 
ditions and went out and found the necessary oil. 
_ of this vigor, the Treasury did not lose any tax revenue from 

e oil industry. Rather, it gained in income each year, as the tax 

gures will show. 

The abundant supply of oil that was discovered made new wealth 

it would not have existed had not new reserves been discovered. 
These were taxed—and, aside from the 2714-percent depletion, have 
paid the same high-level income taxes as have been applied to all 
ther lines of endeavor. 

Because of the peculiar nature of flush production from new dis- 

eries, this income runs exceptionally high during the first 3, 4, or 5 
ears that a field is brought in. From then on it tapers off rapidly 
til it becames a stripper operation. There is not much income for 

: Lape ation, nor tax revenue for Uncle Sam, as the oil wells are de- 

as they invariably are in a very few years. 

Thai is the point I wish to make. When the present high oil 
production of the United States produces for 3 or 4 years without 
new discoveries, the income to the oil industry itself, and consequently 
the taxes resulting from it will be gravely depleted. It all depends on 
new discoveries. 
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Thus, the 2714 percent depletion allowance, that has encourag: 
additional search and discovery of oil so that more oil reserves | 
been discovered each year in wildcatting—than have been prod 
that year for our use—is responsible for the ever increasing tax re\ 
enue we receive from the petroleum industry. 

Oil in 1949 paid more than a half billion in corporate taxes, pe 
another half billion in individual income taxes. And on top of 
various excise taxes, largely non-Federal, resulted in anot 
$3.100,000,000 in tax revenue. | 

The Governor of Oklahoma last year estimated that fully 60 pe: 
of the State’s revenue of $138,000,000 was derived either from d 
or indirect taxes upon the products of the oil industry. 

Thus, while any revolutionary change in the tax structure « 
industry would interfere eventually with the revenue of the Tr 
it would also play havoc with the tax income of the 22 oil-prod 
states. 

Che theory of the income tax is based on the ability to pay. | 
obvious that a healthy, growing and ever-expanding oil industry 
pay more taxes, and will, than a liquidating industry that eac! 
must 1 on its discoveries made am oF 4 vears before. In « 

ers mean more Federal revenue for the Treasury 
ls laboriously pumping to lift 2 or 3 barrels a day t 
It 1s only a 5-to 5-vear cycle between the ousher productior 
the Stl Lppe r well. That Is why the vi, per cent depletion allow 
was voted in 1925 to take care of the unsually quick depletion 
rs in petroleum production. 
‘you purchased a business building on Main Street in 1% 
allowed a slow depreciation on that building. But with most 
property, its income producing ability grows and has 
» years, despite the depreciation allowance. Many, 
. bu ness properties today produ e from 10 to 5 
hey produced in 1905 or 1910. 
of industries, with their machinery and equipme 
rh depreciation for tax purposes today produce W 


+ 


their original figure. ‘This is not so—it cannot b 


The depletion on an ol well represe 
ne resource, It can never reach t he income prod 
at it had in its discovery year. 
d you find a single oil well that was completed—even a 
hat is producing today’ Surely no one has ever hear 
producing more the second, third, or fourth year—tha 
vere discovered and drilled in. 
pensate for the high risk involved in searching 


~) 


9 I 
il, the Congress wisely set the figure at 2714 percent 
ago. 
we strain our economy for oreater production in ou 
today as we need all the raw materials so vital for 


needs—Iis a poor time indeed to attempt to change the 
' 26 years’ standing on an industry so vital to defe1 


companies have invested hundreds of millions 
n the hope of having in that uncertain section of the v 
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an oil reserve. But as the long threatening arm of communism 
reaches nearer these middle-eastern oil fields, we realize that the only 
oil that is certain for our national defense is that which we discover 
and produce within the United States itself. 

At a time when we are extending 5-year amortization to bring into 
production new steel mills, rubber p Jlants and other necessary defense 
production facilities, it seems to me to be a poor time to attempt to 
ehange the rules, to make it tougher for one great segment of our de- 
fense indust ry to operate, namely, our petroleum industry. Why give 
accelerated depreciation to steel and other facilities, vet cut In half 
he depletion allowance that has been allowed for the past 26 years 
for the vital oil industry 

Modern wars are fought on wheels and in the air. Without ade- 
nate oils sup p lies, our modern war machine cannot move. When 

bombers blasted out the German and the Japanese oil sup yply, we 
mobilized their air an “a forces as well as their land troops and 
speeded the end of the war. Surely all military strategy de 
ds a full and dependable supply of oil as one of our primary war 
murees, 

Yet to strike at our own domestic oil supply through an unwise 

inge in the historic tax pattern can easily create an oil shortage. 
Banks, which serve the oi! indust1 ry, will not lend for a rece, exX- 
ploration or deve lopment, if the 271 » perce nt de ‘p le 4 lon ] iw 1s changed. 
The change will materially affect the financing of all oil credit and 

ld eliminate that large number of oil on Rape: who must rely 
bank eredit for their oil development. 


Last year when the chat ve 1n the depletion rate Was proposed, 
KS virtually stopped mak ne loans for oil devel pment fearful 
this change would shift a good loan into a doubtful class if the 

ry *s 15 percent depletion clause were © adopted. 
addition, the change ! he depleti« allowance would W pe out 
lreds of millions oO! dolla 1} of neta and royalty vaiues, While 
nformed declare that ily the larger operator profits from 
2714 percent depletion, t ean be proved that the value per acre 
ises or royalty reflect this allowance in the price paid by larger 
es for these oil 1 or} ts. 
‘rs, wildeatters, small-| usiness men and dep ndent drillers 


} 


his allowance were reduced to the 4 


ir the brunt in decreased capital values for their oil proper- 
L5 percent figure. 
One further point iny ving our future sect ‘ity 1 | supply is the 
tripper fields. These fields, v » only a few barrels a day 
each of the depleted oil w is, can | eld more than 4.000.000.000 
if the Vv can continue 

Such a blow as a reduction in the ‘ ‘ent depletion would be 
ed itely felt hardest in the stripper ields. vould be these sub- 
ginal wells and fields that would first be shut down because they 
ld be uneconomical to operate under or ly a ld pt reent depletion 
s valuable oil reserve would be lost forever to us because lt could 
e profitably produced without the historic deplet on allowance. 

itbandoned, it would mean an irretrievable loss in national 


er, the olant steps being made in Improv ing secondary recov- 


nethods, new scienti devices and engineering that is literally 
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salvaging millions of barrels of oil that would be otherwise lost, wo 
be curtailed by any change in the tax base. These operations are 
expensive and as hazardous as new drilling and depend upon 
historic tax structure to be carried out. 

New discoveries are becoming more difficult to locate, even y 


expensive geophysical methods which the industry has develop 
Today instead of finding great new fields covering entire —. 0 


groups of counties, the new fields are largely isolated pockets, sn 
structures, or pimple fields. 

To search out these small pockets wildeatters today drill four 
holes for every producer they st rike. They must drill sometime 
10,000 or 12,000 feet, hoping to strike these small pockets entrap 
by geological faults. The hazard is greater now than ever befor 
the oil industry. Drilling costs are at peak levels and materia! 
supplies are desperately scarce. 

In closing, let me again urge that we do nothing now, in this cr 
time, to jeopardize the continued expansion of our oil reserves. O 
a vital munition of war. We can be sure only of our domestic sup) 
Nothing should be done by this Congress which will jeopardi: 
ever-increasing production of oil here at home. 

Again, let me express my opinion that a change in the 26-yea1 
depletion allowance will within a short few years produce less rev: 
for the Treasury than will an expanding petroleum industry u 
fair and equitable tax laws. 

That is the end of my statement, Mr. Chairman. 

The Cuarrman. We thank you, Senator, for your appearanc 
the information given the committee. It is an excellent statement 
Mr. Mitus. We are glad to welcome the Senator back home. 
Senator Monroney. It feels like home. I am mighty glad to be 

here. 

The Cuarrman. Our next witness is the Honorable Pat Sutto1 


the State of Tennessee. 


STATEMENT OF HON. PAT SUTTON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TENNESSEE 


Mr. Surron. It may be recalled by some of you that I appx 
before this committee last year when the question of decreasing le 
tion allowances was up for discussion. That appearance was not 
the purpose of attempting to impose any pro or con views on the c 
mittee. At that time I stated that in view of gag-rule limitatio 
tax legislation, I wanted to point out certain questions which 
arisen in my mind as to the possible effects on consumer prices 
national oil reserves if depletion allowances were reduced. As 
know, I am not from an oil-producing State, and therefore I am ! 


| 
‘ 


confronted with constituent or home-industry pressures. I am, how- 


ever, confronted with the duty imposed on every Congressman 
is the duty of insuring adequate supplies of raw materials at reas’ 
able prices to maintain our economy and our national security. 
On my previous appearance, I posed three questions. These 
as follows: 
1. If a 2714 percent depletion allowance has been equitable bo 
principle and percentagewise for the past 20 years, what is the cu 
reason for reducing it? 


i 
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Is it reasonable for me to expect that new oil discoveries will be 
diminished ; in ratio to the proposed reduction in depletion allowances ? 
If so, would not such a decline in our national reserves jeopardize 
the » Nation from the standpoint of national security ? 

. Will the reduction in depletion allowances in any manner ad- 
verse sely affect our national oil supply either for the national economy 
or for national defense ? 

The committee’s answer to these questions was manifest by a refusal 
to reduce the depletion allowance. If justification for a 2714 percent 
depletion allowance existed then, it would appear that the jus stifica- 
tion 1s even stronger now. ee economy is up to its chin in an era of 
nflation. Today, American sons and fathers are dying on foreign 
battlefields. The so-called asta action we are now engaged in is 
small as compared to the gravity of other international situations. 
This requires that we do evervthing reasonably possible to stifle fur- 

er price increases and, in addition thereto, make every effort to stock- 

e those raw materials necessary for our economy and our national 
ton We may be called upon to fight a war from within our own 
borders and, if so, every barrel of reserve oi] that we have will be 
needed, and this will not be enough unless these reserves are increased. 

The average taxpayer might ask what effect depletion allowances 
have on stifling spirals of prices and providing adequate crude oil 
reserves. The answer is simple. If we reduce depletion allowances, 
we minimize the assets with which the producer finds new oil. If he 
continues to oy new oil, he must have these assets, and the only 
other source is from the consumer by means of increased prices for 
gasoline and hie products. If he does not have these assets, either 
by way of Total costs to the consumer or by depletion allowances, 
then ol il becomes in ee supp ly, with the net re sult of highe r con- 
sumer prices. Thus, i 1 be seen that without adequate depletion 
owances, the consumer would stand to lose in either event. i think 

1S worthy of note that the price of crude oil has remained about 

e same for the past v1 > ye: ars, while other commodities surged for- 
vard by leaps and bounds. I think it also worthy of note that when 

equest for a voluntary iene of prices was issued by the Economic 

lization Agency, the only industry in the United States that 
eved the request was the oil industry. 

My concern for the consumer, however, is not nearly so great as 

neern for adequate oil reserves for our war machine. I am cer 

it we would not have a productive capacity of 6,400,000 bar- 

f oil per day now had there been no 2714 percent depletion 
low ince, But this is still not enough we must have more Ca- 
if we are to meet demands of more than 8,000,000 barrels per 

n case of all-out war. How else can we achieve that capacity 

out providing the incentive and inducement that will enable the 

dustry to find the additional oil? Five million men under arms, a 

llion planes, and all the atomic bombs are no threat to Mr. Stalin 

» knows we are short of oil. I am not aware of any means as yet 
provided where a B-36 could operate on either coal or cordwood. It 
would be false economy to fail to provide money to feed the Army. It 
would likewise be false economy to increase certain taxes with the net 

sult of a shortage in a necessary raw material. I am not unmindful 
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that we are scraping the bottom of the tax barrel, but let us not scrape 
sO deeply as to destroy the purpose. 

It is my belief that whatever arguments against depletion alloy 
ances might exist during normal times, they are of no consequi 
when our national security is at stake. 

The Cuarmman. We thank you, Congressman, for your appx 
ance before the committee and the information given. 

Mr. Surron. Thank you, Mr. Chairman and gentlemen. 

The Cuarmman. The Honorable Ed Gossett from Texas. Pk 
give your name and address to the stenographer and the capacit 
which you appear. 


STATEMENT OF HON. ED GOSSETT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Gosserr. My name is Ed Gossett. I represent the Thirte 
Congressional District of Texas. 

Mr. Chairman, gentlemen of the committee, I appear 
against any reduction in the percentage depletion allowance 
mitted the petroleum industry. I appear before you on my ov 
itlative and responsibility. No one has requested or suggested 
appearance. This testimony is prompted solely by a sense of d 
and a desire to be of public service, 

I do not pose as an expert on anything, least of all taxation. |] 
qualification and preparation as a witness today, my position is mu 
like that of a classmate of mine in law school. When asked if he w: 
| repared for a certain important examination, he rephed, “Tam al 


to te 


witha stror o sense of justice.” 

First, Mr. Chairman, let me diverge briefly from the subject m 
to assume something of the role of a character witness. Asa Me) 
of Congress interested in this subject, I am pleased with the test 
you have heretofore received on the subject of depletion allow 
Two distinguished Texans testified here on March 6. Mr. 
Anderson, of Vernon, Tex., who appeared as a witness before this 
mittee, is not only chairman of our State board of education, but 
member of the board of the Federal Reserve bank, has long bye 
regional director of the Boy Scouts, is always relied upon to put « 
such beneficent drives as the Red Cross and Community Chest, 
is one of the chief supporters in our State of all worth-whil 
munity enterprises. Gen. Ernest O. Thompson, who also appear 
before your committee, from Texas, has been a member of our ra 
commission and of the Interstate Oil Compact Commission alm 
long as I can remember. He has had much to do with the dev 
ment of sound conservation laws. All of the thousands of goo 
zens of our State who know these gentlemen intimately would wel 
the opportunity to vouch unreservedly for the unimpeachable « 
acter and integrity of both. Their excellent statements befor 
committee come from rich experience and from an unselfish 
patriotic desire to be of public service. I am sure other wit 
testifying on this subject are men of comparable standing 


“t 


States and communities. 

Mr. Chairman, the depletion allowance is not only fair and em 
ble, but is very much in the public interest, and any reduction 
depletion allowance would be dangerous to our national secur! 
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to the public welfare. The record of the petroleum industry during 
World War II will remain a modern miracle. So far as I know. it 
s the only major industry in this country that readily met all de 
mands upon it. Insofar as petroleum supplies went, we had them 
when we wanted them, where we wanted them. and in the amount 
wanted, Since the war, the petroleum industry has continued to 
meet the demands of an ever-expanding economy. We could almost 

ll this a petroleum age, Or we might Say this is an age of motors 

a machines, olled ana fue led by a gigantic, independent, and di- 
ers fied American petrol nh industry. ‘| his col ld have h ippen “(l 
nlv in our democratic sor ety under sound Government policy. 

Mr. Chairman, one of the great libels against the millions of eople 
vorking in the petroleum and allied industries is that oilmen, as a 
lass, make easy money, ind that too many of them become the 

ents of unearned wealth. While it might not be easily suscepti- 


ple tO proof, It 1s cenerally known that as much money has been spent 

tine exploration for and in the auscovery of oil as the oil itself is 
vorthn., (gain, a recent professional journal points out that while the 
petroleun industry has enjoved o1 ly » percent of the national! Income, 


has paid, and is paying, 7 percent of all taxes. 
In recent years, the Government has published several bulletins 
the economic backwardness of the South. The South and the 
Southwest are often referred to as the most lmpovel ished areas of this 
rreat Republic. These areas have suffered from numerous economic 
indicaps, if not discrimination. Gentlemen, most of the develop- 
ment in a large section of the South and Southwest in the last several 
lecades has been primarily attributable to an adventurous petroleum 
ndustry and to its enterprising exploration and search for oil and gas. 
If the fairly and wisely established depletion allowance were now 
reduced in any degree, this entire section of the Nation would suffer. 
If it were reduced to the extent recommended by the Treasury, the 
Momy of a half-dozen States would collapse, and the Nation, as a 
iole, would be severely penalized, not only in tax return but in a 
e} ressed economy. Further, if petroleum research and exploration 
not crippled, experts belie, e, and I predict, that large reserves of 
s vital natural resource will be discovered and deve loped in other 
as of our country. 
‘ tlemen, one of. if not the most re markable economk phe nomena 
veneration, Is that in the last 25 years most petrole im connnodi- 
ties have greatly increased in quantity and quality without increasing 
price. This would not have been possible without the depletion 
ince written into our Revenue Code in 1926. Now why penalize 
je pardize such a great record ¢ It probably would be more in 
ublie interest to raise the depletion allowance than it would be 
wer It, 
lf Lhe depletion allowances should be red iced, mat \ serious con- 
ences would follow: (1) Reduction would be inflationary. We 
d have a reduction in supplies and an increase in prices of all 
products. (~~) ‘J he Nation would suffer Serious economic 
ss because thousands of marginal wells would have to be abandoned. 


Ole li 


D scovery al d exploration, which have been Ca ried on largely 
through the incentive of deplet ion allowance, we uld be seriously cur 
ed. (4) We would shortly find ourselves in a position wherein 


Government would resort to subsidizing research, exploration, 





2574 REVENUE REVISION OF 1951 


and marginal production. (5) In the event of war, we would 

ourselves without an adequate supply of our most strategic and es: 
tial material resource, that is, adequate petroleum and petrole 
commodities. Let me point out just here R 

conceded that in the event of war our foreign sources of petrol 
would be immediately destroyed. (6) Any reduction in deplet 
allowance would immediately ruin most of our thousands of sn 
companies, and the many thousands of independent producers 

wildeatters of this country, and would result in petroleum mono}. 
Either the industry would be owned and dominated by a few m 
companies, or it would be nationalized and taken over by the Gov 

ment. Under either alternative we would have gigantic indust 
monopoly, or Government monopoly, both to be adhorred and avo 

as a social and economic plague. Under either we would hav 

creased supplies and increased costs. 

For the sake of brevity and to avoid repetition, this statement 
been largely one of generalizations and conclusions. However, | 
request, voluminous and comprehensive data can and will be sup; 
this honorable committee upon any point touching the dep 
question. 

Now, for one final and summarizing conclusion: In my cons 
judgment, the Treasury of the United States would not be enriched 
would substantially lose, and the Nation would not be served but v 
greatly suffer, if the depletion allowance were lowered. 

The Cuarrman. Mr. Reed. 


; 


Mr. Rerepv. I want to congratulate you, Mr. Gossett, for thie fi 
presentation which you have made. I am interested of course 
the stripper wells because New York is very largely a stripper-1 


area. ‘The production is so low and the costs are so high, without | 
depletion allowance they would be put out of business. They a 
constitute the economic backbone of several counties in western N 
York. 

Mr. Gosserr. I think that is true not only in New York but 
areas of Pennsylvania, and I know in large areas of Texas. 

Mr. Reep. That is quite true. We cannot afford to lose that a: 
of oil, especially the type of oil we are getting, the Pennsylva: 
where you get such a fine lubricating oil; isn’t that right? 

Mr. Gosserr. I think that is entirely correct, sir. 

Mr. Reep. Thank you very much. 

The Cuarrman. We thank you for your appearance and tlh. 
mation given the committee. 

The Honorable O. C. Fisher. of Texas. Is Mr. Fisher present 

Mr. Coorrer. Hon. QO. C. Fisher, of Texas. 

Will you please give your name and address to the reporter { 
benefit of the record ? 


STATEMENT OF HON. 0. C. FISHER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Fisuer. I am O. C. Fisher, from the Twenty-first Dist 
Texas. 

Mr. Chairman, oil is ammunition. During the last war the I 
States supplied 85 percent of the oil used by ourselves and our 


iat I think it is general], 





- 
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[his was accomplished as a result of American ingenuity, of our 
incentive system whereby risk capital is encouraged to explore, find 
new deposits and develop new fields. 

The present world situation accentuates the necessity of maintain- 
ing that development program. 

We cannot afford to take chances by doing anything that might dis- 
courage the discovery of new deposits. The proposal to decrease the 
depletion allowance provision in the internal revenue law from 2714 
percent down to 15 percent involves a chance. It involves a gamble 
that we can ill afford to take, particularly during these times when a 
virile healthy, ever-expanding oil industry is so closely allied with the 
strength of our economy and the extent of our security. 

The depletion-allowance provision was written into our income-tax 
laws 27 yearsago. This percentage depletion permits the oil operator 
to deduct 271% percent of his gross income from a particular property 
for tax purposes. But the law further provides that he cannot under 
any circumstances deduct more than 50 percent of his net income from 
that particular property. 

The 271% percent figure was arrived at as a result of exhaustive study 
and experience in the industry over a long period of time. 

As this committee well knows, its fairness has been reaffirmed many 
times by congressional committees. It is sound. It is in accord with 
the principle that capital should not be taxed, but only the income 
from that capital. And it takes into account the high risks involved 
in exploration—risks involving the drilling of many dry holes. 

The 271% percent alllowance was thus arrived at as a result of long 
experience and the soundness of the principle has been successfully 
defended for a quarter of a century. 

Oil is irreplaceable. When it is taken from a property it cannot be 
replaced. The plant from which it was taken cannot be replaced. The 
nvestment becomes exhausted. With this in mind, a fair percentage 
of depletion allowance was worked out. <A reasonable figure was de- 
termined as a fair allowance to the oil producer as a method of recap- 
turing his investment—which is not income—and thereby avoiding a 
tax to be imposed upon his capital. That principle runs through all 
our income taxes as applied to various people and industries. 

Mr. Chairman, those who attack this percentage of depletion allow- 

e ignore a factor which is peculiar to the oil industry. That is the 
osses from drilling dry holes, which costs cannot be recaptured by the 

erator. The oil producer, if he maintains his producing level, must 

stantly engage in search of new oil. 

rhis committee is familiar with the statistics on that subject which 
reveal that in 1948 there were 6,728 wildcat wells drilled in the search 
of new oil. Of this number 5,480, or 81.5 percent, were dry. Only 

248 produced any oil, and these varied, of course, in amount of 
production. 

[t costs up to a half million dollars to drill a well, depending upon 

‘location, depth, et cetera. More than a billion and a quarter dollars 

spent by oil prospectors in the United States last year in search of 

sources of oil supply. It has been said that this exploration com- 

da plow-back of capital which was equal to 31.4 percent of the 
tal value of all the oil produced in the Nation. 
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Consider the performance of the oil industry in this country. P 
centage depletion has contributed materially to this progress. W 
out this allowance the producer could not hope to replace his deplet: 
production. Except for this arrangement, the risks involved in sea) 
ing for oil would be so great that there would be less exploration, 
development, and less oil to lubricate and fuel the Nation’s eco: 
and our ambitious preparedness program. 

There is a dangerous inclination of many to think of the oil indu 
in terms of bie gushers and overnight riches. Indeed, often the a: 
eates of cuts In depletion allowance base their case on such eXal 
ignoring the water hauls, the marginal producers, and the so-: 

I ells which account for a considerable portion of the 

. ties. In Texas, for example, half of the 117,000 pre 
ing welts \ eld less than LO barrels daily, and these always ck 
in production with age. 

Therefore, taking into account the inherent uncertainties, the in 
imbles with capital, and the risks involved in the oil may 
with the basic principle in our ncome-tax laws that inco) 
ipital, is to be taxed, | respect fully urge this committee to | 
allowance ficure as it now is. 
. of all times, we need to keep our oil industry strong and \ 
This is no time to take unnecessary chances by cutting the allow 
figure and thereby probably discouraging further explorations 
clis ries all so vital to our Nation’s economy and to our natio 
secur ty. 

I also have a statement from Mr. Reuben Senterfit, who is | 
speaker of the house of representatives in Texas, who happer STO 
mv constituent and who has made a very fine statement here i 


por of ; ! tilar position. 


I should like to have permission of the committee to file that 


the record 
Mr. Cooper. Without obje tion, it is so ordered and nia be inc] 
in the record at this point. 
Phe statement of Reuben Senterfitt is as follows :) 


SENTERFITT, SPEAKER 
REPRESENTATIVES 


ent is being made from the point of view of the importance 
ler consideration to the people at large, and of its probable i 
economy of my State and of the Nation as a whole. 

I should like to say that the continued vigor and agg 
me the o ndustry is of very vital importance to the people of Texas 
is the leading source of income for the support of the State and its 
governmental subdivisions. The internal business economy of the entire 
depends very heavily on the oil industry in its various phases 

Drilling operations furnish a very extensive source of employment. ‘ 
running 24 hours a day requires about 25 employees. During 1940 ther 
about 1500 rigs, on an average, operating in Texas. The workers ope 
these rigs received annual wages of an estimated $130,000,000. Approxi: 
one fifth of the cost of a well is for labor alone. 

Due to the demand created by civilian and military needs, the oil in 
in Texas was operating more than 1,400 drilling rigs during midyear 1950 

jefore any drilling is commenced, millions of dollars are spent a1 
on exploration work by crews engaged in geophysical operations in an 
te likely underground formations which may or may not have oil in 1 
These operations require extensive laboratory work involving geology 


to loca 


physics, aerial photography, paleontology, geochemistry, and other allied s« 
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which are very costly but essential, although drilling is the final proof of the 
existence of oil in any particular spot. About $45,000,000 a year is spent on 
geophysical operations in Texas 
The operator must, of coures, first procure the right to drill. About 60,000,000 
eres are under lease in Texas. It is usually necessary to pay the landowner 
a bonus and an annual rental for the privilege of drilling. These payments run 
millions of dollars annually Much of these lands never produce oil. 
out of tive wilcat wells on an average are dry 
hen oil is found and prod he landowner must be paid a royalty which 
s free of cost Even after oil : to , Ohe out of every three development wells 
S nonprodut tive. 
It can thus be seen that the producing ll when fi 
heavy burden to repa I utor for the e 
before. 
Only the courageous wv 
enture into this \ 
ix policy which 
terest of the people 
present rate ol! ‘ n Ul I iced hi 
the test of tin an rl a eing reasonably st and ecurate 
Ss my sincere belief i this ¢ tle ‘ owil t best insurance 
lequate supply oO 
redness program 
with the eve! 
perative hecessity as hever belo ft couras . the discovery new 
is id sources of productio wou Im most impolit to tamper with 
» tax structure which is the key to success or fa re hi ital industry. 


Mr. Coorer. We thank you for your apps ce and the information 

ven the committee. 

Mr. Fisuer. Thank you, Mr. Chairman. 

Mr. Cooper. Hon. Leroy Johnson of California. 

Will you please give yo r name and address to the reporter. for 
benefit of the record. 


STATEMENT OF HON. LEROY JOHNSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


} 


Mr. Jounson. Mr. Chairman, my name is Leroy Johns 
sent the Third Congressional District of California. 
I desire to make a very brief statement regardit 
taxes on wine. _ 
lreasury proposed t ‘the tax on wi 
ts and on beer. The sc! iu! » SK nreaso 


\ calling them to the tt tion of this committes 
luction of the proposed tax on the wine industry. 
proposed increase on table wines, the kind se at youl 
e, such as sauterne, burgundy, and the lil 
present tax. 
f proposed increase O1 dless wih - Such ¢ port wihe al d herry 
is 150 percent. 
ue proposed increase on d tilled spirits, the beve rages that really 
people drunk and produe 7 aleoholi S 1s only dole pe reent. 
beer it is only 50 percent. 
e wine industry does not want to avoid carrying its share of the 
if increased tax burdens due to the present necessity for highe: 
but they do object to this obvious dis riminat mm against t! 


ot yy 


ry, 


percent over 
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I also want to call your attention to the fact that when you 
the wine industry you are taxing the grape industry. The re 
the grape industry in California is so sensitive over this is that 
plus grapes are used to make wine and if we do not have an outle' 
these grapes through the wine industry the entire industry mig! 


ruined. 

There are three general kinds of grapes, table grapes, raisin g1 
and wine grapes. The ones that are directly affected are the 1 
grapes where the surplus goes into wine and the table grapes \ 
the surplus goes into wine. 

Now, this is not anything theoretical; it has happened in the 

I shall insert in the record a statement as to the size of the gra) 
dustry in California. It runs close to a billion dollars with hun 


of thousands of people involved. 

As I say, all we want the committee to do is to levy our taxes ag 
wine on a parity with the taxes of the other alcoholic beverages. 

(Mr. Johnson submitted the following statistics on the size o! 
grape industry in California :) 

Wine is essentially an agricultural product since all the wine manufa 
in California is made from grapes. The present 15-cent tax on table win 
the 60-cent tax on dessert wines, when transposed to a tax on wine grapes 
their cost come to $24 and $48 per ton respectively. The proposed increase \ 
raise this to $80 and $120 per ton respectively. By converting surplus ¢ 
to wine and selling it the grape growers keep the industry in a fairly 
financial condition. Grapes represent over one-third of the State’s total 
age in fruits and nuts. One hundred and fifty-eight thousand farm fa! 
depend directly on the grape industry. An additional 200,000 persons trai 
distribute, and supply the grape industry. The great bulk of the wine ma 
tured in my district is made by grape growers themselves. Wine is thi 
alcoholic beverage where the producer is a farmer. One-third of the wil 
duced in California is made by cooperatives owned entirely by grape 2: 
Table wine should never be classed with other alcoholic beverages J 
beverage the same as tea and coffee, used by increasing numbers of A! 
in their homes. 

We feel confident, when the Ways and Means Committee knows and 
these facts, that it will drastically reduce the proposed increase sugg 
the Secretary of the Treasury on wine. The grape growers and wine p! 
ure willing to bear their fair share of any increased excise tax neces 
raise the money to properly arm the United States in this crisis. But 
they nor their Congressmen want them to be taxed out of existence 


Mr. Jounson, Now, I wish to address myself for a moment t 
proposed tax on securities of States and other local government 

According to the director of finance of California there is outst 
ing in bonds of the State of California, which were issued last 
$244,500,000 worth of bonds, and a total for the State of all iss 
about $350,000,000. Some of them run as high as 40 years in our 5 
others run to 20 years, 350 years, 10 years. There are many mo 
total amount, that were issued by cities and other local subdivi 

The proposal to tax the earnings from these 1 percent woul 
the people of our State alone for those issued last year, $2,445, 
year. The annual cost for municipalities, and so forth, would be 
vreater. 

In my little « ity of Stockton, it would cost us about $500,00 
on one of its issues to pay this tax. 

There is some doubt about the power of the National Govern: 
tax these securities. I will not discuss that here because it is ve! 
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a 


troversial, but there is grave doubt as to whether the United States 
has the power to do so. 
| want to point out that many of these bond issues in the smaller 
munities are for schools, city schools, county schools, district 
ools, schools of every nature and description. That is the way we 
ce our school buildings in California; by issuing Is. 
int to make this one point before I close. that there is no branch 
w governmental structure in my humble opinion that is better 
ind closer to the peop! than the loeal vovernments, ivasion D 
Federal Government of the field of muni ipal se 


soverelgnty and the autonomy o ies local oO 


‘ 


DONdS 


was my pleas ire to | 
| have a tremendo 
and the way th 


il] know how the I 
croaching every week 


1 


lv weakens them. 


ive enough nath 
irs of local com 
» to the State. 
refore, | hope for t] 
S will saddle on oul 
stax to be levied. 
Mr. Coorer. Mr. Jenk 


Mi . Mr. J 


percent, and pe 
hat L want te 

s of two seoeme! 
If that does n 

stry will be bl 


{ | hay make this pot, ab uit 
California is made by cooperatives. That means that every 
el ber who has part ownership in tha winery is really a grape 


ind he uses that to vet an outlet for surplus grapes. 

oopER. Mr. Reed. 

Reep. I think it is in the record, but not in vour te 

eis no chance of rotat ne crops in the vinevards ? 

Jounson. That is true, sir. A vineyard is like a tree, when 


] ° ) 
get the vines started they are there to stay: you cannot change 


ithout prohibitive expense 1n pulling out the vines 


= . 


oI pt. 3 67 
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Mr. Reep. When the price gets too low they are apt to negk 
Vineyard and if you neglect it a year or two, it sets it ba 
destroys many of the vines; is that true? 

Mr. JOINSON. That is correct. 

Mr. Reep. Because various diseases will attack the vine, 

v are neglected and they will be ruined in a year. 
Mr. Jounson. That is correct. 

There is one thing that we have in California that vou do ne 
in New York. We irrigate the majority of our erapes and 
to protect those vines we have to irrigate and pay the water ec 


the 


rela dollar out of our grapes. 
p. I think that is the first time 


17 
li 


Thank you very much. 
oper. Mr. Granger. 


Do you have those figures right. $255 million 


, mul 1 ipals, and s hools of Cal fornia 


. The amount of outstandn a bonds is 
st vear 1s 8244.500.000. The total for 


ervt! 
~. WI 1 
GER. Has not 
) ld @ school build a 
Not that I know of exce; 
| my country I do no 


now of i ‘ 
Wi tried to cet them to contribute t 


not seem to w nt to do <0 he Lise 


er. I was wondering if that 
or} l dthe Califor: lu debt so low. 
N. Ne -T think it =f ie reason th; 


{ 
n solvent and hold down yond 


mt was one 


Mir. Eberharter. 
‘rer. Do you happen to 
he various municipalities i 


,~or d percent 4 
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pends upon the security. Re 
rate of 1.9 percent. 
When I was a lawver for 
it was in the 1920's. 
Mr. Eneruarrer. You see, t] 
i itimé whenev 
ne business orgal Nh Vests 1! ie@se | 


{ 
ret 4) 


the higher income brackets and : 


that isa difference 


Of course. if it 1s 3 percent. that rs somet! 


Mr. Jonnson. I ear that in our Stat 


. of ( ! 


STATEMENT OF HON. JOHN PHILLIPS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 
Mr. Prius. I appear before 


of the we tv-secona ( itil 
f the Treasury Dey 


TEMENT OF HON. TOM PICKETT, A REPRESE 


INTATI 
CONGRESS FROM THE STATE OF T 


ESEN 
EXAS 


ashen’ 


Pickerr. My name is Tom Pickett, of Texas. 
Chairman, the problems confronting 


proposed tax re\ program now 
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ous indeed. I do not wish to add to your difficulties. On the 
hand, my appearance is prompted by the hope I may be of 
assistance to you. 

My remarks are directed toward the proposed change in ex 
law reducing what is commonly referred to as the “depletion 
ance,” particularly as it applies to petroleum. l oppose that 
posed reduction. 

When the first income-tax law was passed by Congress in 
took into account the principles of “a reasonable allowance for 
tion of ores and other natural deposits.” Continual review and 


resulted in provisions being adopted in the Revenue Act of 192 


have stood through the ensuing years. Asa result of the souns 
1.) 


ment accorded petroleum, the industry was able to discover. « 


| produce oil in such quantities that it met the Nation’s 


World War II, the most trying period in our history | 
“lay are slightly less imperative and may become n 
to come. The records will reflect those demands hi: 


} 
} 


met at prices far below that of other basi 

Is perhaps little information that can be added to 
‘n presented to the committe nt » | ing 
to submit for your cons 

me compl hensive analysis on the si biect if 

ileve to read lt deals with the history, | sic ph 


| percentage depletion, mi the eApelis lig ot rt: 
is applied to oil wie vrais production, The 
by Mr. Hines H. Baker, pre 


the address deliveres 
efore the annual meeting 


Oil & Refinine Co.. 
etroleum Institute aa Los Angeles, bE ee Noven 
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neiude it ‘cord as 


your permission 

. - I 

mi ms te the e: 

* COMM tree. 
rer. Without objec 
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OWs!:) 


Prax Pow 


provisions 

ons involved in a sound 

billions of dollars of capital that must be 
velop the petroleum supplies required fo 
fense rhe analysis is not intended to he 
t Such technical treatment would involy 
nd accountants 


on by tax experts, lawyers, a 
IMPORTANCE OF PETROLEUM SUPPLIES 


l are more essential to the United States today than evé 


nd was 
ive now become our principal source of energy. Ample 
‘Is are indispensable for national security as well as for « 
Oil and gas are major factors in our rising standard of liv 
need great quantities of energy provided by oil and gas for 


transportation, for agriculture, and for the home. Our industria 
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lepends on the continued adequacy of petroleum supplies, particular 
sportation 
' we continue to have enough oil and gas for national see 
mic progress in the years ahead? There are many techn 
factors which must be weighed in arriving at 
it question In my opinion, the United States will continue to have the 
1 gas it needs for the foreseeable future provided that there . 
ce with satisfactory economic incentives in the 


vical and 


a reasonable answer 


is ho intel 
search for new petroleum 
eS The existence of reasonable economic incentives will bring about 
we investment of capital necessary to continue the exploration, devel: 

e to provide su 

i gas for an expanding economy In the absence 
supplies of oil and gas will be affected adversely and 


dl national security will suffer correspondingly 


nd technological advances which make it possil 


Lsoniaie 


developments emphasize the need for ¢ 


‘onsideration of 
on petroleum supplies The trend toward higher in 

he incentive and opportunity to make new investments 
s for all business It will, therefore iflue 
ment of new petroleum resources That risk tl 


he 


rie 
oo 
m with other business activities In additi 
Government to raise more revenue has led 
in the tax structure which would strike 
petroleum supplies. The changes proposed 


' ; 


ite of depletion 7 y to 1h [x reent n ti 
ive cut Virtualiv in we rate which has been 
sary to provide fair ft atment for 
re the further venture vit 
proposal would cut depletion 

gross income equaled the intangible developme! 
producing life of a property. These proposals 
ced exploration, smaller supplies of petri 
um products, all of which would t nat 


conomic progress 
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suring 
norma I ‘ nil ; s abo 
ilities if fir? f 1.000.000) 
depreciation i rute SOLO) oa 
In gross income eu : I arriving 


th equa 





REVENUE REVISION 


petroleum industry 


“] 


( 


for ll ott 


ty is 


a propel 


new reso 


; 
Lite 


t should be allowed fo 
sult of haz eXplor: 


for 


ircous 


perty as a re 


# particular productive property 


apital risked and lost in 
It takes the expl “iT 
tC promise to w 


ut f ever 


ed 


area 


bey« nd 

or f 

e consideres 
risi 

the dis 
ble standard 
h proauctive 


h he ca 


locating 


‘MsSo0na 


whi 


nonproducti 


re turnnhle 


S exploratic 


ig consid 


such a 
ventures wo 


S to locate one 


tances 


hy 
tor has s 
expenditures 


business 








REVENUE REVISION ( 


ration of the 


requ 
In pre 


ist 
iiter the discovers 
an CuSeS 


iInister. There 
bureau 


fair market val 
ndless detail 
select comm 
vs. The work of 1 
yetion still in effect 
fevenue Act of 1926 main ; I 
r depletion, but introduced a new method 
le to simplify administration and achieve a 
One Government witness, the 
I believe that it is 
» | 1 1 


‘ 
taxpayers. 
ee, tTestilied 
od of ds 
ethod of 
justice 
owance taxpayers on 
representative ot 


reasury Department 


advance ’ SOI ng could be done to 


ert 
the Gove 





2586 REVENUE REVISION OF 1951 


ments explain why we can afford to use petroleum preducts in such large 
tities. Per capita consumption of petroleum in the United States is 20 
as much as in the rest of the world. That difference is a major factor 

superior productivity and standards of living. The tax provisions with r 
to percentage depletion have been part of the economic structure whic! 
mitted the petroleum industry to expand so remarkably and serve us s 
during the past 25 years. It does not make sense that we should eve 
sider tampering with reasonable tax provisions which have produced 
great benefits for all of us. 

Percentage depletion, in effect, substituted as a deduction the current 
value of oil as it is produced for the discovery value determined at the ti: 
lease first became productive. Over a period of rising and falling pric 
two methods give practically the same result. Operators who deve 
at a time of high prices are allowed less depletion in a period of low 
under percentage depletion than the capital value at the time of dis: 
On the other hand, operators who develop oil at a time of low prices are 
more depletion in a period of high prices under percentage depletion tha 
i ti lue at the time of discover (iver a full business evcle thers 

Iv offsetting, although percentage depletion gives the app 
of providing some advantage in a period of high prices because it is 
to replacement costs For the ordinary business, depreciation is rel 
actual investment and not to replacement costs. The disadvantages 
principle in periods of high prices are offset, however, by its adv 
in a time of low prices when depreciation provisions on investments mar 
ing the boom phase of the business cycle are more than enough to rep! 
equipment being worn out. Thus over a full business cycle, percentage 
tion and depreciation gives comparable results Percentage depletion 
out very fairly among different operators, furthermore, because it allows 
times a deduction related to the cost of replac ing oil in order to stay in the 
ness with unimpaired physical assets. 

The principle of percentage depletion now seems accepted beyond que 
but sometimes the question is raised whether the rate of 27. percent 
rect r » hest economic evidence of the rensonableness of this rate 

on of the capital value of oil in the ground At the preset 
ve price of crude oil of $2.55 a barrel the maximum perc: 
70 cents, and the average depletion is about 65 cents becau 

) percent of net income. This depletion allowance agres 

wit » discovery value of oil in the ground in Texas, for « 

umber of sales of properties have been made in recent years at 
bout Sl oa barrel for proved, developed reserves Deducting from 1 
pment cost of 30 to 35 cents a barrel which is in addit 


expense). indicates a discovery value of about 65 to 70 
the rate of 275 percent has operated similarly T refl 


l range of prices expe 


o 

yi] reserves in the ground over the ful 

the average price was $1.88 a barrel and the provision 1 

f 51.7 cents on that price In the vears 1930-40 
about $1 a barrel, on which tf 
That a ’ 


the ground : it time ‘imilarl 


ince 


line wit! 


continued to reflect the changing capit 


in the search for oil and inflation cenera 
Suc! relations demonstrate that the depleti 
intended in permitting the recovery of capital 
stification for reducing the rate 
survev by the Mid-Continent Oil and Gas Association of co! 
producing about half of the oil in the United States provides further ¢ 
that the depletion rate of 27.5 percent is still right. In the years 1926-4 
companies spent on exploration alone, not counting an even larger am 
the development of productive wells, nearly as much money as their tot 

able depletior The expenditures for exploration have moved up and dow 
the allowable depletion. Such a relation proves that a reduction in the 
re depletion would affect the expenditures for exploration and 
iture supplies and prices of oil. The only way to avoid a re 
risked in the search for oil if the depletion allowance w 
inged conditions of supply and demand to result in pri 


o make up the difference. To maintain the same incet 
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their net share of production. Therefore, the equal treatment with resp. 
depletion which Congress has provided for all operators regardless of 
in keeping with the facts and needs of the industry's operations. It would 
absurd and unreasonable to have different depletion rates on the basis 
as it would be to have different deprectiation rates for identical manufa: 
operations depending on the number of machines operated 

The percentage depletion provision has worked admirably to prote 





eapital ilue of oil production so as to encourage operators to risk on 
mn the search for oil the capital recovered in the course of product 
revision ! Ss Ww ked to encourage all operators regardle sof size li his 
part of the economic structure of tl industry and cannot be changed \ 
é fluence « the entire cost-price relations in the petroleum i: 
\l Incrense n taxes would result in either an offsetting increase ir I 
the det ent of consumers, or in less development of new resources 
idvantage of national security and future economic progres 
AX PROVISIONS ON INTANGIBLE DEVELOPMENT COSTS 
In « é with the proposal to reduce the rate f percentage dey 
wis yyoste to Congress early this vear tl t deplet on become 
\ er its gross equaled the ingible dev 
‘ ‘ dvance in support f this suggesti vas f 
of both percentage depletion and the option to exe 
s ilted Th gt Chel cleaiu | ( } 
I v tion that ’ izible deve n COs i ili ! 
t ‘ t ! t t I Chere = o Logie | sis tact Tor tre v 
ble ts a issets recoverable through depletion Ee I Ss 1 
de some reasonable basis, such as that included in the regulat 
IS, f e recovery tangible development costs apart from deplet 
i f the doul d * argument and the sound: 
rere | \ illowing bot! ‘ entage deplet ’ 1 the « Y 
gible « elopment costs be es lent from msideratior 
e Da hese provis ns 
‘ k ! ! ‘ ‘ 1» 
x sind lu 
Lite KX penne ! ‘ | \ ma ian e OF 
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| ‘ ‘ s whik " ~ f tl ve | 
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‘ | eo he per ! es ‘ ne his \ 
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‘ clea ? = 
ve ! ira I f we ) | duc I . 
} | ~ the Treas 1h 
tangible sset ruld y 
the | rt mn = | i ere I ! I I 
! ‘ ‘ el in tangible assets 
S 1S e regulations applicable to the determinat 
rh nite t! xpaver the optio to charge intangible development c 
exp irred or to capitalize them for recovery over a period 
rhe right to expense intangible development costs does not change the f 
the operator is allowed to deduct bis expenditure only once Phe sta 
dustry pl tice of charging intangible development costs as an expens 
preciating investments in tangible equipment was generally applied ar 
recognized by the Bureau of Internal Revenue and Congress at the time 
ge depletion was adopted in 1026 These different provisions were 
because, taken all together, they were recognized as proper and necessary 
tect agauinst teuxation as income the capital expenditures made in deve 
s well as the capital value created through discovery 
The Treasury Department has alleged that the option to expense 


development costs permits an operator to have a substantial income wit! 
ing much income taxes It presented hypothetical illustrations of what 
the method of avoiding tax Liability,’ implying that there is somet! 

with the present system. The point at issue is really not tax avoid 
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Mr. Coorrr. Hon. Omar Burleson, of Texas. 
Will you give your name and address to the reporter for the be: 
of the record. 


STATEMENT OF OMAR BURLESON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Burirson. My name is Omar Burleson. I repres 
Seventeenth District of Texas. 
Mr. Chairman, I am most grateful for the opportunity to ay 
) our committee in behalf of the proposition of mainta 
pe reent depletion allowance cranted the oil industry ic 
il vears for good and sulflicient reasons. 
ast 30 years or more, provisions In our 
» oll industry to maintain a continuous 
‘oil and 


cas. This iCLIVITYV 
ssary in times of pea eas W 
0 stantly expanding economy 


ue steadily at all time I 


: . : > . 
meet domestic demands and 


know it is extremely important that our present d 
adequately financed out of current revenues. It is eq 
hat in our attempt to raise revenue, we take no steps \ 

= 


ay W ill retard our search for the materials which are eg 
Il in the present situation. We, in Texas, where oil a 

ect in enormous quantities, are fully convinced that pet: 
» among the critical mat ls. Petroleum today 


tor In peace and in war. In fact, it is playin a 


1] 
il 


; , 
ier there Wiil be peace or Wal 


no doubt that the present depletion provis sino 


r up ana main 


‘ 
! 


{ 
pl rived an important part i buildin 


il reserves of o1! rnd Lith a 
1e pros 
ill continue its 
n both peace and Ww 
ili. | think Spec | ell) 
ndependent oil oper 
they he denied the mider: ] 1 now recog! 


Yrstence, t he ™ 


yn. resulting in fewer discoveries 


dent oi) operators ha heen re ponsibl » fora very 

he number of discoveries made in the last several 
. the figure Is approxi itely St) percent, and the 27 

mm allowance is the lowest figure which can be set 

You } ». of course, before you t he most expert testinnen: 
point, : I feel sure most of you on this committee have be 

pressed by it. 

Particularly, the independent oil industry has assumed a tret 


seriously endangering risk and capital necessary in such ope 


| tv. ‘| hey have met t} lu sre ponsibility with coll 
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rad} 


fairness and with an adventurous spirit incomparable to any other 


enterprise in our national economy. They will continue to do so under 
the present arrangement, and | hope it will be the committee’s final 
ew that the allowance not be lowered. 
Mr. Chairman, I would like the consent of your ¢ nimittee to have 
serted in the hearings a statement by Mr. R. M. Wagstatf of Abilene, 
ex., coul sel for the West Central lexas O:l and Gas Association. 
Mr. Wagstaff’s Statement { 1e subject of the ade pletion allowat 
ne which I respect very much. He is thoroughly familiar with 
roblems which exist In an area vitally affected by thi provisiol 
believe you will find his views of considerable interest. 
Mr. Coorer. Without objection, it is so ordered. 
Che statement of Rh. M. Wagstatl, Abilene, Tex.. 


all producers that the 
the venture, and 
only a dry hole 
yout of 20 wildcat 
a prout ih exces 
to justify the risks w 
search for oil is extremel) 
venture” spendil While mode 


] 


s, and better produ practice 


reh for oil is st mble in the highest 
Very are practically 20 to 1, and as a consequence 
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is estimated that these wells still have a reserve, if properly protected by 
structure such as the 27'o-percent depletion allowance, of 387 million b: 
th an estimated possible secondary recovery reserve of nearly 1 billion b 
If anything is done to cause the premature abandonment of these wells 
have nearly approached their economic limit so that they are plugged 


billion and a quarter barrels of oil will probably be lost since they cou 
be redrilled for the amount of oil that could be recovered 


ess of the present tax formula has been shown in my State in the 


Che su 
und any g to upset this formula could have a far-reaching effect that 
do more jury than the relatively small amount of tax that could be « 
I iction of the depletion allowance 
In view of the present national crisis, the requirements of the n: 


defense, the critical need for oil, | urgently recommend that greater | 


in be obtained by leaving the existing tax structure intact than would 


nefits of a reduction of the depletion allowances The stripper wells, ti 
I e referred, will go a long way to supply the national demand and 
‘ lly i he conservation of machinery and steel that would be neces 
I miple f new wells 
Now, I should like to present this statement on behalf of the ¢ 
homa legation in regard to the 2714-percent depletion allo 
I wish to thank you for the opportunity of appearing before 
po man for the Oklahoma delegation in Congress. I real 
vol ire busy men, that you h ive hudgeted your Lime, and that 
time ted, so [ will make this statement as bi ef as possibl 
! ippeal be fore you on behalf of the people of Oklahon la. ¢ 
the most mportant oil-produ ¢ States of our Nation. and ure 
vou take no action concerning changes nthe provistot of the lr 
Revenue Code that would have a deleterious effect on the eco 
the oil lustry 
Che Secretary of the Treasury has appeared before you and 
ended it the allowance for depletion now granted the oil 
" | fro 4 percent of gross neome to lo percent of 
rhe I] as termed tf] » pre t allowance a loop ole 
L} loophole” has a special and improper privilege e 
ilculat to discredit the practice to which it is aj 
es benefit has been obtamed which bevond 
ite Vv Congres n enact ry th lay Thy 1) < 
pore a t { that being a benefit not cé ‘ trate y { 
( to the law more than 25 veat oO riong a 
era | ( ongres 
ft tended as a substitute for “discovery depletio 
prove cumbersome and alm St Ini poss ble to ce termine W 
evree oT certainty or accuracy. 
It ir judgment that the owner of a mine or oil and gas we 
‘ t] onstitutiol ally ent led to an allow ince for cle} 
oes not vholly de} end upon legislative enactme nt for suc] 
ded by the supreme Court in the case of Stratton’ 
/ ” thert (251 U. S. oo), decided Decembe1 2 
n su ling cases. In said ease the Court recognized the funda 


rieht oft cl plet on, and anmio! ¢ other things said: 


It was, of course, contemplated that the income might be derived f 
vn of property in business, and that this property might bec 
S eX! sted in the process; a d because of this, a reasonable allow 
to be 1 é r depreciation of it, if any 


The sixteenth amendment gave Congress the power to lay 


= 


ect ixes O neome, It cid not give Congress the power to tax 
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] | ] 


Income derived from capital may be taxed, but the return of capital is 
tax-free. Capital does not necessarily mean the amount invested. 
It may refer to the value of the property. 
his fact was recognized in the early days of our income-tax laws 
which permitted, und still permit, a deduction for depletion or depre 
ition of property ow ed at the time of the passage of the sixteenth 


menament DOased ul} ) the ilue of the property as of March 2 LOLs, 
f such value exceeded cost. 
Later, this prin » was extended to perm { the d . overer of in oil 


on the cost of 
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r vas property to base his depletion allowance not 
March 1, 1915, value of the property, but on the actual fair-market 
vue Within 50 days ifter cdisce very. 
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percent depletion allowance has worked satisfactorily 


a quarter century. The entire economy of the oil industry ts 


Uuporl tha lowance, It has enabled the oil industry to expand 
t provides not only the low-priced gas that you use iy 
use to heat your home, but it also has pre 
Jleum product 
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Protection of small wells: When discussi vy the incentive provisions 
our income tax law. we must not confine ourselves to the problems 
connection with the search for new The provisions are 
ghly important v ith respect to the reserves which 
covered. This is true not only be« 
ly relates to the Income « Vy re elved rol { , produ e 
Ly but al oO se of ' upon | 1 . 
luction as long as px ' 


reserves. 
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Ina speech on the floor of the House on February 26, 1951, Congré 
man Vursell, of Illinois, among other things, said : 

Mr. Speaker, it is utterly fallacious to consider the present 27%-percent 
of depletion on oil properties as unjustified or excessive The petroleun 
dustry has always paid its fair share of taxes, and in my opinion is now 7 
ing more than its proportionate share it now accounts for only 3 percer 
our national income, yet it pays 7 percent of the total taxes. This woul 
seem to be indicative of a tax-privileged industry 

He also said: 

The average price of gasoline in 1049 was 20.47 cents per gallon. as co! 
to 20.74 in 1920, an actual reduction of 9.27 cents, while during this perio 
quality of petroleum products bas improved manyfold. Also, during 
riod gasoline tuxes were increased more than 10 times 


In the last 2 vears, while other commodities have advanced from 14 to 2 


} 


cent, oil and gasoline have advanced less than 1 percent 


We believe that these figures and facts that Congressman Vu 
mentioned are of great significance and importance and we res 
fully request this committee to care fully consider them in conne 
with this matter. I would like to add that according to figures | 
seen, the return on stockholders’ investment in the pust LD veal 
been less than for industry generally, and has exceeded 5 percent 
only 2 years 

This concludes our statement, Mr. Chairman. and we ar 
grateful to you for the time you have given us 

Mr. Cooper. Mr. Kean, of New Jersey, will inquire. 

Mr. Kean. Mr. Morris, do you have a State income tax in O 
homa ? 

Mr. Morris. Yes, sir. 

Mr. Ki AN. You, of COUTS®e, know more about the oil busine 
Oklahoma than almost any othe part of the country. What 
percentage of ce pletion which the State allows to oil wells unde: 
state income tax é 

Mr. Morris. | believe that our depletion allowance is 224% per 
instead of 2744 percent. I would like permission to get the exact 
ures, so there will be no question about it. 

Mr. Kean. In other words, the State of Oklahoma feels t! 
Z » percent depletion is correct, because that is what they p 
their own law i 

Mr. Morris. That is my present information, but I would lik 
get the exact amount on it. 

Mr. Cooper. if there are no othe questions, we thank vou for \ 
appearance and the information rive! the committe 

Mr. Morris. Thank you, Mr. Chairman. 

(Mr. Morris later submitted the following information: 


As supplement and addition to my original statement that 


} 


tive to the percentace oi depletion aliowance perm 


has given me perinission to f ike, I wish to make the following st 
tted by the f 
homa since that question was raised by Congressman Kean of the committ 
It is my understanding now, after further checking the matter, that tl 
tion allowance in Oklahoma is 20 percent instead of 27'4-percent Feder 


»> 


ance, or the 22 percent that I thought was the allowance when I mad 
tement and asked permission to further check up on it However, 
understanding is that the corporate income tax rate in Oklahoma 
ind the individual rate is graduated from 1 to 6 percent, unless 
ie recent change, during the present session of the Oklahoma L« 
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Mr. Kroon. Mr. Chairman, I ask unanimous consent that our col- 
league, Mr. Victor Wickersham, be permitted to insert in the record at 
this point a statement from the State Chamber of Commerce of the 
State of Oklahoma, together with a short pamphlet on the subject. 

Mr. Coorer. Without objection, it is so ordered. 

The statement and brochure referred to are as follows:) 


CHAMBER oF COw } I STA (CK LHOMA, 


Varch 17, 1951 


Chambers of Commerce and Members: 

The Secretary of the Treasury has submitted a $10,000,000,000 program of in 
ised Federal taxation to the House Ways and Means Committee and included 
his recommendations is Which would reduce the depletion allowance 
nted to the producers of oil : vas from 2714 to 15 percent 

While the effect of this cha » in the Federal tax law would be to provide 


tional revenue by reduci he amount oil producers can deduct from their 


neome before computing their Federal income taxes, it goes much further 
ts eilect on the incenti eto ent ore for new sources of « 
since 1913, the Federal tax laws have recognized the hazar connected 


the exploration for oil and they have allowed either “discovery depletion” 


ercentagce dept tion’ as a method of assuring those » fined oil that they 
ot have the capital value of their discoveries taxed away from them, only 
nceome therefrom 
verybody benefits from having an adequate supply of oil; the consuming pub 
rivate industry. and the economy general 


ally Moreover, the discovery of 
oil adds to the national income and the national wealth and it makes our 
ional defense more secure. Retaining the depletion allowance in the Federal 

aw should be of concern to all segments of our economy although it is 


lv important to an oil-producing State like lahoma 


us not be short-sighted with respect t ie relatively small amount 


enue immediately iD ! igh this pro} ’ hunce in the deplet 
nce Let those wh their iital in expioril or this important 
continue their effort zing that : 
ratory wells are dry 


rder to provide you wi ackground information on this subject, we 


are 


you herewith a cop) fal tled “Let’s Keep on Hunting Oil.’ 
find it ient refer for a more detailed explantion of this 
on Which is n l ' ‘ ul Ways and Means Committee 
Cordially, 


Forp C. HARPER, 


General Manager. 


Let's Keep oN HUNTING O 


d incentives needed fo 
re difficult 
‘lean runs on wheels. Oil is the essential ingredient 
ieum products have become necessities in our daily lives lve the 
al safety depends on making sure of an ample supply of petroleum. It’s not 
to know where to look for new supplies. To be safe, to be able to plan 
ter national pros ‘ity. We must actua find new reserves and have 
eady for product ol ien needed t tal time 1 f cover and 
gas reserves 
the search grows eve ore difficult, more l T asy finds were 
mz ago That oil n ll not rey ish itself >a growing 
or new ntifi techniques, 
the finding and the drilling demand far greater finan ; Improved 
g methods cannot compensate for the obstacles of greater depths and more 
te locations. Even though scientific advancements have kept pace with 
reasing physical difficulties, these accomplishments have been realized 


it constantly growing cost. 


Future discoveries depend on application 
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Importance or eatablished pe reentace de pleti mn and intangible dé relopme 
deductions s effective incentives 


Incentive is the reason for percentage depletion and the intangible «ks 


ment cost deductions. The two provisions were put into the income-tax lay 
regulations because special risks and obstacles were recognized C 
and the revenue administrators had clear knowledge of the backgrour 
purpose of both of these provisions when percentage depletion Was enact: 
L926, mtinuing the established principle of a depletion allowance based 
Kpayer’s oil reserves They were special incentive p 
tion of a unique fact situation having a vital nationa 
is incentives has been demonstrated for many years 


} 


they ‘ een, and still are, misunderstood by some people, as evid 
recurrent criticism and attacks 
The essential fact, from the standpoint of national security and pr 
is that a healthy, efficient petroleum industry exists, with enough facilit 
now-how to do a good job of keeping abreast of the ever-increasing need 
industry has t all essential demands, in war and peace It has sup} 
{ ly improved petroleum products at progressivel) 
this has been accomplisihed without extraordinar 
hed statistics for leading 
stment in the past 1 
erally 
to the inceentis leductions has clearly heen 1} 
the record of the industry as a whole or by any 
These funds have gone back into further exp! 
nore oll at greater cost If this source of ay 
) or evel astically reduced by a change fri 
ive provisions, the restrictive effect on exploration and dey 
would certainly be immediate and serious. The extent f 
| eht be overcome in the future, and how long it would 


OSM ad 


} roposal mee 


ew by Congress on the 


different approach. When out 
risk y such drastie step. N 


de upheaval, the Treasury concedes the 
depletion, but seeks to minish the amount 
" a ‘rs in other ways too Percentage deple 
I eft untouched. The Treasury would still allow current ce 
intangible expenses incurred in drilling wells for oil and gas, but 
till further reduction of depletion in that case Phe combine 
»drain off a very large part of 
n and development 


understand the natu 
od decision. Here is 


heen established on sound and carefully considered 


knows that taxable income means gross income minus 
xclusions. To determine the net income subject to t 
taxpayer must be allowed to deduet not only the curret 
in earning income, but also any part of his gross receipt 
e recovery of capital. Depreciation and depletion are the 
uintants apply to the annual deductions by which taxpayers 1 
ut of their gross income before arriving at their net taxable incot 
the owner of property used in a business and subject to wear an 
as buildings, vehicles, machinery and equipment, recovers his capi! 
deducting, in annual portions, all of the cost except the ultimate salvage 
Such annual deductions from gross income are called depreciation deduct 
Depletion is the corresponding deduction arising from the business util 
of exhaustible natural resources. But these differ from depreciable p 
ina very important way. By their very nature they are irreplaceable 
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Congress recognized long ago that depreciation and depletion (as well as the 


gain or loss from sale of a whole property) sometimes needed to have a basis 
her than cost in order to result in a proper determination of income. The first 
example was in the case of property owned by a taxpayer at March 1, 1913, when 
e income-tax law first became effective. In that case the property was treated 
st as if the taxpayer had bought it on March 1, 1913, at a price representing 
ts fair market value at that date. Thus the law recognized value, distinguished 
mm historical cost, as the proper basis for measuring deductions for recovery 
capital in that situation 
\ few years later the same principle was again applied by Congress. World 
War I suddenly called for vast supplies of oil, and both Government and indus 
were doing their utmost to stimulate efforts toward discovery and devel 
pment. The most effective stimulus was to provide, in the Revenue Act of 
1918, for depletion based on discovery value. Under this provision the taxpayer 
vho discovered oil was permitted to compute depletion based on the value of the 
in the ground, just as if he had bought the property within the first few weeks 
owing discovery, paying what it was then worth. The logic of this measure 
is readily understood It applied the valuation principle to those mineral 
eposits Which could not be valued at March 1, 1913, because they had not yet 
been found. 


ress intended discovery depletion to act as ¢ tive to stimulate explora 
tion and development 
Here again Congress sanctioned value instead ) s a proper basis for 
epletion, but it also introduced another import: concept Informed of the 
jue hazards of exploration and de velopment ojects in the business of pro 


petroleum and other strateg minerals, Congress recognized that sub- 
ntial incentives would be necessary Discovery depletion served that pur 
ose because it permitted the discover to base his deduction on the value made 
tilable to the national economy by his discovery effort 
The principle worked remarkably well i: he case of both petroleum and 
ng War and postwar demands were met and the quantity of discovered 
developed reserves of oil in the ground increased to ke+ p up with expand 
g needs The nature and purpose of discover etion were well understood 
d generally accepted Wi 
ed only at simplification 


eT ~ 


uggestions for change were made they were 


fion of discovery value ras the une percentage depletion 


vas often a complicated and expensive j to ascertain and prove the value 
specific petroleum producing property at a tain date, particularly within 
ort time after discovery \fter several ve ' experience it could be ob 
ed that the resuiting value per barrel of rounded tended to bear 
izhily uniform relation to the current n t of oil This led to the 
that an approximately equivalent rest “ol reached by omitting the 
valuation procedure and simply allowi! ‘pletion as a percentage of in 


tn : 


with due considertion of the percentage itionship usually resulting 


liscove ry depletion It was a short ; i logical iL I i discovery de- 
to percentage depletion 
1926 this idea of a simplitied percentage t tl 4 nit lice luring the 


' 


gressional considet! T 1 ot tire re enne bi i yea House version 
e bill came to the Senate Finat ‘Oo j with the d or tures still 
e draft. The result of the Finance : ! ed in Senator 
remarks to the Senate cord, \ 7. Dp. Se S019). from 
the following is quoted 
Senators will stop to think for a moment about the applica of that rule 
il well, it will be realized that the owner of the is exhausting his 
il every time he draws a barrel of oil out of the well, so part of the value 
t oil is there and part of it is a mere return of his capital In order to 
ite what part of it he can charge off to depletion the ureau hus been esti 
¢ the quantity of oil in the property, which is ju ut as hard as esti- 
x the quantity of air over the property Then, on toy f that t mate, they 
» estimate what the oil wil! be worth in the market “irs, Which 
plies the first uncertainty ‘ * * We have taken a b tep forward in 
ll, in our committee amendment, which provides that an arbitrary percent 
the gross selling value of that oil shall be deducted to allow for depletion 


whers of some of the wells suy we have not allowed enough, and some of the 
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experts 


Probal! 


administration of the discovery provision of existing law 


dg 


is We 


role 


pr 


| 
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’ e have allowed a 
been reasonably fa sut the whole thing is in the 
rid of this everlastir vccountil 2 


lise ussion by Sena 


te and Louse conferees, was 


rey 
umittee (60th Cong., Ist s s., H. Rept. 856), i 


1 these word 
in the cass 
has been very difficult because of the discovery valuation 
the case of each discovered well In the interest of sim 
tion the Senate amendment pro ides that in ft! 
s the allowance for depletion shall be 30 percent of gross j 
during the taxable year. * * * The House 
viding that the depletion 


iland gas I be 27 ye ent of that income ins 


minis 


( 


rece le <= W 
deduction based ipon gross 


etion based on « 


informed and acted 


k 
ompetent 
present 
NDATIO Al 
prin iple of American petroleum policy shou 


yn troleum and tf I tintain the American syst 
nt home and ibroad 


The second is to make 








Onn 


s 


i 
4 


RI 


eedom the 
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‘ 
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orherstone of our policy, libert ind oppor nity for people without 
liscrimination or restraint, both within and bevond l orders To these ends, 
should 
1. Enact those laws which are most conducive to stimulating lit , 
Oo tion nd developn t ewUr ‘ f BE! ) rh mservation to 
event waste Promote interstate compacts s hat our reserves may be 
winded and used in the pub interest Administer the publi 
ds * for the purpose f stimulating private tiative in discovering 
i developing oil on the public nain 
? Enact such le tior v be necessal »¢ ourag cont 
overy from oil fields h « erw we t be prod 
». Encourage free competitive enterprise | f forms to p de incentives 
the risk of private capita f ni . . ( fi the provisionea 
conte taz rw De pded ‘ e for lej iP jj hile ad llina 
Emp is supplied. ] 
n ena nt f ( tl } ii l t n d a 
I ! li t t the  s a ha hi eX iz 
luctions for depleti nad ingible «adril y s vere a ecuuse 
ke other minera sa ! ne re ( d be« s investments 
lent to exploration iny ed que sks with dang ft large financial loss.” 
on f i; nti , d CASOR ey ers 0 ‘ nd useful 
[ V 
I the tho htt ‘ ‘ ‘ i se mie g By the 
‘ te s of its ere il y ied Sena 
h = \ 1™ ‘ ' . , 
1 ' sr) t rv t 
is shown by these \ us thre t ) ‘ port 
he SCOVE \ aeve I il Z | I es 
e of the | ci] h, |} \ iW II ide the 
d States the g I sp ring 
wi he intensive pre ‘ ! Unites ] ‘ $ e 
e chief factors of 1 ‘ y. The iv that 
Lion tf mod l | t 
, ribute Y \ 1 to 
k Weer! { na 
vy clea if f to 
t pos f I : ed States 
ld ‘ | ’ ‘ 
oOlicy wl \ ( t 
l 
can t reas . y ss | hat 
v lee] é g I tnd 
eCuses t ont cy ~ 
stors of sk mone ‘ n ‘ estment 
tf Cone “ W ‘ ‘ need 
‘ 9 ( ers \ ( vl 0 \ 
Mr. Coorrr. Hon. G B. Schwabe of Okla 
ATEMENT OF HON. GEORGE B. SCHWABE, A REPRESENTATIVE 


IN CONGRESS 


man Toby Morris, 
on behalf of all of 
} 


hioma,. 


FROM 


\ ScuwapBe. I co 
Who fas us read 
\j { hairn in) nad me rT 
eh your permitting 
lf and on behalf of t} peop 
Oklahoma, in addition to t] 


aa 


B 
THE STATE OF OKLAHO 


ES 
: 
as 


A 


‘ = { oT ] 0 leg rue, Tobv 
tatement « I l of our delegatio 

ot {| vreat committ 7 ippre ite 
to 1 ce tl statement on mv own 
le of the First Congressional District 
e staten t heretofore made by Cor 

ott Ok oO Cd ration (') 
embers of Congress from the State of 
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In the first place, I want to say that I concur in the statement m 
by the chairman of our Oklahoma delegation. It is a good, 
cut statement, and the presentation of the subject by — 
Morris is quite proctor str me However, Mr. Chairman and nx 
bers of the committee, I represent a district comprising the 10 nort 
east counties of the State of Oklahoma. Eight of these counties | 
produced oil and gas. One of these counties, Washington County, 
which Bartlesville is the county seat, has the honor and distinct 
of having had the first recorded crude-oil production in what is 
the State of Oklahoma—then Indian Territory and Oklahoma T\ 
tory. In other words, my district represents the oldest producing 
in the fourth largest oil-producing State in the Nation. The ‘T 
urer’s attack on the depletion rate is of grave concern to the oi! 
ducers of ny district, to the farmers and others who own the roya 
where production is being obtained. Almost all of the oil produ 
in my area consists of production from what we call stripper wi 
averaging about 2144 barrels a day, or less, per well. In many 
stances the production is over 40 years old. It is not only past 
flush production days but many years ago it passed the settled 
duction stage, and has now gotten into the field of marginal prov 
tion, where it is about on the line between profit and loss, 

Asa matter of interest to those who may not be personally fan 
with the situation, I might suggest that very little production 
district is obtained through the operation of the nels ties unde) 
original or orthodox methods. In most instances the gas pressir 
off and the wells will not produce oil even by pumping, unles 
flow is stimulated by one or more of the later developed sistthend 
producing oil from stripper wells, which we ordinarily refer t 
secondary recovery methods. These secondary recovery method 
volve the forcing of gas, air or water into the oil bearing horizon | 
great pressure, This is a ve ry expe nsive operation and the tec! 
is not easily understood or explained. Some marginal wells and fi 
will not re spond to any present known methods of seco dary reco 
Others have responded profitably. However the named secondary 
covery methods and many others that are being tried at this time 
largely in their experimental stage. There is no rule of thum) 
which such secon lary methods can be ap rag A given well may 
spond to the app lication of one method in a very satisfactory 
ner, but the well on the very next paar tne producing from the 
horizon and formation may not respond at all because of the variat 
in density or porosity of the oil bearing formation. The variat 
are that sharp at times. In some instances leases or blocks of | 
where these secondary methods of recovery have been attempted 
been rendered absolutely worthless by the application of exce 
pressure, rather than by a gradual building up of the pressure, w! 
resulted in the channeling of the air, gas or water, and the total fa 
to produce oil as desired. 

Most of the wells and the production of oil in my district is 
comparatively shallow depth, varying from some 350 feet to 
proximately 3,000 feet below the surface. Most of the suecessfu! 
plications of secondary recovery methods have been in the shallo 
production areas. In the shallower fields the application, of cours 
much less expensive. Likewise, anticipated recovery is much les 
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We may cite the Burbank Field in Osage County, which is in my 
listrict. It is estimated that that project will cost $68,000,000, cov- 
ering approximately 15,580 acres of land. Some have estimated that 
10,000,000 barrels of oil may be added to the field’s output by the 
expenditure of this $68,000,000. Some have estimated that the daily 
production of the field may be increased from 4.550 barrels to ap- 
proximately 20,000 barrels; 140,000 barrels sound like a lot of oil, 

t at the present rate of consumption, it is perhaps less than 20 
vs” supply and it cannot be produced all at one time. This will 
oubtless be scattered over many years and at oreat daily continued 
ost in labor and materials. Hence, I submit that the expected see- 
dary recovery from the Burbank Field, despite the expenses in 
lved, may be considered insignificant and that in the future this 
Nation must do all possible to encourage the full use of our vital 
eserves through the installation and equipment of as many 

ce that suggested mn the Burbank Field as are possible. 

But I have ilready sl 


' 

tiie 
' 
| 


projects 
iwgested that there is tremendous uncertainty 
» results that may be obtained from these secondary recovery 
lations, expensive as thev may be. Those who have had experl- 
»and the experts will all testify that they are still gambles. There 


hg oil formation will react 


t*) 
il 


( way toa certalh exia ly how a produ 
respol al to the nye tion of vas, a . water. Therefore may I 
serve that the incentives contained in the | ovisions of our 
come tax law are as important to this phase of the oil industry op- 
fions as they are to the wildeatter. The reduction proposed by the 
nistration would undoubtedly eliminate many plans that are 
v already projected with the installati secondary recovery 
grams In ny district. rh wou astro ly. lt means 

it untold millions of barrels of oil will be left rmanently in the 
a. No one could afford to redrill entire Propertle and equip 

em and install secondary recovery method except where bountiful 
{ with any 

would 


, . 
essened materially, 


i 


s result, and since such vields cannot 
of certainty or accuracy. the eamble 
igmented and the oper: 
the result that per! 
xis would not be } 
economy. 
eone has well sa 
CuStry and the producti f oil 1 t] nutry. They cer 
are the dependabl nda trv. We 
e stripper or marginal produ ng wells 
elds oceasionally are brought im and flush 
luetion results and shortly they settle down to a much lighter 
tion and eventually level down to strippet 


of these secondary 
l heavy loss to 


| 1} Pal 
vackbone of the 


conserve and protect thes 


properties, Nev 


wells, which go 
this vreat group that constitutes the dependable source of pro 
tion of oil in this country. We must hold these stripper wells in 
r present status until they can have secondary recovery methods 


ec, either those nov peng em) loved or others yet to be dis 


Mr. Chairman, and members of the committee, under the present 
epletion rate, the oil industry has constantly added to our reserves 
t oll and has at the same time supplied an increasingly greater de 


l. In Oklahoma alone, last year, the industry added 350,000,000 
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barrels to the State’ proven reserves, over and above that whi h 


produced during the year. This is a most impressive record. 
must continue a policy that has and will add to our precious oi! 
serves. In the accomplishment of the record of adding to our pro 
reserves last year, 840 wildcat wells were drilled, of which 78 per 
or almost 8 out of 10, were dry holes and abandoned as nonprod 

of oil. 


[ wish to call your attention to another phase of the cost of ol 
prod ection of oil, or prospecting for it. In the early day: the 


} y 
ng 


‘ — 


of drilling an oil well was relatively smaller. The anticipated 
duction wasata much shallower depth than the more recent disco, 


Men sought oll largely on “hun hes” and some say at that th yy 

better ratio of success than maintains today. In more ! iodern 
we have come to depend upon the seismograph, geophysical and ot 
surveys which were unknown when oil was first disco 

able quantities in Oklahoma. All of these new se! 

ith the more mod rn and better drilling equipment, des 

to depths originally undreamed of. cost the industry 


hie ns of dollars each vear. Yet we mre told upon W 
+} : . 


vood authority that, with all this scientific advan 


he chances of finding oil are less than the wi 
years ag 

One of the most perplexing situations connected with this sit 

is the insistence by the administration that the depletion allov 
reduced from 211, percent to ld perce nt, while the Treasury L] 
ly has admitted, infers ntially if not ¢ xpressly, that the oil ind 
‘rators, producers and royalty owners are entitled in pri 
ercentage depletion allowance. I think it is gener lly co 

aps the fairest and most equitable basis upon whicl 

es can be made, as app! el to the cil and was il 

this program, as Iu derstand, was hit upon and 


upon by the Congress and the Tre SUT) back in 1926 as being 
and reasonable, and the figure of 2716 percent was adopted “us 
promise of all ditfere CeS, and the ime pel ‘entaut has manta 
25 years. The industry has come to rely upon the percentage a 
reasonable and fair and their programs are worked out with 
mind. 

Just why should this question be brought up every few ve 
review? If the prin iple, that of peres ntage depletion allowa 
sound and fair and equitable, both to the Government and tho 
terested in the oil and gas industry, why should not the rate of 
percent which was agreed upon in 1926 and has maintained ever 
be retained? The history of the controversy which resulted ir 
compromise has been reviewed by others, and the opinions of t! 
perts have been referred to and quoted. But why should the Tr 
now insist upon a reduction of the percentage? In these critica] 
v he nnew di coverles of oil and fas are so much desire | Ln 
building up of our oil reserves is almost mandatory. if o 
program , to be carried forward without being crippled it 
oe the necessary available ol supply ° should not the 
admitted fair percentage depletion allowance remain at 24, p 
Depletion has demonstrated that it can and will attract ri k 
into the industry, build up our oil reserves, and keep our m 


} 


of losin 
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production from being aba doned and lost to our economy. A lowe} 
ite of depletion mig it result dlisastrously. It certainly follows that 
ess capital would be available to the ind sury, a lessening of o1l re 
serves would result and mue h of the cli per dable mare. al or stripper 
I] production would be totally lost and never recovered. 
The difference in taxes Te be colle ted asa re iit of the ree 


f the depletion allowance from 271% percent to 15 percent from the 


rv nature of things, would not be materia] It is doubtful indeed if 
ore tax dollars would be co ected. It might even result in a lowe 

by the Government from the oil industrv. ‘This is rather too 

ous to be the subject of experimentation at t! { 

Phe oil industry pre ps one of 1 orn t examples of the 
{merican system of free enterprise to be found in this country. The 
eople engaged in the oil and @a business, vene! illv. are wood sports. 
Sometimes they gamble their all. The stakes run high in many cas 

ad the alhureme nt is great. B it the losse ire heavy wlsets rr ite 

fortunate in their ventures, they ar a large majority of the 

ttempts to find oil. () ind was are essential 1 our economy. We 

ploy oi! and gas and thy products our ever\ lay living and hi 

dustries and om | =I } ex ’ | den) ition of 

me or the curt OT Supply ¢ : ereof, would greatly 

our way of living or ntire eco Anvthing that 

is to upset this equ n miecht be most pleasi « to those who 
ould hke to see our way oj fe destroved 

Phe oil Industry HM onsistently paid wages a d salaries on a very 

eh scale. The employees are genera lv a satished and h Pps " 

e oil industry has paid tre ndous tax ne form ¢ ankthenr: enad 

tich our churches, ) schools. our hig 9 . omes have 
largely builded } maintained. ] levi of no the) ndustry 
trarv reduction in the depletion allowance will be ah t certai 

contribute to an oil ne in the United States to a greater o1 

er extent and the repercussions and reactions Vv he felt in ou 

ry act Vit\ of life. 

\t this time, I respectfully submit we should not tamper with the 

X nd take the risk of an) helt adverst effect l feel that those who 

ously advocate the depletion reduction have not taken into co 

eration all of thes« pT bable cor equence 

rhis last recommendation of the Treasury that the depletion be cut. 

e within less tha months after this committee had so wisely 

ised to consider the same propos 1} in their Revenue Act of 1950. 
‘rhaps it is consoling to think and to sav that the Trea ury is to 

ect taxes and not to fix and establish our tax policy, but that 


people's Repre sentat es in Congress are » Initiate 
i 


es al d to fix the rates to be charged. \pparet ly t] e Trea ury may 


} ] , : : ] oe ; 
it! ne to take the ( i! ot str k o first and OOb ne ol appl Sing 
} ‘ } - | - ° 
consequences iter. I bmit that such a P Lie might be rulmmous. 
I sincerely urge the committee, in the interests of a continuing 
¢ oil industry capable of filling our defense and ind strial re 
” . ' , ‘ , 
ements again to reaffirm the present depletion rate which the 
1 agal 


eress Col sistently 0 manv oceansions in the past quarter of il 
tury has maintained as equitable and fair to ill concerned. 


Vir. Coorer. Hon. Charles W. Vursell, of [lino 
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Will you please give your name and address to the stenogra 
for the benefit of the record. 


STATEMENT OF HON. CHARLES W. VURSELL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 


Mr. Vursete. Mr. Chairman and members of the committee. 
name is Charles W. Vursell, representing the Twenty-fourth Cong 
sional District of Illinots. 

I realize this committee has been burdened with days of testi 
that _ heard this 2714 percent oil and gas de pletion allowance 
cussed a year ago quite in full and that you have had volum 
testimony on all of the high lights and the fundamentals that ente: 
this controversial question. 

Realizing that. ] should like to point out two or three thing 
not burden the committee with my complete brief that I have w: 
In opposition to the reduction of the 271 » percent oil and vas dep! 
allowan e. 

First, the President and the Secretary of the Treasury have ref 
to the plugg hy of the loop! iole of the ipehe. percent Saplets na 
ance. The facts are, I think, that afte ars of study and trial 
error and experience for many years, as recent as a ye ir ago tl 
mittee dec ided itis nota loophole. 

I believe that the major ity of the committee realizes that the: 
loophole to be plugged : hence there Is no necessity in trving to 
t because it does not exist. 

Thi Yt, percent depletion simply oives the oil produce rs ane 


downers the protection written into the Constitution of not 


t 


apital assets. But it goes farther because of the hazardous 
winging about oil produ ‘tion, and uses 
— on for the caress of increasing exploratio 
ugh put the country. 
i polices Vy rec ‘commended to the Congress throug 
Was and Means Committee and its member 
lave continued oil exploration, we have fought two 


‘stment of bi 


expanded the economy of this country, and now \ 
ient to meet any eventuality, be it war, if it 
. . Ss . } . ° . 
a result of coOntvuInNUIN, this depletion allowance 
it we need with the Petroleum Administration for De 
ing for an extra million barrels of production per day, is a g 


production of oil rather than a lesser production, and if pers 
the committee and the ¢ ‘ongress should adopt the recommencdat io 
the Treasury Department and the President, I feel certain tha 
would go into a contracting economy instead of an expanding eco! 
that we would have a lesser production of oil and that oil an 
products would be put on the escalator of inflation, and that inst 
of probably getting $300,000,000 or $400,000,000 extra into the ‘Tr 
ury, the people of our country would spend that money in | 
prices for gas and oil, none of it would go into the Treasury, 2! 
would so rege the production of oil and gas in this country) 
within a year or two years we would probably be subsidizing « 
the Federal eal rnment and getting less money into the Treasw 
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| think it would be very unwise to disturb this policy of the Gov- 
ment that has worked so well for the past number of years. 
It has been pointed out that oil is being delivered through 125,000 
tiles of pipeline under the ground to the filling stations of the country 
for some 7 to 9 cents a gallon less than it was 25 to 50 years ago. 
And when we see such a contribution made to all of the people—not 
ust to a few oil men who are not getting any special privileges in this 
7 ” percent depletion allowance—when we see free enterprise work- 
to the point that it is bringing in taxes directly and indirectly 
possibly $5,000,000,000 a year into the Treasury and delivering these 
vast products of every kind with 50 or 60 percent more power in a gal- 
on of gasoline than there was 30 years ago being offered for the bene- 
fit of all the people of this country at a lesser price, then it would seem 
tome that that is the best evidence that we should not allow the Execu- 
ve Department of the Government to persuade the Congress to bring 
ibout a situation that would cause inflation in all of these various oil 
products and would reduce production to the point where we would 
have to depend on foreign countries in the event of war to a much 
greater extent than we do now, to the point where we would weaken 
i economy of the country, and we might gravely weaken the national 
lefense of the count ry. 
Now I will close by just giving you an illustration where everyone 
benefits. 
Let us take the city of Chicago, for instance. They use more oil 
| more gas than any other city in the world. Metropolitan Chicago 
more gas and more oil than any other metropolitan area in the 
orld. You take that great trade territory radiating out from 
cago, covering some seven States. There you find the greatest 
saturation of motorized equipment, not only on the rails but on the 
ghways and in the tractors and trucks of this country, to where that 
even-State area is the greatest consumer of oil and gas and oil and 
s products than any other area in the world. 
In this great seven-State territory the per-capita consumption of 
gas and oil and gas and oil products is the greatest of any other area 
the world. 


| rough the wise poli les of the Congress and through the wise 
es of the administration of the great oil companies, and the 
ler oil people that contribute to it, we are enabled to give all of 
PSé people VAs and oil and power and heat for their homes, and 
yas and oi] and power and heat for the industries of that great area— 
{that applies all over the United States—at a lesser price than they 
for gas 10 years ago and at a lesser price than they vot for oil 
lucts 50 years ago. 
(rentlemen of the committee, it would seem to me that when we fur- 
er realize that if this is greatly reduced it will put 320,000 small 
pper wells out of business that are producing a million barrels of 
i day, one-tenth of the production, that that within itself would 
ve a powerful element of our economy in the ground never to be 
vered, much greater than the yearly production, but the produc 
for years to come, which is a situation that in my judgment, will 
this committee to pause before they would recommend to the 
cress that we reduce this depletion. 
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Gentlemen, with those remarks, which I appreciate greatly ¢| 
opportunity to present to the committee, I will conclude and then offe; 
my regular testimony for incorporation in the record. 

Mr. Cooper. If there are no further questions, we thank you f 
your appearance and the information given to the committee. 

Mr. Vourseiz. Thank you, Mr. Chairman. 

(The statement referred to follows :) 


STATEMENT OF CONGRESSMAN CHARLES W. VURSELL IN OPPOSITION oO 
Rept ON OF THE 2744 Percent Or AND Gas TAx DEPLETION ALLOWAN« 


Mr. Chairman, to satisfy the appetite of this administration for more 
the President is again asking for a reduction of the oil and gas depletion 
which has worked successfully and to the benefit of this Nation for many 4 

If the administration is snecessful, less oil and gasoline will he prod 
which will cause the price to rise, and every citizen will pay more for 
gallon of oil or gasoline he buys, whether it is for his car, his tractor, or f 
to heat his home. It will not only affect the oil producer and farmer who 
have oil t will nick the pocketbook of all of our citizens It will weal 
national defense and will cause everyone to pay more taxes, rather than les 

The President has referred to the oil and gas depletion allowance as 
loophole” that should be plugged. I submit if there is no loophole, there is 1 
ing to plug 

This committee and the Congress in 1926 after a thorouch study of the ent 
problem found this percentage method was more practical to administe 
fair and just, placed all taxpayers on an equal basis, and wrote the 27% px 
depletion allowance into the law. 

In the subsequent Revenue Act of 1934, this committee and the Congres 
viewed carefully the experience under the percentage-depletion provisio: 
had proved satisfactory during the 8 years and was continued in the 
unchanged 

Che Commissioner of Internal Revenue, in 1956, when the revenue act 
again reviewed, testified before the House Ways and Means Committee, t! 
freasury Department, with regard to the depletion provision, “would not 
to see any change.” Congress made no change in these provisions 

Then again in considering the Revenue Act of 1942, the depletion provis 
received a most comprehensive and detailed review by your committee and 
Coneress. The success of these provisions in assuring adequate oil supplies 
World War II was demonstrated conclusively and the provisions were cont 

Again, only a year ago the President and the Secretary of the Treasury r: 
mended a reduction of the 27% percent depletion allowance. Your com 
held full and complete hearings which brought out all of the facts and vot 
maintain the 27'4-percent depletion, 

Throughout the past 25 years of trial and experience this depletion allo 
has proven, beyond question, to be a necessary and effective means of a 
an increasing oil supply essential to the Nation's economic progress, ind 
expansion, and for our national defense. 

It has proven there is no loophole to plug no one is cheating the Gove 
out of a dollar in taxes because of this depletion allowance. 

The Congress knew it was not a tax loophole when they wrote it into t! 
Their review of this provision in several subsequent tax bills has cont 
the w sdlom of the members of this commitee and the (C‘ongress. 

rhe Congress, in writing this provision into the law, sought to prot 
oil owner or producer from being compelled to pay an income tax on his 
investment 

rhe Congress also realized that this depletion allowance was necessary 
incentive for further exploration and production of oil in an expanding ece 

The question was raised before the Ways and Means Committee in the he 
last year as to whether the oil industry was spending the 2714 percent 
ploration and drilling of new wells. 

In response to that question Mr. R. B. Anderson, president of the Tex 

ie d-Continent Oil and Gas Association, appeared before the 
‘ommittee on February 14, 1950, and I quote excerp 


0 ‘ 
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Mr. Anderson said, “a detailed survey has just been completed of a group of 
rve oll companies including all of the so-called major companies in the industry 
for a 12-year period from 1936 to 1947, inclusive. The survey shows that this 
cro ip of companies spent more in their efforts to find new oil reserves than the 
‘tal percentage depletion allowed for the same period, or $1,833,000,000 more 
heir efforts to find new oil than the total additional taxes they would have 
without the depletion percentage. 
(he total sum expended by this group of companies during 
both exploration and development was 
e pereentace depletion allowed 
Contiuing. Mr. Anderson said, “It is the necessary incentive to the oil and 
« produeer, whether large or small, to plow back his funds in the 


the period includ- 
$5,541,829,000; or more than twice 


search tor 
ew and essential reserves 
it is also the incentive for new and risk capital from outside 
expended in the search for new and additional oil reserves. 
The facts shown by the survey are conclus 
ve done what they were intended 


sources to be 


ive evidence that these provisions 

to do and that the larger producers are as 

ewndent upon the percentage-depletion provision as are the smaller operators 
ir continuous search for oil.’ 

I submit, that the foregoing statement by such an eminent authority as Mr 
rson proves that the depletion allowance is justified, necessary, and 

used as the Congress intended, for the expansion of exploration and oil 

evelopment 


Is 


OTL PAYS FULL SHARE OF TAXES 


It is utterly fallacious to consider the present 2714 percent rate of depletion on 
production as unjustified or excessive. The petroleum industry h: 
its fair share of taxes, and in my opinion 
roportionate share 


Mr. Chairman, if this depletion allowance is reduced it will ultimately close 
wn hundreds of thousands of stripper wells which are at present producing 
million barrels of oil a day Industry and national defense will lose 
| now so much needed 
re seriously than this, all of these 
rround never to be recovered 
o not believe this committee or the Congress will allow this to happen. It 
almost completely stop what is known as wildcat drilling throughout the 
ion. By this I refer to the little oil 


men who cannot continue to 
r drilling without this depletion allowance, 


is alWays 
is now paying more than its 


millions of barrels of oil will be left in 


hnance 


EIGHTY-TWO PERCENT DRY HOLES 


is these small producers on whom this Nation is dependent for increasing 
ies of oil. They drill 75 percent of the 


so-called wildcat wells which are 
drilled in unexplored areas for new 


reserves. Ejighty-two percent of the 
leat wells drilled in the United States last year were nonprodictive. 


ILLINOIS SEVEN OUT OF EIGHT DRY 


lilinois alone last year, the industry drilled 810 exploratory wells, of which 


0, or approximately 7 out of every 8 were dry and abandoned, 


A DANGEROUS GAMBLI 
a gamble to obtain $300,000,000 or $400,000,000 in taxes, the administration 
al would strike a blow which would kill the incentive to explore for new 


ve in our country. This is no time to take such a dangerous gamble 


d for petroleum has risen 750,000 barrels a day in the past year. Due 
present war emergency, the oil industry is right now facing a gigantic 
The Petroleum Administration for Defense is asking the oil industry to 

crease its production by 1,000,000 barrels daily 


WE NEED GREATER PRODUCTION 

we need is more exploring for oil, more w oil wells brougl 

production If this depletion allowance is reduced, we wil 
oil will join the ranks of inflation wit 


gher prices pel 
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gasoline and oil and will cost the American taxpayers more than the S300 
lions in taxes sought in increased prices of oil and gasoline. It will weake: 
industrial power of our country, weaken the power of our military machin 
endanger the defense of all of the people. 

Let us look at the remarkable record of the oil industry in World War 1! 
achieved miracles in supplying our Armed Forces. It did so on its ow 
the same time, if was necessary that the Government subsidize many 
basic and essential industries to achieve the desired production. If we 
with the time-tested tax base as applied to petroleum, within the vear w 
find it necessary to subsidize the drilling of oil wells. 

I should like to pose this question: Which is more tmportant—assura 
a continued oil exploration program sufficient to meet our military and 
tial civilian demand in any event, or the return of a relatively few add 
dollars in the Public Treasury? That is the choice which now faces the Con; 

This ill-considered attack on the rate of depletion is a direct blow at ou 
security. But it goes beyond that. We must consider that the econon 
governmental structures in some 20 States are vitally affected. The hea 
the oil industry influences the economic well-being in at least 12 of our 
producing States 


PRICES OF OIL, LOWER THAN 30 YEARS AGO 


The average price of gasoline in 1949 was 20.47 cents per gallon as com 

to 20.74 cents in 1920—an actual reduction of 9.27 cents while during 
f petroleum products has improved manyfold. <A 

this period, gasoline taxes were increased more than 10 times, 


period the quality o 


ILLINOIS OIL, PRODUCTION 


I have lived close to the oil industry in Illinois. In my district are thou 
of independent oil producers, among whom are many operators of stripp 
marginal wells In Illinois there are thousands of such wells with a 
average production of 244 barrels of oil a day. Ail will be closed down 
the depletion allowance and the oil will be lost forever 


THOUSANDS OF DRY HOLES 


Many people are led to believe all is profit and riches for those eng 
the oil business. The facts show a different picture. Out of 6,785 explora 
wildcat wells drilled in Illinois from 1937 to 1950, inclusive 6,389 were 
only 306 produced oil. 

The lossor cost in drilling the 6,389 dry wells was $95,835,000. No on 
publicity to these staggering losses of these men who are willing to 1 
inoney, these free enterprisers who might well be referred to as the last 
vanishing rugged pioneers who are willing to struggle and sacrifice to win 
by their own efforts. 

Members of the committee, I would like to point out that the oil indust: 
in State and Federal taxes last year $3,551,370,000. This does not includ 
of the taxes below the State level and does not include income taxes p 
the great body of men employed in the oil industry or probably $000,000.00 
addition. 

In addition many States, through their legislatures, are raising the tay 
the oil industry, and the President and the Secretary of the Treasury are 
this committee of the Congress now to increase Federal-casoline tax fr 
cents to 3 cents, which would add an additional tax burden of over $500.14 
a year. 

Iam informed that the average gasoline State tax is 6 cents a gallon 
and State taxes on gasoline now produce a total revenue of about $2 
This reaches an approximate grand total of over $414 billion resulting 
the oil industry. This does not include many further millions the oil 
industry will have to pay because of the increased corporate and excess 
taxes 

If we continue to heap unbearable taxes on the oil and gas indu 
destroy one of the most powerful branches of our economy, slow 
industry of the Nation at a time when it is necessary to expand it, and 
our national defense which we are now spending countless billions of d 
build up. 


AT LIAL, 
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If the administration is successful in reducing this depletion allowance, it 
will so reduce oil production in this Nation that instead of scraping the bottom 
f the barrel and getting $300,000,000 more in taxes, they will probably lose 
£500,000,000 in taxes that would normally flow into the Terasury if the oil 
pusiness is allowed to continue to expand in the future as it has in the past. 
Mr. Chairman, the oil industry has made a remarkable contribution to all 
the people in the Nation. It is a splendid example of competitive enterprise. 
Millions of people have invested billions of dollars in the oil and gas industry, 
making it possible to carry its services to every citizen of the Nation. 
rhose in directing the management of these organizations continue to spend 
billions of dollars each year in the further expansion of this great industry 
which expands our national economy and which renders the people a_ better 
ice and brings employment to countless millions of them in addition to help- 
ng furnish the finest transportation in the world to our people 
Few people realize that gasoline, oil products, and natural gas and oil to power 
the industries of our country are being furnished to all of the people at a lesser 
ce than they were 25 years ago 
me point out again that the average price of a gallon of gasoline in 1920 
s 29.7 cents without any tas Leaving off present taxes the average price of 
gallon of regular gasoline on July 1, 1950, was 20.4 cents 


In other words, 
ecanse of the great exploration, production, and supply of oil, 


gasoline, and gas 
the past number of years, your gasoline is delivered to you by the oil 

try at about 9 cents a gallon less than 30 years ago. 

s the Government, both State and National, that adds the extra average of 

t 6 cents in taxes a gallon and not the oil industry 

link what it would mean to the people if all other industries would have 

the price of their products down to the people, as the oil and gas industry 

me If they had, we would not have the ruinous inflation that is upon us 


comparison, the Bureau of Labor Statistics shows that the general cost of 

has gone up in this same period 44' percent Again, let’s make a com- 

son. Oil produced and delivered to the filling stations of the Nation today 

s% cents a gallon less than 50 years ago, while all other commodities are up 
general average of 44') percent 


\0 MILES OF PIPELINE 


Few people realize that throughout the days and nights, the weeks and months, 

i ol barreis of oil, clue to the foresight and cood n nacement vo! the se 
ecting the oil and gasoline industry, flow underground to distribution points 
* the United States through 120,000 miles great oil pipelines—yes ; 
‘ vet irs 


g it at lower prices to tl listributor than i st 30 0 


10 MILES OF GAS PIPELINES 


kewise the oil and gas industry, through the same business foresight, 


S000 miles of big gas pipeli 


} 


nes which carry on the gas underground to power 
ls of great i 


t lustries throughout the United States and to furnish heat 
ons of homes—yes ; and at a lower price than was charged for gas many 


0 


WHO BENEFITS 


people are benefited by an adequate supply of oil and gas which keeps 

e of these products at the lowest possible level It is not a few oilmen 
nefit. They only get their legitimate tax rights under the Constitution.. 
the 150,000,000 people who reap the benefits and it is the United States 


that benefits in billions of dollars in taxes collected from this great 


CHICAGO AREA BENEFITS 


es, industrial, and farm areas benefit By illustration, may I refer to 


and its trade territory—what an adequate supply means to that vast 
ea 


e people of the city of Chicago use more fuel oil, natural gas, and 
other city in the world 


fusoihe 
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The farm trade territory of the city of Chicago embracing seven States « 
tutes the largest rural market for petroleum products in the world. 

The greatest saturation of automobiles, tractors, and motorized farm eg 
ment in the world is found in this area. 
The largest per capita use of petroleum products in the world is in the 
of these seven States Illinois, Wisconsin, Minnesota, Michigan, Indiana, |, 

and Nebraska. 

The petroleum and natural-gas industry has furnished these products i: 
great productive locality in such abundance that the price of natural gas 
is cheaper than it was 10 years ago, and the price of gasoline before Govern 
taxes are added is 9 cents a gallon less than it was 30 years ago, and giv: 
consumer, through its refinement and improvement, 50 percent more power 
it did 30 years ago. 

Certainly the Government should not be permitted to slow down the sery 
our people and the march of progress of the great oil and gas industry. 

The oil and gas industry, which employs millions of men as a rule, pays 
highest standard wages and seldom do you ever hear of a strike in the o 
gas fields that amounts to anything worthy of mention. 

It is a mistake for the Federal Government to bog down and slow dow: 
great essential industry by tampering with the 27%-percent-depletion allow 
which would reduce supply of these essential products and drive them onto 
escalator of inflation by governmental interference. 

It would be a tragic blunder if this depletion were reduced, which would wi 
and endanger the national defense of our country. I feel certain that the W 
and Means Committee in its wisdom will again refuse to reduce this dep 
allowance, and I feel certain the Members of the Congress will applau 
action on the part of the Ways and Means Committee. 

Let us not kill the goose that lays the golden eggs. 

Let us not temporize with or endanger the security and defense of our N 


in these perilous times 
Mr. Coorrer. Hon. Hubert B. Seudder, of California. Wil] 


please give your hame and address to the reporter for the benefi 


the record. 


STATEMENT OF HON. HUBERT B. SCUDDER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Scupper. Hubert B. Seudder, Congressman from the First ¢ 
gressional District of California. 

Mr. Chairman and members of the committee, I know that 
have been through a lot of laborious work, and I am not gon 
inflict the entire statement on you, but I would ask permiss) 
file the Sime, We from California protest the unrealistic mc! 
in the tax on wine. 

I want to advise the committee that we have some 1.515.245 
of fruit, nuts, and wine products in the State of California 
produce the many specialty crops. Over one third of this « 
acreage is devoted to grapes. 

If this tax which is proposed should go into effeet, it would incr 
the tax per acre. It would increase the tax to $80 on every t 
grapes grown in the State of California, for dry wine purposes 
it would increase the tax to $120 per ton on the sweet varieties. 

In your study of this, I believe you will concur that the wine 
try of the State of California cannot stand such a tax increase. 

No one would object to a fair and reasonable increase in tax 
the country demands that we raise our taxes, and that is why 
are meeting here today, hecause it seems necessary to raise ta 
order to meet the great outlay at the present time. 
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I would ask that my statement be incorporated into the record. 

[ appreciate very much the serious attention that this committee 
will give this matter so that we will not wreck an industry which is 
typical to California. About 10 percent of the grapes that are grown 
for the manufacture of wine are grown in various other States of 
the Union. 

Thank you very much. 

Mr. Coorer. Thank you for your appearance and the information 
given tot he committee. 

Mr. Scupper. Thank you, Mr. Chairman. 

The statement referred to follows :) 

Mr. Chairman, the economic welfare of the State of California is primarily 
dependent on agriculture, with 1,515,245 bearing acres of fruit, nuts, and wine 
products in the State 

One-third of all this acreage consists of vineyards, making grapes the largest 

gle crop in the agricultural economy. 

Primary outlet for grapes is the wine industry, operating on a year-around 
asis and providing employment for 111,000 persons. 

\ proposal by Secretary of the Treasury Snyder, now before the Ways and 
Means Committee, has created turmoil among grape growers, vintners, and allied 

ustries throughout the entire State of California 

This proposal would raise Federal excise taxes on dessert 


present 60 cents to $1.50 per ; on: and from the present D ¢ to 50 cents 


‘ 


from the 


rallon on table wines 


On a tonnage basis, the proposal would increase the pres $24 per ton tax 
on table wine grapes to $80; and the present S48 tax raj for dessert wine 
to $120 per ton 

Percentagewise, this tax proposal reflects incr ' 23514 percent, 

ive ly 
n the unfortur wsition of being taxed out of busi! are the 26.000 
fornia Of 506,000 acre inted 
167,000 acres , I 
itlet is wine 
takes 5 years to bring oe » vinevar ! product 1 al the supply 
t he adjusted to lemund lo ’ l N ice the end 
‘ld War II, the ! > and . du have } a depressed 
hion 
normal years of production many varieties of grapes are readily sold for 
purposes in the fresh state and a great qual y are dried and processed 


iisins. Culls also find a ready use il duction of brandy. 


In 1946 the withdrawal of the Government from i ‘uit-buying program, 
nit 


ed with an extremely | VY crop, re ‘ ‘e grapes going into wine 
the market could absorb. During 147-49, i versupply of grapes and 
ne depressed grower returns, they getting $29 per ton or about 60 percent of 
for those years. Similarly depressed were returns to vintners during those 
vears. The Bureau of Internal Revenue excess ofits tax listings of de- 
essed industries classifies wine making as the only food, or food products 

try, that was depressed during that approximate period 
1950 supply and demand had been brought more into line, but only as the 
of nearly 4 years of moving wine in volume at ruinously low returns to 
crowers and vintners. The 1950 crop returned $61 per ton, which is still 

w parity, bringing the 1947-50 average returns to $37 per tor 

rates become a fixed charge on the operation of converting grapes to wine 
oving them to market Chis is no tir to change the historie tax basis 

e, it being the least stable of agricultural food products 
ne industry must undergo further development if the grape industry 

ts surplus crops and survive 
wanifestly impossible for the wineries to carry thi ~w load in regard 
id and still intain the customary returns to growers 
ler to do so le ret rice of wine would, of nec SSLTY, have to be in- 
sed to such a leve at it would destroy the retail outlet Eighty percent 
wine-consuming public are in the low and middle-income brackets. 


} 
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This proposed tax increase would make of wine a luxury product inst 


keeping it on the present level, or near there. Wine is a product for tempe: 


drinking, considered more as a food necessary and common to the everyday di: 
the great majority of those who consume it 

By placing the wine products out of the reach of these people, throug! 
imposition of higher retail prices which would be necessary to meet tax dem 
the grape growers would be forced into the unfortunate position of being w 
their outlet 

By taxing wine. at this proposed high rate, families who have invested 
funds and years of hard work into productive vineyards would find thems 
divested of their livelihood. 

As a further indication of the harmful effect this excessive tax would 
upon the economy of California is the fact that in 1950 grapes had a farm 
of $156.772.000. This is more than twice as large as that of the second ra: 
crop, oranges, which were valued at $74,585,000 

There are 383 bonded wineries in California, dependent upon the grape gr 
and their ability and incentive to supply the necessary grape varieties 

Capital investment in vineyards and winery property totals $500,000 
a major factor in keeping our economy on a sound basis 

By hindering this huge industry through the medium of overtaxation 
eral Government stands to lose revenue, rather than gaining. Or 
basis the industry now pays taxes at the rate of $61,600,000 annually 

It has been admitted that the imposition of this increased excise tay 
ent consumption by 20,000,000 gallons, which represents approximately 16 
cent of all wine consumed in the country. That figure in itself indicates cor 
able loss in revenue and it is not out of reason to assume the consumptior 
decline even further 

As a whole, the grape growers and the wine industry are willing 
their fair share of the tax load. But they are protesting the Treasury I 
ment’s proposal as being ruinous, discriminatory, and completely unjust 
Under the present law any citizen can make and have 200 gallons of w 
year for personal use which is nontaxable. Should the proposed unreas 
tax be levied, I am fearful that the practice which prevailed during pro! 
days will be resorted to and open the possibility of law violations. Gray 


ing is not strictly a California industry but is common to most States 
Union to a more or less degree 

California’s grape industry is making a very determined effort to 
through marketing agreements and other self-help, industry-wide dey 
is very probable that imposition of an excessive tax burden would 
the results obtained thus far 

Normal consumption of wine is the only way that a sound grape indust 
exist. Strangle this outlet and marketing of all varieties will be damaged 
ing to bankruptcy for many. 

Being familiar with problems of grape growers and the wine indust: 
my firm belief, gentlemen, that if enacted as currently proposed this overs 
sive tax recommendation would cause irreparable harm to befall not on! 
immediately connected with the industry, but would adversely affect ea 
which grapes are grown and would be particularly injurious to the eco! 
the State of California. On behalf of the grape farmers of this cou 

ticularly of California and my congressional district, I ask that 


rensonable tax be not imposed. 


Mr. Coorrer. The Honorable Emanuel Celler, of New York 


STATEMENT OF HON. EMANUEL CELLER, A REPRESENTATIV! 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Ceiurer. I have introduced two bills which have as thei: 
the en ouragement, preservation, and the further development ( 
culture of our Nation. One is a bill to exempt amounts paid f 
missions to operas from the Federal tax on admissions (H. R. 
the other is a bill to establish the Office of Assistant Secretary 
Interior for Fine Arts and to provide certain tax advantages f 


y 
i 


IN 
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nonprofit organizations operating in the field of fine arts (H. R. 
YSO0). 
Che culture of our Nation is something all of us hold dear. It has 
enriched our lives in times of peace, and in times of stress it would 
e difficult indeed to measure the infinite lift of morale it engenders. 
Every encouragement that can be cviven to the nonprofit organiza- 
tions and institutions which sponsor it, great and small, is an act of 
good will toward all our people. 
It is well known that nonprofit organizations operate on a very 
tight budget. To the small civic nonprofit organizations, educational 
nd charitable, the additional expense of Federal admissions tax is 
sometimes crippling, if not completely disastrous to their existence. 
Our great institutions like the Metropolitan Opera House and the 
New York Philharmonic Orchestra, find themselves in a deplorable 
situation. Today, the Metropolitan is in a crisis which imperils its 
survival. In the face of rising costs, and in spite of the many meas- 
res of economy which it has inaugurated, it finds itself with a deficit 
around $400,000, a deficit it cannot meet even with the generous 
nd voluntary contributions of subscribers and the donations of the 
Metropolitan Opera Guild. Help is needed badly. It is unthinkable 
the Metropolitan Opera House should have to close its doors. 
emption from the Federal admissions tax would give immediate 
lief to this crisis, since the amount of the deficit approximates the 
ount of the tax. 
The Philharmonic Orchestra of New York is the oldest orchestra 
the country and one of the greatest orchestras in the world. Like 
symphonic orchestras, it operates at a loss and is dependent on 
bhi contributions for tS sustenance, The Fed ral acdmissio1 S tax 
s become a burden which it can hardly survive. 
I speak as an opera lover and a music lover of a quarter of a century, 
| | know these institutions and their magnificent contributions to 
! country 's development. But I know also that there are 1 numer- 
e orchestras all over the country, as well as struggling opera com- 
es, and I know, too, that they are building our Nation's culture. 
ey. too, find themselves in the same difficulty of survival. 
\gan | 
I 


r land 


turn to the fact that these are the organizations which vive 
he 
zations whose rl ‘hness of expression and v hose spi itual wealth 


» greatest cultural heritage it possesses, and these are the 
sh to sponsor, encourage, promote, and succor, | earnestly hope 
ve will help them help all of us, and that we will exempt them from 
Federal admissions tax. 
r. Coop R. The committee Ww il] stand mm recess until 2 o'clock this 
oon. 


Phereupon, at |” noon, the committee recessed. to reconvene at 


| ») 
ume day.) 


AFTERNOON SESSION 


e CuatrrMan. The committee will be in order. 
: Honorable Winfield K. Denton. ot I) diana. 
right, Mr. Denton, w ll you please g ve your hame and address 


the capacity In Whieh you appear to the stenograplhe r for the 


fit of the record 4 
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STATEMENT OF HON. WINFIELD K. DENTON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF INDIANA 


Mr. Denron. My name is Winfield K. Denton. I am a Member 
Congress from the State of Indiana, Eighth District, and I app: 
before this committee in opposition to the proposed reduction in { 
oil-depletion allowance. There are many oil wells in my dist: 
largely small wells, and the oil operators in this district are larg 
in the hands of the independent oil producers. | think ] speak 
my constituents when I say they are very much opposed to the red 
tion of this allowance. 

1 am sure that these independent oil producers are not object 
to this change in the depletion allowance merely on account of p 
personal interests in their self-preservation as an industry, but larg: 
if not wholly, in their desire to preserve itself from the unrele 
und never-ending search for oil reserves for the production of oil, 
indispensable requirement of national security and the surviva 
freedom. 

The cost of discovering and producing oil has mounted to 
imes what it formerly Wis. In order to have an adequate ol p 
luction, it is necessary to have an active, a strong, a prospet 
ioneering oil industry. These are prime requisites for defense. 

We realize that the search for more tax revenue Is ereat and ne 
sary, but the search for more and more oil is more Important i! 
much greater need than money. Tax revenue cannot purchase t 
which is not available. The need for oul now 1s greater than « 
before anal \\ il] bee ome increasing |y oreater. 

You need only to note the history of the oil operations 1] 

State area of Ilmois, Indiana, and Kei tuck in 1950 to under 
the overwhelming importance, in Tact the indispensable need, « 


pioneering, active, and optimistic industry. 


In 1950 in this area 1.523 wildeat wells were drilled. S7 of 1 


ial oil companies and 1.456 by independents. That is 
=r by industry as against m LJors. 
Kight out of nine of these wells was a dry hole. Of the wells d 


rel 
to | 


MeHCenHLS, 15] were prod ers and Lvs were dry hol 


drilled by major oll companies were producers il d rf 


by inde 
of the S 
drv holes, In the same year, of the total wells drilled by both n 


? 
I 
i 


and independents in proven and wildcat areas, 2.858 wells were di 


is dry holes, 142 by the major oil comnipanies and 2716 b 
independet ts. 

Nevertheless. the daily production of all of the new wells 
these three States was IS1.876 barrels. Of this the in leper dent 
covered 138,875 barrels and the majors discovered 42.101. Many 

overies were small wells, but they represent a major factor 
covering reserves for the future. Each of these new pools repr 
a great percentage of the oil in the future not only for the pi 
recovery but for the secondary recovery. 

It is safe to say that the cost of drilling these 2.858 dry hol 
upproximately $30 million to $35 million. Each of the new pr 
ing wells cost for equipment and completion from $10,000 to S17 
depending upon the depth of the wells, The preponderant Sig 
cance of indepr ndent operations is not just a theory, it isa fact. 


dril 
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It is also quite true that many of the oil fields discovered by the 
ndependent operators are small because of the fact that the major 
oil companies are not interested in the small areas. These would 
never be discovered except for the activities of the small independents, 
and yet for the Nation’s supply of oil they represent a big factor. 

Some 20,000 to 30,000 independent oil operators of the Nation and 
especially those in my area are more deeply concerned and would be 
more seriously crippled as an effective body of operators by changing 
the depletion allowance than any other group. It is these men who 
ave, as a historical fact, drilled at least 75 percent of the wildcats in 
the Nation, and have discovered at least 75 percent of the new pools. 
They are the pioneers whose unrelenting work is now needed. <A 
downward change in depletion allowance would cripple them almost 
beyond repair. 

[ am interested primarily in the small producers. We have seen 
the difficulty of shortages in some industries where there have been 
monopolies and oligopolies and I think it is very important that we 

\intain a free economy in this country. ‘To do that we must have 

» small industry independents. The large companies can capitalize 
ind take this loss on the depletion allowance, but it is the small com 
nies that can’t stand it. I am satisfied that the small wells in my 
d strict would be put out of business if this depletion allowance was 
owerecl. They are the ones that make free e iterprise. They are the 

en Who are pioneers, and I think they are the men we want to en- 
courage. 

This is a Very important factor also at this time because the Nation 


ii war. We need oil. Mone VY Cal " produce onl We need oil ] 


nk probably worse than we need anything else. We used to say that 


army travels on its stomach, but today it travels on steel and oil. 
Steel is worth nothing unless you have the oil. We must maintain 
hat pioneering spirit in industry and in people who are willing to take 
hance and develop new wells. 
[ think that this depeletion allowance is not only necessary but it is 
nething that is very just. Wi have our cap tal PAINS Tix whereby a 
an pay 50 percent on his apt il Oalns, ¢ can pay 2h percent 
} full amount, The sale of oil is nothing but the sale of a apital 
isset. lf you sel] the land whi h contains the oil and ye ul make i 
inital vain on that. you pay only AO perce nt of your profit 7 but if you 
ke the oil out of the ground and then sell it, now you pay 7214 per 
That is, you are paying more on capital-gain basis when your 
taken out of the ground than you do if vou sell the ground. I 
nt know why they make that difference. It is a capital asset 
ether it is in the ground or whether it is taken out. 
before 1926 there was a great deal of difliculty in estimating whether 
epletion allowance should be given the oil people. In 1926 they 
ved this depletion allowance and it has more than justified itself, 
ve a statement I would like to file. 
»CHarrnMan. Any questions’ We thank von, Mr. Denton. 
ne prepared statement of Mr. Denton follows:) 
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STATEMENT OF WINFIELD K. DENTON, MEMBER OF CONGRESS From Elcure 
CONGRESSIONAL DiIsTRict oF INDIANA 


Mr. Chairman and members of the committee, my name is Winfield K. De 
and I am a Member of Congress from the Eighth Congressional District 
Indiana. I appear before this committee in opposition to the proposed redu 
in the oil depletion allowance. There are many oil wells in my district, lar; 
small wells, and the oil operations in this district are largely in the hands of 
independent oil producers; and I think I speak for my constituents when | 
they are opposed to reduction of this allowance. 

When the black and vicious figure of the Russian Bear threatens to blo 
the sunlight of freedom over the world, that is no time to tamper with or par: 
one of the two most vital industries furnishing the requirements of n 
warfare and of defense—oil and its twin, steel. 

I am sure that these independent oil producers are not objecting to this ch 
in the depletion allowance merely on account of petty personal interests ir 
self-preservation as an industry but largely, if not wholly, in the desire to pr: 
itself for the unrelenting and never-ending search for oil reserves and produ 
of oil—an indispensable requirement of national security and survival of fre 

Man did not make oil, an irreplaceable natural resource, and man cannot 
it; but man can destroy it or leave it on the ground by improvident actions 
the crippling of the industry whose business it is to produce that oil. 

The cost of discovering and producing oil has mounted to many times w! 
formerly was. In order to have adequate oil production, it is necessary 
an active, a strong, prosperous pioneering oil industry. These are prime requ 
for defense 

We realize that the search for more tax revenue is great and necessary ; | 
the search for more and more oil is more important and a much greate) 
than money. Tax revenue cannot purchase that which is not available 
need for oil now is greater than ever before and will become increasingly g 

You need only to note the history of oil operations in the tri-State are 
Illinois, Indiana, and Kentucky, in 1950, to understand the overwhelming 
portance—in fact, the indispensable need—of a pioneering, active, and opt 
indep. ndent ir dustry. 

In 1250 in this area, 1,523 wildcat wells were drilled, 87 of them by larg 
companies and 1,486 by independents, a ratio of 17 to 1 by independ 
against majors, 

Kight out of ever nine of these wells was a dry hole. Of the wells di: 
independents, 151 were producers and 1,285 were dry holes; 14 of the sS7 
by major oil companies were producers and 73 were dry holes. In the sam 
of the total of wells drilled by both majors and independents in proven 
wildcat areas, 2,858 wells were drilled as dry holes, 142 by the major oil com 
and 2,716 by the independents. 

Nevertheless, the daily production of all of the new wells drilled in 
three States was 181,976 barrels. Of this the independents discovered 158.5% 
barrels and the majors discovered 42,101 barrels. Many of the discoveries wer 
small wells, but they represent a major factor in uncovering reserves for 
future. Each of these new pools represents a great percentage of oil 
future, not only for primary recovery but for secondary recovery. 

It is safe to say that the cost of the drilling of these 2,858 dry holes 
proximately $30,000,000 to $35,000,000. Each of the new producing we 
for equipment and completion from $10,000 to $17,000 depending upon the 
of the well. The preponderant significance of independent operations is not 
a theory It is a fact. 

It is also quite true that many of the oil fields discovered by independ 
erators are small because of the fact that major oil companies are not inter 
in small areas. These would never be discovered except for the activit 
small independents; and yet for the Nation’s supply of oil they repre 
big factor 

Some 20,000 to 30,000 independent oil operators of the Nation and es] 
those in my area, are more deply concerned and would be more seriously ¢ 
as an effective body of operators by any change in the depletion allowance 
any other group of people. It is these men who have, as a historical fact 
at least 75 percent of the wildcats in the Nation and have discovered at I 
percent of the new pools. They are the pioneers whose unrelenting wor! 
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eeded. A downward change in the depletion allowance would cripple them 
st beyond repair 
rhe request of the Treasury Department for a reduction in depletion allow- 
» unjustifiable at any time, as I hope to make clear, is at this time still more 
unjustifiable. This policy is unrealistic, improvident, and short-sighted. The 
significant millions or hundreds of millions of dollars which the Treasury De- 
irtment claims it will produce in taxes, would be only a small part of what it 
| cost the Government in subsidies and supports in order to restore a crippled 
justry, and to replace the oil and oil reserves which would be lost by this 
t-sighted policy 
The depletion allowance is not only not a tax loophole, as I think I can make 
r, but in view of the fact that oil is definitely a capital asset which once 
eted can never be restored, the tax-depletion allowance now existing is a dis 
nation against and not in favor of the oil industry. Most of the hypotheti 
ses suggested heretofore by the Treasury Department are based upon rare and 
xtremely spectacular cases which prove nothing as to the justice or injustice or 
sdom of depletion allowances 
You do not hear about the tens of thousands who are not examples of spec 
ir Successes There ure two indispensable branches of the bus ness, one 
s the independent and the other comprises the major oil company who are the 
ones possessed with the huge funds with which highly expensive exploratory 
may be conducted. This industry requires both the giant and the small 
but the small man can be destroyed by improvident taxation. 
The adoption of the Treasury’s request, in our opinion, would not only fail 
roduce the, additional revenue which the Treasury Department assumes it 
1, but the adoption of that policy would curtail other sources of tax revenue 
g out of the independent oil industry to such an extent that any possible 
parent gain in tax revenue would be wholly insignificant 
It would result in: 
1) A decline in discoveries and production and hence a decline in incomes 
(2) A large amount of unemployment and a decline in taxable payrolls with a 
esulting loss in tax revenue 
) A cessation of efforts in secondary recovery which is one of the most 
portant factors in oil development today. 
The premature abandonment of stripper wells 
4 loss of revenue which would otherwise be derived through persons who 
services and furnish materials to the oil industry 
ese are items of income resulting in much revenue for the Government in 
taxes derived from these supply houses and service companies. Largely 
ng, independent oil operators do business in their individual names. They 
estates. Sometime they must die and on their death, their estates pay 
inheritance taxes to the Federal Government, which would be lost if the 
pendent industry is hampered 
: impossible to ascertain how much this loss in tax revenue would pyramid 
ing as it does, when the Nation is actually at war, the powerful right hand 
Government is asking for the increase of a million barrels of oil in daily 
tion, but we find its left hand trying to destroy the one wise policy which 
ided most in building a mighty industry which is effective in peacetime as 
s in wartime. It comes when our access to oil in Asia Minor and in the 
idle East is seriously threatened and will probably be completely cut off in the 
of war, and when the entire industry is engaged in the frantic search 
oil reserves to protect the Nation rhis request, in our opinion, is both 
ident and unjustifiable. The policy now requested by the tax department 
1 hamper the war effort immediately Not only that, but it would create 
monopoly by forcing independent oil operators out of business and in many 
s, forcing them to sell their properties to major oil companies and to leave 
nagement and direction of the oil industry in the hands of large companies 
would not be so seriously affected bv the proposed change 
abandonment of stripper wells would be most serious. It is generally con 
at in those fields where ry recovery of oil by the injection of 
brine, or other fluids is possible, even i elds which have been producing 


’ ’ i} r) 
‘ l ! 


VY nanny vearrs, {t is ilkely i hot ( rhake 
ry methods will produce twice as much oil in t 
been previously produced by primary methods, Th ul ] » done 


ist cost Seconduryv recovery methods t expel ‘ ' s vedas 


\ 


iture from old felds 


he 


ry methods cannot be pu ied f the iIndey dent ndustryv 1 rippled 
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by the proposed change in tax depletion and yet from the standpoint o 
Nation, that activity is of prime importance. 

It was once said that armies go forward on their stomachs, but now o 
steel are the sinews of modern warfare. Steel without oil would be us: 
I hope the committee will understand that I am sure that my constituents 
not attempting to escape the burden of their share of the taxes. We a 
considering so much the effect on the individuals as persons, but the results 
would be detrimental to the Nation as well as injurious to the industry. 

One out of every eight wildcats is a dry hole on a national basis. On: 
every three wells drilled in the United States including the so-called | 
locations, is a dry hole. The wildeatter must pay for seven dry holes out 
productive well If he engages in both the drilling of wildeats and | 
locations he must pay for one dry hole out of each two producing we 
the case of most large companies the investment is generally capita 
this cannot be done by the independent industry. You may lay aside al! 
tions of the effect on independents and still you must reach the same co 

the proposal would be detrimental to the war effort, to the perman 
of the Nation, conducive to monopoly, and would result in the 
ves how critically needed. 

Che psychological effect of the depletion allowance would be as hari 
the economical effect. It would damage or destroy the enthusiasm, the op 
and the progressive spirit of independent operators who spend huge s 
money each year searching for oil; sums far out of proportion to the 
of tax deductions obtained under the present laws. It was only this pion 
progressive and optimistic spirit which made the Nation a great oil prod 

We cunnot see the benefit to the Government when it is spending many 
of dollars to make preparation of war if it should wake up through an imp 
dent policy to tind that all of the king’s men and all of the king’s horses 
not put the industry together again. This policy, if it were pursued, wou 
doubtedly mean, even if it should presently involve an apparent gain in reve 
that the Government would be compelled in order to replace oil reserves | 
undiscovered, to provide subsidies which would easily run into billions 
of hundreds of millions, 

Furthermore, in order for oil to be useful for defense purposes, it is nece 
to have it readily and immediately available. We have neither enouzg 
preduction now wor enough reserves Those which are not developed 
value under a war economy. Those lying undrilled and undiscovered 
advent of war would mean that we would have too little too late, partly 
there would not be sufficient steel available in wartimes for drilling jn 
This country cannot depend upon foreign oil. 

The depletion allowance is comparable to the provision of the tax 
allowing special rates to be paid on profits from the sale of capital assets 
are owned more than 6 months. At the time the Congress first adopt 
principle it had found unworkable the previous provisions of the tax law 
ing men to recover a depletion allowance on the basis of fair market va 
administrative difficulties were insuperable. Corps of experts were requ 
establish the proper basis for allowances. Congress in 1926 wisely adop 
depletion allowance. It has worked successfully and is a credit to the 
of Congress It was recognized as early as 1918 that some allowan 
be made to the producers of oil in order to enable them to recover at leas! 
tion of their capital investment in oil. It was then considered im] 
national welfare and security. It is 10 times as important today. 
reason for calling this depletion allowance a loophole. It is an ill-c 
thought and can only result from a misunderstanding of the very nat 


basis of the allowance. 

It is beyond dispute that oil in the ground is a capital asset just the 
a building on top of the ground, a part of the real estate itself, is a capil 
For reasons not wholly sufficient, the idea has developed that while the 
the ground, it is a capital asset, and when it is lifted to the surface, 
uger a capital asset. Nothing could be farther from the truth. Whe 


neve 


the oil has been lifted from the ground, the capital asset is gone, 


} 


re plac ed 


Che fine dist tion between the sale of oil as a capital asset wl 
* 


the cround and the sale of oil after it has been lifted to the surface 
nly in the peculiarities of the law, and is not based upon any justifi 
A simple illustration, I think, can make this clear. 
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Let us take two theoretical taxpayers. One is an investor who has acquired 
100.000 shares of stock which he has owned more than 6 months. The other is 
oilman who has 100,000 barrels of oil in his pool. 

‘he investor holding the stock may withdraw a portion of his pool of stock 
sell it at a capital gain after owning it 6 n s, retaining the rest of his 
and he may pay taxes on oO! ly 50 percent of his gains, paying either one 


) 


of that, or 20 percent the whole profit, und he capital-gains provisions, 


king his normal tax rate on one half of the profit, whichever is most ad 
eous to him On the contrary, the oilman w draw i similar part 
Lean 

i 724 


apital asset of 100,000 barre in the ground mu { . f ncome, 


of the gross receipts and pay the normal 


lof paying only o DO pe the 


Tie is the 


s profit 


is no acti 


ipit ri 
ound he 


ined 


Furthermore, it h { | tion ¢ ince Was first I “il the man who 
1 $100,000 of taxable mari OV nt o1 ribont S$23.000 leaving 

$77.000 with wh t ra Today , Vs out $74,000 to the Federal 
ernment leaving ! $26,000 for operation f , ime ' | opel 


rs business 1026 


reduced at 
and Congress 


d probably be 


very 
dis« overy 
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them. We could not exist with an independent economy in the oil business wi: 
out them. The competition between the major oil companies on one hand 
the independents on the other hand is the great living force which has brov; 
that industry to the point that it is probably the one industry which has perfo: 
its duties in times of peace and in times of war without subsidies from 
Federal Government. 

We cannot have shortages again and particularly, we cannot have shorta 
oil. We had shortages in other commodities during World War II. To tar 
with a situation which might cause a shortage in oil would be improvident 
unwise. 

The Cuatrman. The Honorable Thurmond Chatham, of N: 
Carolina. Mr. Chatham, please give your name and address to 


stenogera | yher. 


STATEMENT OF HON. THURMOND CHATHAM, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Cuaruam. Mr. Chairman and members of the committe 
represent the Fifth District of North Carolina, and I appear bef 
you to add my protest to the proposed increase in cigarette taxes 

As Representative of the Fifth District in North Carolina I repr 
sent a predominantly tobacco district, orowers, warehousemen, pl 
cessors, and manufacturers. My district is in the old bright belt, « 
the finest tobaccos in the world are grown in this vicinity. 

It is my considered opinion, sir, that these proposed increased taxes 
will bear most heavy ily upon the tobacco growers, In my district most 
of the farms are small and the average tobacco acreage is about 5 acr 
per farm. Our people for generations have tried to build up a worl; 
wide acceptance for these better tobaccos, and I believe that if taxes 
are increased, lower-quality tobaccos will be the result. 

‘Tobacco today is the most heavily taxed farm product, and I t! 
it is certainly bearing more than its share of the burden. Ev 
farmer who brings up his children and educates them and tries 
have them do better than he and his wife were allowed to do k 
that as taxes increase, pressure is on his product and probably 
increased standard of living will suffer. 

I think, sir, that there is a point where we might reach the la) 
diminishing returns if we continue to increase these taxes. Wages 
cannot be cut: administrative costs cannot be cut. The only place 
that I see where costs can be lessened will be in the price of 
farmers’ tobacco. 

I deeply appreciate the sympathetic hearing the members 
given the large group of tobacco farmers who appeared here we 
before last. They appreciated your patience and understanding. .\ 
their Representative in Washington, I ask that I may be able to 
my own word to theirs and that you will consider the unfairness 
injustice of further taxing a product that more than bears its shar 
of the burden and brings in tremendous revenues to the Fed 
Crovernment. 

[ sincerely believe, as I said, that there is a point of dimi 
returns, and this produet could be taxed SO heavily that we c 
receive less revenue. I am happy, sir, that this decision is ir 
hands of what is generally known to be the most capable and 1 
sentative committee in the Congress, the Ways and Means Comu 
From your honored chairman to the lowest-ranking member, yor 
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the power to fix our taxes, a very great re sponsibility, and I know that 
you are going to make these decisions in all fairness. 

The Cuarrman. Mr. Chatham, vou are familiar with tobacco in all 
of its aspects from the time the tobaceo br d is sown to the time the 
crop is cultivated and the tobacco is marketed and warehoused., 
ind then when it is sold at the warehouse. bought by the pro essors 
or dealers, and then aged for a number of years. Tell us about how 
long it takes and how much hard work it takes for the farmer to 
produce a crop of tobacco. 

Mr. (CHATHAM. Well. sir, it takes more than any other crop | know 

ause there is so much manual labor, so much hard work. From 
the time the tobacco bed is sown, which in my district and your part 
of the country, sir, was several weeks ago, until the tobacco goes to 

irket next fall, it takes hand labor. The farmer and his wife and 
his children—it is mostly a family affair, as a great many of you 
snow—work on that tobacco day by day, and certainly it is not like 
growing a crop of corn where you can lay it by or a crop of wheat 
or soybeans where you plant them and there is nothing to do until the 
day you combine them or cut them and stack them. It is hard work. 
Hailstorms come along, and they have to worm the tobacco in the 
iields, and they have then to cut it and prime it and handle it. Those 
farmers, in my opinion, work harder for what they get than any 
farmers that I know of in this country. 

The Cuatrrman. Do they know anything about the 8-hour day? 

Mr. Cuaruam. No, sir. They work from before day until after 
sundown. 

The CuarrmMan. Let me ask you if they do not begin their prepara- 
tion of the new crop before the old crop has been finally lisposed of. 
Is there not a place where they overlap / 

Mr. Cuarnam. They certainly do,sir. It is nearer a 12-month farm- 
ng operation than anything I know of. These people have built 
up a wonderful business all over the world for American tobacco, for 
the fine quality tobaeccos that they have raised. Fine, mild tobaccos 

re grown by these farmers, who have learned to improve the quality 
f their product. Certainly as the price Increases, the only place 
that I know that can be cut is the price to the farmer, and that will 

ean lower quality tobacco and a lower income, and I think finally a 
ower income to this country through taxes. 

The Cuarrman. Mr. Eberharter? 

Mr. Esernarrer. Mr. Chairman, I am glad that Mr. Thurmond 
Chatham appeared here thie afternoon to give us the benefit of his 
KnOW ledge with respect to the tobacco | 1! dustry. Congressm: in Ch: at- 

im made a very fine statement, and I want to say that what we have 

id this afternoon will have a great deal of influence with the 

mittee, he being from that great Tobacco Belt. Of course, North 
Carolina is very fortunate in having a great Representative as chair- 

in of this committee. The tobacco interests of North Carolina will 

viven every consideration. I want you to know, Mr. Chatham, 
| appreciate your appearanet here this afternoon and to let you 
that I place a great deal of weight upon what you have said. 

| thank you very much. 

Mr. Cuaruam. Thank you Mr. Eberharter. 

Phe Cuatmrman. Further questions / 





2628 REVENUE REVISION OF 1951 


If not, we thank you, Mr. Chatham, for your appearance and thy 
information given the committee. 

Mr. Cuarnam. Thank you, Mr. Chairman, and members of 
committee. 

The Cuatrman. The Honorable Carl Durham, representing var 
large tobacco growing districts, who is familiar with tobacco grow 
and the cultivation and marketing and everything connected 
tobacco. 


STATEMENT OF HON. CARL T. DURHAM, A REPRESENTATIVE In 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Durnam. I am Congressman Carl Durham, representing 
Sixth District of North Carolina. . 

Mr. Chan man, | appreciate very mu h those kind remarks. [) 
pearing before this committee and knowing the problems that 
people face today in working for what ] believe to be sound y 
ernment, that is, a balanced budget, I realize the problems that 
have in trving to secure the necessary revenue to carry out not 
the defense program, but the efficient running of our own Gover 
I was raised on a tobacco farm, the oldest of eight children. F 
1901 to 1910 the price of tobacco—and we had no program—averag 
around 45 cents. You worked from dawn until 9 or 10 o’clock 
ever it was necessary to fill a barn with tobacco. I am thankful t 
those times are gone. About all we got out of it was a pair of copys 
toed shoes in the fall of the vear and were able to go to school 3 mo 
of the year, We don’t want those times to recur. 

This industry, of course, by our own Government taking an inte1 
in it, has grown to where it supports a large percentage of our f 
population in North Carolina, and it supports them in an eco! 
way that, in my opinion, the American people like to live under, | 
is, we have more income and we can depend on it in a more ass 
way in voing Into business asa farmer. To see that destroyed I { 
would be not only detrimental to our own Government, but to ou 
State economy and our State of North Carolina. 

As the tobacco industry is set up today, with the price that 
taken today for the ordinary package of cigarettes, around 17 to 
cents, and where the States have taxes it is a good deal highe1 
that, I, being no economist, cannot say to you people where the | 
of diminishing returns in taxation will be reached. I don’t pr 
to be an economist, but hav ing had experience as a tobacco farme! 
for many, many years having sold their products and lived with it, | 
feel we are prob ibly reaching the danger point where. if we con! 
to increase the taxes on the manufactured product, we will finally 


ah 


up with the farmer being the one who will be the sucker. As I 
don’t know when we will reach that point, when the American 
( haser will de« ide that he is not gol ” to continue smoking cigare 


ly all manufactured article 


! 
} 
I 


I know that it is historic in practica 
you do reach that point. 

In considering a further tax on this commodity, I am su 
committee will take into consideration the effect it has had an 
have on the farmer as a whole. He is the most unprotected ma 
day in our society. Although a lot of people think not, he 
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my opinion. The manufacturers can usually take care of themselves, 
and will, in my opinion. ‘The man who will suffer will be the farmer 
in the end result. 

[ sympathize with you in our problem, and also, I think we should 

‘y to work with this committee in trying to balance the budget. As 
a member of the National Defense Committee I have already taken 
that position in the committee and I expect to continue it, to knock 
out what I believe to be items that are nonessential in our defense 
effort. Many of them today, I feel, are being played up as a part 
of our defense. 

In arriving at this decision, which is in your hands, I certainly hope 
that you people think of this thing “as affecting the man who is Ina 
position least able to protect himself today in our State of North 
Carolina. 

Gentlemen, I thank you. 

The CuHairnman. Mr. Durham, I believe it is a fact that tobacco 
produces the second largest amount of revenue of any excise tax. 
| think liquor produces a larger revenue than tobacco; then cigarettes 
and other tobaccos prod ce the next largest revenue. It is a source 
of dependable revenue for the Federal Government. In your opinion 
as a man famiiliar with the tobacco grower and the economy of the 
farming interests of North Carolina and the revenues of the Govern- 
ment, do you think it is unsafe for all parties to increase or pyramid 
the already very high tax any higher, both from the revenue stand- 
point and from the standpoint of the welfare of the tobacco grower, 
and the economy of North Carolina, Georgia, Virginia, Kentucky, 
and other States that are very largely engaged in and interested in 
the production of tobacco? 

Mr. Durnam. Mr. Chairman, that is certainly true. Of course, 
today we all know that the income that we receive for the Federal 
Government from tobacco taxes is normally, as I recall, somewhere 
around $700 million. I don’t recall the exact figure. Probably some 
one here is familiar with that. That certainly is to be taken into con- 
sideration in writing the revenue act because it is just like writing a 
draft act, [think in fairness to the public at large we have to distribute 
these things on the basis of fairness as far as we can go. Certainly 
all types of our economy should share in this problem on a fair basis. 

The CHainman. Any further questions ? 

Mr. Evernarrer. I am sure that every Member of the Congress 
who has had the privilege of serving with Mr. Durham will give proper 
weight to his testimony before this committee this afternoon. North 
Carolina is fortunate in having the type of representatives that appear 
before this committee in behalf of the tobacco farmers, and of course 
they are doubly fortunate in having as chairman of this committee 
the greatest chairman the Ways and Means Committee ever had. Rep- 
resentations made by the various Members of the Congress, particu 
larly those coming from the Tobacco Belt, really are impressive. I 
vant you to know that I am sure the members are going to give every 

msideration to the decisions and conclusions that you have arrived 
tand the facts vou have presented to this committee. I thank you 
personally, and I am sure every member of the committee joins in 

it, for appearing here this afternoon. 
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Mr. Durnam. Thank you very much, Mr. Eberharter. It is vy 
nice of you to say that. We in North Carolina are willing to pay « 
share of the taxes on a fair basis. I am sure the gentleman’s St 
Pennsylvania, feels the same way. You people have a tremend 
responsibility because, as I said, this morning before the Rules ( 
mittee, I think Christian democracy has locked horns with athei- 
and even if Joe Stalin were to die tomorrow, someone else would | 
up Karl Marx’s theory and probably irritate us with it for a ¢g 
many years tocome. We are in that position. 

The Cuarrman. The chairman of this committee appreciates y 
much the generous remarks of the distinguished member of the « 
mittee, Mr. Eberharter. 

I will make just this observation. This committee was impres 
and I hope favorably impressed, with the men who came here f: 
North Carolina and Virginia and other tobacco-producing St 
They were men from tobacco farms who produce and sell toba 
It is their livelihood. They were not employed by someone else. ‘Thy 
came here at their own expense to state to this committee their p: 
lems and the difficulties under which they labor, to emphasize the \ 
high tax that their product is now carrying and their willingnes 
contribute a reasonable and fair share, and even more than a f 
share, to the national revenues of the Government to be used 
national defense and national security and other necessary exper 
of the Government. I am glad you mentioned something about 
necessity, and J hope this committee and the committees of Congres 
will be deeply impressed at this time with the absolute necessity 
rigid economies wherever possible to adjust the functions of 
Government for our great program of national defense. 

Mr. Duruam. Mr. Chairman, I might say further, speaking of t! 
tobacco farmer, I carried a lantern and fired five tobacco barns 
10 years. That was a continuous job in those days until 4 or 5 0% 
inthe morning. I am pretty familiar with what the farmer has «i 
He has brought himself up from a position where he was almost 
poverty to a point where today he is part of our society in Ne 
Carolina, a person who can pay his own way and contribute a la: 
part to the Federal Government. If you stop the basic producti 
your product you have destroyed the end result of your taxing by 
Federal Government. 

Mr. Reep. I didn’t have an opportunity to hear all of your t 
mony, Mr. Durham, but what I did hear is very convincing. Hoy 
you sell your tobacco? Through what agency do you sell 
tobacco / 

Mr. Duruam. Tobacco in North Carolina is sold through a w 
house svstem, Mr. Reed, on a bid basis. It is sold under what wi 
ordinarily an auction system. The farmer takes his tobacco to 
warehouse, puts it on the floor, and then the companies, suc! 
(American Tobacco, Liggett & Myers, Reynolds, and the others. | 
buyers who go on the floor of the house and purchase it on a 21 
basis. 

Mr. Rerp. The buyers all meet there at a certain definite tir 
the year, al d then it is bid at publ ¢ auction, is that right ? 
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Mr. Durnam. On certain dates. It opens on different dates in 
different belts. You have some in eastern North Carolina and South 
Carolina where sales begin around the latter part of July. 

Mr. Grancer. I just want to say, Mr. Chairman, as the chairman 
pointed out, the tobacco industry was in a bad state of affairs 20 years 
ago. Despite the fact that it has had some governmental assistance, 
the fact remains that it is about the only crop that has a support price 
that has entirely paid its own way. It hasn’t cost the Treasury a 
dime. I just want to say that. 

Mr. Durnam. That is correct. Thank you very much. 

The Cuatrrman. We thank you for your appearance and the infor- 
nation given the committee. 

Hon. Norris Poulson, of California. 


STATEMENT OF HON. NORRIS POULSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Poutson. I am registering with your committee a protest 
gainst the recommendation of the Treasury Department which pro- 
poses to reduce the depletion allowance oranted to oil ana gas pro- 
aucers, 

\s a representative from the State of California, I wish to direct 
the attention of your committee to certain facts concern no the oil 

dustry In my State which will indicate why so many of my constitu- 
nts are alarmed over the Treasury’s proposal. 

California’s oil industry represents an investment of private capital 
of more than $4,000,000,000. The basis for this investment is a present 

reserve of about 5.500 000 000 barrels, which is upprox! nately ll 

es the amount of our annual production. As this oil is produced, 
owever, more oil must be found to take its place, for if this isn’t done 

oil industry will gradually dry up because of a diminishing oil 
pply. 

Extensive explorat on activities are now being carried on and if 
se efforts to find new oil are suecessful, California can continue 
ea leading oil State. But if Congress enacts tax legislation which 

enalizes those who risk their capital in this hazardous venture, my 
state may be seriously niured., 

In behalf of California’s 1.200 oil operators and their 120,000 em- 
ees, as well as the economy of the State as a whole, I urge vour 
mittee not to include a reduction in the oil 
tax bill on which you are now working. The amount of revenue 
ilved is too inconsequential in comparison with the importance of 
ping our oil reserves intact. for cash cannot take the place of oil. 

The CHAIRMAN. The Honorable M. G. Burnside, of West Virginia, 


lep etion allowance in 


STATEMENT OF HON. M. G. BURNSIDE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Burnsioe. Mr. Chairman, I am M. G. Burnside, representing 

Fourth District of West Virginia. 

\ir. Chairman, I would like to ask permission of this committee to 
in the record a statement in regard to tobacco as | have about 
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94 percent of the burley grown in the State of West Virginia in my 
district. 

At this time I am appearing in regard to the depletion tax on o 
We have a very high gravity oil in West Virginia. I am sure that 
all of you have he ard about the Pennsylvania crude. I am worried 
very much about it and so are my people back home. I know that you 
are a very able committee representing nearly all the different part 
of this country, and I sympathize with you very much in regard to the 
tax problem. I am on the Post Office and Civil Service Committe: 
and I might say that we have absorbed around $200,000,000 over in t 
post office, which will help considerably in meeting the costs and sa\ 
ing this committee from raising that much additional revenue. 

Over in the Executive Expenditures Committee I have been sery 
on the Planning Committee there and also on the Hardy subcor 
mittee. According to the Citizens Committee we have saved a billion 
and a half dollars in the last 2 years. So we are trying to do ou 
part, Knowing the costs that we have now, the terrific costs, al 
80 or 85 percent of our tax dollar going to war purposes, I know you 
problem and sympathize with you in regard to that problem. 

I want to take a few moments this afternoon to point out a lit 
bit of the background of the type of oil that we produce and the prob 
lems that we have connected with Pennsylvania crude oil. 

The production of oil and natural gas in the Fourth Congressio: 
District of West Virginia which I have the honor to represent in t! 
Congress of the United States, is as old as the industry itself. Indeed, 
oil was produced commercially in Wirt County in my district 50 years 
before the modern oil industry was born in 1859 with the drill 
of the Drake well in Pennsylvania. As far back as 1810 in Wi 
County a citizen by the name of Bushrod Creel recovered some 5: 
100 barrels of oil annually from the sand and gravel banks along t 
streams of that county and sold it as medicine at Marietta, Ohio, 
price of $30 a barrel. 

The first important commercial production of oil in the Unite 
States by the drilling of wells also took place in Wirt County in 
district 6 months after the completion of the famous Drake wel! 
Pe nsvlv nia. Actually the Drake well had little significance 
never produced more than 25 barrels of oil a day. The well drille: 
Wirt County 6 months later produced 100,000 barrels in less thar 
yea 


] 


There h is be n the most intense exploration and developme nt 
oil and gas in West Virgina since that time, particularly in the dist 
which | represent, The nverage daily produce ‘tion pe r we }] IS 


less than one-half barrel due to ‘the fact hs it more than 90 perce! 
the wells have been in production for more than 25 years. Th 
only half a barrel of oil per day per well. Most of them have | 
in operation for over half a century. There are thousands of t 
small stripper wells in my district and their total production rep 
sents an important contribution to the economy and security of 
Nation. 

We use th : high-grade oil in our airplanes It is scearce., 
not a case that vou can just throw it out because we have very 
production. We have to have the byproducts from this oil 
our war effort voing, The estimated reserve vet to be produced 1 
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these old pools runs into 200 or more million barrels of oil. These 
oil wells are drilled into a type of shale where you have a gradual 
seepage and you cannot get big gushers. You get only a few small 
wells where the y produce 2 25 to 50 barrels if they are luc ky. 

It is worth noting that despite the long period of intense explora- 
tion and development of the oil and natural-gas resources of the 
Fourth District covering almost 100 years, small independent pro- 
ducers and operators, possessed of the pioneering spirit of the West 
Virginia hills, are still hazarding many exploratory operations, and 
their combined efforts are being continually rewarded by new dis- 
coveries. Within the past 2 years two new fields have been discovered 
n Wirt and Jackson Counties in my district, and there have been 
several other explorato Vy operations In these and other counties that 

ive been successful to a lesser degree. 

Because of the relatively shallow depth to which oi] and natural 
gas are found in the Fourth District of West Virginia and the con- 
sequent cheap drilling cost—this I think is very important, and I will 
explain in a moment the reason whiy it is fe rape unt to our war effort 

if section is frequently referred to a | hge r” man's oll country. 


The large majority of the } roduen g wells the district are owned 


i 


by individual operators or small independent companies. Practically 


of the wildeatting for new sources is also carried on by these 
TOUDS., It is mportant ] that connection to note that the owner- 
s| aot the royalty interests in these oil- and gas-producing properties 
Fourth District is held by thousands of persons. The land is 
ial by thousands of farmers throughout that district. The farms 
my district are small, so there are thousands of small irmers that 
thes wells, They eet one-t ig@hth rovalty from the we . Most 
the owners, then, are farmers. \ few of them have been small 
ulators from the cities who have bought up small tracts 
most instances these farmer-landowners are di pendent toa degree 
the income they receive from this rovalty. Many widows and 
ill children of deceased laa downers are wholly dependent upon 
income for their existence. 
ile we frequently read of ne phenomenal Success of | fe Ww un- 
lly fortu nate o ibm nin Tex is and elsewhere 1 the Southwest and 
displays which some of them make of their suddenly acquired 
h, may I impress upon this committee that we have no one of that 
the oil and gas | ness in my district? The overwhelming 
ority of the ena in the Fourth District, and throughout the 
West Virginia, for that matter. are men of ver moderate 
ns, Most often they fir di 1t necessary to combine thei iquid assets 
der to finance the drilling of a wildcat. well. 
i br nging these facts about the oil and gas business in my 
to the attention of your committee in connection with the 
deration of the rate of 27! » percent which has been allowed for 
etion of oi] and natural-gas resources since 1926. It is interest- 
» know that it was the d stinguished West Virgin in, the Honor- 
M. M. ine who sponsored the orig ni ul lepletion prov ision on 
loor of the Senate in 1926, and that he still represents our State 
{ brat ch of re alga 
lam frank to confess th: I am not enough of a student of the oil 
gas economy of the Nation to know what effect any reduction in 
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the depletion rate would have upon the industry as a whole or to 
extent it would curtail discovery and development which we all recog 
nize as essential to national defense and the maintenance of presen: 
day economy. I do know, however, that the effect upon hundreds 
individual operators and small independent companies, thousands « of 
royalty owners, and oil-field workers in my district would be disas 
trous. 

Because of the marginal production of an overwhelmingly larg 
majority of West Virginia’s wells, the operators could not prod 
them profitably nor obtain the capital necessary to drill new we! 
without the present rate of depletion. The effect upon West Virgi 
of any substantial reduction of that rate would be to force the aba: 
donment of thousands of these marginal wells with consequent per 
nent loss of millions of barrels of reserves. The abandonment of y 
would also cause the permanent loss of royalty to thousands of far 
landowners and others. 

Here is what is actually happening in my State: Many of the wi 
are being pulled now and many more would be pulled if they co 
tind a better method of pulling out the pipe so they could get all of it 
out of the well. ‘Then they would ship that pipe to the Southiv 

r ship it to foreign countries. For instance, in [ran they are ve: 
ve adie anxious to get our steel to put it down in wells. You ‘gentle 
with the wide experience that you have, know that if we were to | 
that steel down in areas like Iran, Russia could then take over t 
areas in a time of emergency and we would lose that production 
would not have sufficient production in this country to take the p! 
of it. The situation is made even more dangerous due to the develo) 
ment of the snorkel submarine by Russia. 

Another effect of any reduction in depletion allowance would bi 
stagnate the exploration which is essential to the maintenance o! 
industry as a going concern in West Virginia. 

In connection with that, since we have shallow wells, a numbe: 
men who have a few dollars can go together and raise enough to 
these shallow fields to get a few barrels of oil production. I! 
depletion allowance was not allowed in these shallow fields they wv 
risk that capital. Therefore, we could not get this Pennsyl\ 
crude which is so essential to our war needs, a type of oil that we 
not produce in this country or in any other country for that n 
except in Pennsylvania, West Virginia, and Ohio. 

Still another more serious adverse effect would be the prevent 
of the application of secondary recovery methods that are nov 
operation in that area. We have a large amount of oil that is ¢ 
in this deep shale but it only seeps very, very slowly, and we ha 
use secondary recovery methods in most of that area. In thu 
wells where primary recovery is near the point of exhaustion 
been demonstrated in the Bradford fields of Pennsylvania that 
ondary recovery by water flooding and gas pressure has pro: 
more oil than was recovered by primary methods. These seco! 
recovery methods are very costly, and no prudent operator wou! 
sume these costs unless assured that through a fair rate of de} 
he would be enabled to recapture his investment. 

The abandonment of any substantial number of producing we 
West Virginia would cause a large percentage of those now 
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pl loyed 1 in the oil and cas fie ‘lds there to be thrown out of work. Drill- 
ug contractors, oil supply firms, truckers engaged in hauling to and 
from the oil fields and those employed by these economic groups would 
be seriously injured. Many of them would be put out of business 
altogether. In short, there would be irreparable injury to the econ- 
omy of all West Virginia communities in which oil and natural gas 
ire produced. 
| feel that I would be remiss in my obligation not only to my own 
district but to my State if I did not bring these facts to the attention 
of your committee and protest against any reduction in the present rate 
of percentage depletion. I have not asked the time to present this case 
fully orally because I am aware of the committee’s heavy schedule, 
and I am reluctant to impose upon an already heavily burdened com- 
ttee. However, I do ask that these remarks be made a part of the 
word and that you give the most thoughtful consideration to the 
ts which I have presented in order that we may keep our industry 
ve in that area. 
The Cuarrman. Mr. Eberharter. 
Mr. Esernarrer. I want to say, Mr. Burnside, that your presenta- 
this afternoon has been persuasive and powerful and indicates 
ot only that you know the subject about which vou spoke, but that 
cou have devoted a lot of time and effort to it. I am sure the com- 
ml tee has benefited by the result of your presentation. 
I thank you. 
Mr. Burnsipe. I think we are very fortunafe in having a gentleman 
1 the great State of Pennsylvania who understands that problem 
1 seriously affects his State as well as it affects my State. It 
affects interests in that State. 
- Sivpeson. Mr. Burnside, you have presented a very interesting 
tatement. I was struck by your reference to pulling the pipe out of 
e ground and shipping it over to Iran or some such place. That 1s 
te an engineering feat, is it not? 
Mr. Burnsipr. Itis. This happens regularly over in West Virginia. 
hey start pulling that pipe up and it breaks off accidentally and 
y one-eighth comes up, we might discourage a few more of them. 
can see it might help us. Unfortunatel: for u they have been 
cessful in pulling quite a bit of that pipe. Then they have a new 
rocess of reworking the pipe and sending it out to other fields where 
be forced down. They have still another new process where 
y can pour cement down into a new well which they are drilling, 
¢ the old pipe, and making it of use. 
Mr. Simpson. Of course, once they do that, the hole is ent rely lost 
e future. 
Mi BURNSIDE. That is right. 
Mr. Simpson. If we don’t give them the depletion allowance, if we 
‘t continue this policy of Government, your fear of course ts that 
of those hol Ss WwW hich how produ ew il] ho longer be « Col omiucally 
land would not produce ¢ 
Mr. Burnstpe. You are entirely correct. This is what would hap 
If those wells are once pr lled after you have already gotten all 
h oil out of it, it just would not pay anyone to go back and 
in that same area It is yust permanently lost to society 
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Yet if you let it stay there, the oil gradually seeps in through the s! 
and collects in these little oil pools and you can pump it off. 

Mr. Simpson. How much will they produce a day? 

Mr. Burnstpe. One-half barrel average for the State of W, 
Virginia. 

Mr. Srurson. We have had testimony here that in the great 
producing State of Texas the average daily production is only 
barrels. That seems very small to me, but that is the fact. 

Mr. Burnsive. Here is a thing that many people don’t realize. 
think this is brought about, Mr. Simpson, for this reason: You kn 
down in Texas we speak about a person in oil. We joke about 
in the Southwest. That means a fellow who has hit a gusher. Ii 
spectacular. 

Mr. Simpson. That makes the headlines. 

Mr. Burnsipe. That makes the headlines, exactly. They don’t 
alize that for all these dry wells that we drill we don’t get anyt 

Mr. Reep. Do you use secondary operations on any of your wel 

Mr. Burnsipe. We are starting secondary operations with a 
many of them. 

Mr. Simpson. Is it working out fairly well ? 

Mr. Burnstpr. Yes. We are using water pressure and gas pres: 
and successfully getting oil out. In one or two little fields we | 


I 


; 


done nearly as well as we did in the first instance, but that secondary 


process is much more expensive than even the first drilling. 

Mr. Reep. Of course the cost of the oil is very much greater. 
not ? ; 

Mr. Br RNSIDE, Yes. 

Mr. Reep. Without depletion you wouldn't get very far with t 
wells, would you ¢ 

Mr. Burnsipe. It would mean closing down the Pennsylvania 

Mr. Reep. As far as I am concerned, on the question of those 
and the pipe, | would be in favor of pulling the pipe and using | 
anc, if ne essary, shipping the holes over there. 

The Cuarrman,. Further questions? If not, we thank you 
Burnside, for your appearance and the information you have 
the committee. 

Mr. Burnsipe. Did I get permission, Mr. Chairman, to put 
statement in regard to burley tobacco? 

Phe CuaraMan. Without objection. 
(‘The statement to be furnished follows:) 


\ 


Tospacco 


1. The average gross income per acre of tobacco in 1950 is estimated to bi 
The average gross income per family producing tobacco is estimat 


S1.500 
The average gross income per family producing burley tobacco, $750 

4. Federal and State revenue for 1950 from tobacco is estimated 
$1.798.000,000 

(Nor! Gross income to growers for 1950 crop of tobacco is estimat 
$1.040,000,000. ) 

5. Average outstanding loan to cooperatives for 1950 was about $130.37 
The amount of interest computed at 3 percent is about $3,911,000 

6. Tobacco acts: Work now being done is required by law. Any redu 
funds would result in reduced services. 
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Loan program: Administrative expense in connection with the loan program 
is smali in relation to magnitude of program. Any reduction in budget would 
result in reduced administrative assistance which is necessary to properly ad 
minister the program. Interest on outstanding loans provides more funds than 
are currently utilized for administrative expenses. 

Quota program: Reduction in funds would result in reduced program effective- 
ness. The yearly average amount of penalty collections for the past 6 years is 
about $2,751,000. Total yearly expense in the operation of the quota program 
amounts to little more than the average yearly penalty collection. 

The Cratrman. The Honorable Harley O. Staggers, of West 
Virginia. 


STATEMENT OF HON. HARLEY 0. STAGGERS, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Sraccers. Mr. Chairman and members of the committee, I 
would hke to take this means of registering my opposition to the 
proposal of the Secretary of the Treasury to tax the income from 
State and municipal bonds. 

You gentlemen have heard from many highly qualified and dis- 
tinguished witnesses the reasons why the States and municipalities of 

s country oppose the proposal made by the Secretary of the Treas- 
rv. Asa result I do not intend to take up the valuable time of this 
ommittee with restating these reasons in detail. However, on behalf 
f the Governor of my State, I would like to emphasize three ex 
tremely important points on which all representatives of State and 
mun ipal governments are in accord, 

First, the proposal would place a heavy financial burden on the 
ilready overburdened States and their political subdivisions. This 

mittee has been shown that the cost of borrowing by States and 
ipalities would be increased at least 50 percent by the proposed 
This would make it difficult, if not impossible, for the State of 
‘est Virginia and its political subdivisions to go forward with the 
\ public facilities which are So desperately nee le d by its « itizens, 


s cond. the proposed TaxX W 1] 1! 


ie next few vears bi ne il almost 
] 


t} 
hy ig to the Federal Treasury. The committee has previously seen 
it a tax on future issues of State and municipal bonds would rep- 
nt a maximum of $10,000,000 of additional Federal revenues for 
next year, a sum so relatively small in proportion to the Federal 
lvet that it can hardly justify wrecking the whole structure of our 


ernmental set-up out of its traditional alinement. 
Furthermore, it would take at least 20 vears for the proposed tax to 
oduce its Maximum 4y eld. Even at that time t » net vield to the 
eral Government would be no more than $200.000, 00, easily offset 
the immediate and continuing loss to State and municipal gov- 
ments, 
Third, the insignificant revenues that the proposed tax might yield 
ms 


i. Federal Govern el Will not at. ren i? \\ | l The needed 
ng which lecal rovernments Will no ! ive a to do he 


i [ ] Ss] o] to 
Federal (;,overnment fo Fede i ‘ l ) r to perform their 
al governmental functions. It; pear : ly that whatever im 


etiate sums the Federal Government w receive from the proposed 
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tax will be more than offset by increased grants in aid to the lo 
governments of the Nation. 

We realize fully that the function of this committee is to find 1 
and additional sources of revenue in order to finance our defense 
rearmament programs and State officers can sympathize with you 
as they are faced with these same financing problems in their own 
dividual States. But the trouble with the proposal you have bef 
you is that it will do nothing to solve your problem of finding ad 
tional sources of Federal revenue while at the same time it will : 
far more acute the problem of those responsible for raising rev: 
at the State level. It seems ironic to realize that the present prop 
will have this unfortunate result in the light of the many statenx 
made on behalf of the Federal Government that the States and 
nicipalities will be expected to bear the major share of the cost 
providing for civil defense. 

To conclude, therefore: The Secretary’s proposal will place ai 
most insupportable burden on local financing while yielding a 
finitesimal return to the Federal Government, which will most |i! 
be more than returned to the States and local governments of 
Nation in the form of increased Federal aid. Accordingly, | 
spectfully urge this committee to reject the Secretary’s pro) 
forthwith. 

I would now like to present my statement on the subject of deplet 
allowance on oil. 

Last year I protested to your committee the Treasury Departme: 
recommendation that the depletion allowance on income from oi! 
natural gas be eliminated or reduced. Again this vear I desire toe 
my opposition to this revision of the Federal tax statutes. 

My State, West Virginia, is a great oil and natural gas prod 
I am of the opinion that the depletion of this tax would have a d 
trous effect upon the economy of many of our counties. It wv 
result ina hardship to the producers and farmer royalty owners, « 
Ing contractors and all those directly engaged in, or dependent 
the oil and gas business, and in turn adversely affect all busines 
labor in these areas. 

I am for the present percentage-depletion bill as now in exist: 
for the reason that all the oil and Aas wells in my State and dl 
are 40 or 50 years old and are what is called stripper wells. 
percent of West Virginia’s oil wells produce less than 1 barre! 
day, and the average of all our wells is less than one-half barre] 

If this proposed ( hange is enacted into law a great number of 1 
wells would have to he plugged and abandoned. According to eX 
along this line, it is stated that 25 to 30 percent of the oil and ¢ 
still underground in these wells. Therefore, if they are plug: 
amount would be lost forever insofar as our reserves are conce! 
because it would not be worth while to reopen them and start pr 
tion again. 

Another reason I am against the proposed change is that it 
create additional unemployment in West Virginia, and particular 
the Second District, which I represent. This is a vital and impor 
matter to my State and would have a harmful effect on this ver 
portant West Virginia industry. I trust the committee will not 
any change in the present percentage-depletion allowance. 
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The Cuamman. The Honorable Thomas H. Werdel, of California. 
Please give your name and address and the capacity in which you 
appear for the benefit of the stenographer. 


STATEMENT OF HON. THOMAS H. WERDEL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Werven. Mr. Chairman, I represent the Tenth District of Cali- 
fornia. I appeared before the committee on the subject of oi] deple- 
and filed a statement when you heard that subject about a week 
io. I want to extend my remarks on that subject today. 
Before I do that. I desire to file a statement with you in opposition 
he proposed tax on the wine industry. 
Phe CuarrmMan. Without objection that may be done. 
The statement referred to follows:) 
(m March 12, 1951, there appeared before your committee, Mr. Harry Bacci 
galuppi, president of California Grape Products Co., Delano, Calif., which is in 
district, and several other witnesses, in opposition to the extremely high 
‘ise rates on wines which have been recommended by the Secretary of the 
asury 
These witnesses included wine producers, grape growers, and spokesmen for 
he California Department of Agriculture and the American Farm Bureau 
Federation 
ttee and I feel that they deserve your full and serious consideration 
| think that it has been demonstrated beyond any reasonable doubt that the 
se rates on wines which the Treasury has proposed would | Damo 


I have studied the presentations which these gentlemen made to your com 


an al ies 
rd over the heads of the grape growers of the United States and that if 
ted into law they could result in real injury to the agricultural economy of 
State of California, which leads the Nation in the production of grapes 
rhe Treasury's proposals to more than double the revenues received from wine 
of serious concern to me My district includes Kern, Kings, and Tulare 
inties in California. In 149, there were over 115,000 acres planted to g 
these three counties, more than one-fifth of the total California : reage 
rhe wineries are a very important commercial outlet for the grapes grown in 
hese vast vineyard areas. They are also an integral part of the business life of 
communities in which they are located. Around Dakersfield, we have the 
neries of Cella Vineyards, Di Giorgio Wine Co., and Giumarra Vineyards Co.; 
icinity of Delano are the Delano Growers Cooperative Winery and A 
i-Minetti and Sons; near Hanford are the Lucerne Winery and the winery 
iuseppi Alberti; at Delano there are the Cresta Blanca Wine Co. and the 
fornia Grape Prdoucts Corp., and at Cutler the California Growers Wineries 
these drastic tax increases reduced the consumer demand for wine (and the 
sury’s own figures indicate that this would be the result), it would not 
have a depressing effect upon these wineries, but upon the grape growers 
would be forced to absorb the taxes and upon the entire business communi 
which these grape growers and wineries are an important element 
ive told you about the wineries in my district because I am familiar with 
mand with the problems which would be caused by more than doubling the 


excise taxes on wines. Most of these are family businesses which are 


rapes 


d down from father to son; several others are cooperatives formed by 
growers to process the fruit of their own vineyards into wine. 
se heavy new taxes would not only decrease consumption and aggravat 
surplus grape problem but they would require additional financing on 
of the wineries 
the cases of the smaller businesses, the additional financing required to 
the doubled tax load would be an onerous burden which some would be 
pear 
e is much talk about the Federal Government's assistam 
how much is done to really help 
ese proposed wine tax rates are a concrete example of what the Gover 
te Iril 


“ to kill small business 
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I feel that the Treasury should be asked if they gave consideration to the eff; 
of their proposed rates on the small wine producers and bottlers. Personally 
seems obvious to me that they did not. 

Gentlemen, the concern over the proposed doubling of the tax rates on w 
is not confined to the wineries. 

The grape growers are concerned because, as the assistant dirctor of agricy 
ture of the State of California, and the grower witnesses before your commit 
pointed out, they know that they would be forcec to absorb the tax in per 
of grape surplus caused by large crops or reduced consumption of wine 

The entire business community in the grape-growing and wine-producing 
tricts is concerned, and rightly so. I have had protests from farm organizati 
banks, civie groups, business groups, city and county government representati 
as well as from wineries and grape growers 

The people who have protested the proposed tax increases know the co 
relation of wine production to the other forms of grape utilization. They k 
that a reduction in wine consumption would not only depress the price w 
the grape growers receive for their grapes which were crushed into wine | 
also the price which the growers receive for all of their grapes regardless of 
use for which they were sold. I believe that you should give great weigh 
the testimony of the witnesses for the wineries, the grape growers, the S 
of California and the farm organizations that have appeared before you in opp 
sition to the Treasury's drastic tax proposals to more than double the ex 
levies on wines I feel that they have convincingly demonstrated the s 
damage which would be suffered by the grape-growing and wine-producing 
by the adoption of the Treasury’s proposals. 

Mr. Wervet. At the time I appeared on the subject of oil depletion 
a few days ago, I was in the course of making a comparative study 
the proposed depletion allowance and that existing in other countri: 

In my previous rem: arks, I pointed out the importance to the Wes 
particularly eastern Washington and Oregon, and some other terr 
tory still to be explored for Ke production. If the present deplet 
allowance, as recommended, is passed upon favorably by this 
mittee, we will be depriving our oil-development money of a coi 
petitive position that forei ign money willhave. To point that subj 
up, I direct the committee's attention to the fact that Canada, o1 
neighbor, allows a 3314-percent depletion allowance to the produce 
of oil and gas; that is 3314 percent of the profits attributable to the 
production of oil and gas. In addition to that, where all of he profi 
of the company are attributed to the production of oil and gas, Canad 
allows a depletion of 20 percent to stockholders on dividends paid 
connection with such profits. 

Canada has given a great deal of study and thought to this subje 
in the intere st of development of its mining industries. It has 
(lifferent depletion law in regard to nonbedded mine deposits. Ther 
the depletion is based upon return of the capital actually invested ¢ 
develop particular deposits. However, in those industries such 
and gas, and bedded metals and minerals, they allow a depletion allo 
ance of one-third of the profits attributable to the production of 1) 
particular metal or mineral. 

The law of other countries would also be important. I menti: 
Canada to point out the United States position if we do not base « 
depletion allowance in the oil industry on a sound business ba 
learned from expel lence. 

As I pointed out in my previous statement. we have millions of squa! 

. , ° . . . . J 
miles in the West that are yet to be subject to a drilling bit, whi 
the final test to determine the presence or absence of oil depo 
When we go north on the Western slope. that drilling bit must 
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yore fa and deeper. Exploration has already been made to some ex- 

nt on the Olympic Peninsula in the State of Washington. Explora- 
tion is contemplated for western Washington and Oregon and areas of 
California where great depths have to be reached and great expenses 
pai id before we know whether or not the estimate of veologists are 
literally true. 

If we say to the oil industry of the United States, “In your exp ylora 
110n,. you will ho longer be allowed a depletion allowance . which past 
experience demonstrated was hecessary tO replace youl capital for 
such ventures, that was not only necessary to your interest but in the 
national welfare,” the exploration money will go across our northern 
oundary to develop Canada. We, in effect, say to our oil industry 
that they will not be treated at home as favorably as Canada treats 
foreigners. We will say, “If you discover oil in the United States, 
vou will not be entitled to an adequate depletion allowance, and we 
lon’t care if you take your wealth into the jurisdiction of some other 
ountry.” 

Gentlemen, we are also saying to foreign money that if the income 
tax law of its country permits deductions for all oil e xplor ition in the 
United States in the event they drill a dry hole, that such mone y can 
benefit by the studies of United States geologists within our own terri- 
tories. 

lf our depletion allowance for home industry is not adequate, our 
wn landow ners will acce pt smal] roy alties and bonuses so that fore ign 

mey can lease huge acreages and tie them up for future development. 
| do not be lieve that this su bject has been cove red in he: aring’s be fore 
mu gentlemen. I think it merits your serious consideration. 

Before I end my remarks, I only want to add that in the area J 

present, oil has been produced since the turn of the century. Near 
y home there are wells that were once dug by hand. Not far from 
em are wells over 16,000 feet deep. As the lifetime of producing 
sands nears its end, we find many small oil companies just’ barely 
xisting. They may hire from 1 to 10 men. Their net profits after 
ying salaries without large executive salaries might be $3,000 for 
ear or it might actually be written with red ink. It is in those 
ompanies that the old men of the oil industry find employment in 
r later years of life as ter t pe and oile ‘TS and men who Cc ‘lean out 
Salaries in such m rg ii al companies are not compar ab le a a t all 
tothose who are working ¢ on exploration rigs drilling discovery wells. 

e profit margin in such companies is so ng that lowering the 

pletion allowance will destroy their ability to plan continued em- 

ment for their existing personnel or to Ae the salary scale that 
ire now paying. 
cut the depletion allow ince destroys the abi lity of many small 
panies operating out of necessity as Rae wipers ons to pay reason- 
salaries and. of course. it cuts off their ab lity to drill explora- 
oles on their ow I prop rty t to lower hor IZOons., 
ith that I ask leave to revise and « xtend my statement when it is 
CHarmMAN. Without objection 
there any questions? If not, we thank you very mu 
Martin. Thi comparison wae have made bet ween the treat- 


h. 


f similar enterprise in Canada is of considerable significance 
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to us In opening up and developing your resources on the west cos 
How about else where 

Mr. Werpew. It affects the gentleman’s district. The whole Mis 
sippi Valley is affected by this oil depletion allowance in that it \ 
determine the extent of future exploration. You will find that ge 
gists will advise you that the cost of exploration wells in the Dako 
lowa, and Montana will probably be tremendous. 

Mr. Simpson. Mr. Werdel, this is repetitious, perhaps, but I di: 
quite understand your reference to Canadian money coming into 1 
country and having an advantage that American money would 
have if we changed this law. 

Mr. Werpex. Of course, we have a treaty with Canada which ; 
we will not tax the resident of the other for any profit other than | 
made within our own territorial limits. We have such treaties w 
many countries. I am not referring particularly to that treaty. 
we take away the depletion allowance from the oil industry im 
United States, we take it away for the territory of the U nited Ne) 
We therefore tell our money interested In taking risks in oil deve! 
ment that “If you will go to Canada and some other countries, t 
(Canada and those other countries will treat you better than the Unit 
States in connection with your expenses for discovery because yi 
will get one-third depletion on all of your profits attributable to + 
produc ‘tion of oil and gas that you cdiscove ‘rin Canada and those ot 
countries, and the stockholders of your company will receive a 20-) 
cent depletion allowance on dividends declared. 

In regard to foreign money coming into this country and hay 


an advantage that American money would not have, | do not n 


that such companies would not be subject to the same depletion allo 


ance law as our domestic money in the event of discoveries. I mer 
want to point out that all of the exploration work of our small oil co: 
panies how being carried on would end if the depletion allowance ! 
is not sound from a business standpoint. In that event, large for: 
interests could profit by the history of dry holes already drilled 
reports of geologists already made for areas within territories of | 
United States. Landowners would be happy to enter into lease 
volving huge acreages, which would then be tied up for many fut 
years by foreign business concerns in the oil industry. That i 
for the welfare of the United States. 

It is true, of course, that the largest of our United States oil « 
por ations could operate in the same manner. However, there is litt 
likelihood that they would spend their money for discovery purposes 
after they had gained long-term leases and title to undiscovered 
when they could use their money through foreign subsidiaries 
drilling discovery wells in other countries which are geographi: 
just as promising and which would give them a depletion allows 
measured on a sound business basis. 

You gentlemen will agree that there is a certain amount of recip 
ity existing in the income tax structure between foreign countries 
the United States. In countries such as Canada, where they | 
sound depletion allowance of 3314 percent, we have every 1! 
to expect Canada to pass discriminatory laws against our mon: 
its oil industry if we lower our depletion allowance below its pr 
figure, which is already below that allowed by Canada. In « 
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wi rds, Canada is also interested in having her resources deve loped 
by her people. If we tell Canadians as a matter of reciprocity that 
we are not going to give them a sound businesslike depletion allow- 
ance in the United States, and thereby deny her a reasonable oppor- 
tunity through her private industry to enter into the oil business 
in our country, they will take such action in the near future agains 
our home oil industries. ‘To create such a condition, which would 
be self-destructive of the mutual development of one of the necessary 
ind greatest modern day industries bet weel Canada and the United 
States, would be foolhardy and not in the interest of our national 
elfare. Of course, a depletion allowance in the United States not 
based on sound business principles looking to the development of new 
oil for the replacement of present production is foolhardy itself 
because it eventually requires the destruction of our present private 
enterprise in the oil industry. This is literally planned taxing for 
the purpose to destroy. It, of course, will eventually require the 
leve lopment of oil at the taxpayers’ expense through Government 
 aliendas in the interest of the general welfare after private industry 
is been killed. 

Mr. Srwpson. That isall, Mr. Chairman. 

The Cuamman. We thank you for your appearance and the 
mation given the committee. 

Mr. W ERDEI . Thank vou, Mr. Cl 

Phe CHairrMa> lon. Walter Rogers of Texas. 

Mr. “/ ‘TS, will you please give | ir name to the re porte r 
benefit of the record ¢ 


STATEMENT OF HON. WALTER ROGERS, A REPRESENTATIVE IN 


CONGRESS FROM THE STATE OF TEXAS 


Mr. Rogers. Mr. Chairman and members of the committee. 
Walter Rogers, from the Eighteenth District of Texas, t 
the vast Panhandle oil and gas field. We people in that district 
primarily concerned about the depletion allowance on oil and 
produc tion, because a reduction in the present allowance could causs 
many sections of our district great economic stress 

There is no question but that the field is being depleted fast. 

lary recovery operations have been a and have proven 

st encouraging. It was during World War II that the flush pro 

tion necessary to meet the great req P dreatirt definite ly proved 
at the field would be completely depleted in 10 years unless some 
eans were employed to prevent it. 

The secondary recovery operations are most expensive, which is evi- 

ced by the fact that the major secondary recovery operations now 
g employed are being maintained on a cooperative basis between 
imber of large companies, it appearing that the operation was too 

ive to be undertaken by one organization. Therefore, you can 
that it would be impossible for any small independent or group of 

i independents to engage in secondary recovery operations. ‘Thi 

that these independents, who are the lifeblood and the moving 
ce of the oil and gas business, must search for new discoveries to 


Sec 


in the oil and gas business. 
71 
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It is this search and this exploration that provide employment 
a great mass of Americans. It is this discovery and this explora‘ 
that provides the necessity for material, supplies, and equipment 
must be manufactured, sold, and distributed. This, of course, | 
vides employment for another great mass of Americans. In addit 
there are many small retailers and wholesalers in all kinds of | 
nesses throughout these oil-field areas who are dependent solel) 
these continued operations. These merchants are American busin 
men, and they would be wiped out of business if the independent 
people were seriously hampered in their undertakings. The Ja) 
owners, likewise, who have prospective oil and gas property, w: 
be placed at the mercy of small, monopolistic groups or large n 
companies and could expect a mere pittance as return from thei: 
and gas properties, for the reason that their property would 
drilled. The small independent could not obtain the finances with 
which to drill, and the land would eventually come under the leas 
the large companies or not be leased atall. If it came under the cont 
of the large major companies, the chances are it would not be drilled, 
because the lessee could show that, by virtue of the small depletior 
allowance, the drilling of a well could not be commercially feasi! 
This would result in the landowner’s consolidating his lease with th 
land of others and taking a small pro rata share of the proceeds out 
of 2 or 3 wells where there should be 20 wells. He could, on the other 
hand, not take anything. 

This country not only needs the oil that must come from new dis 
coveries for defense needs but it needs the free enterprise of the 
pendent oil operater and the “wildcatter.” Without the deplet 
allowance, we stand to lose both, and this America cannot afford 
now or in the future. 

In the prepared statement that I will ask permission to file ] 
undertaken to treat the situation from a legal standpoint and tli 
fore will not go into that matter here, except to say that, if t] 
pletion allowance is substantially reduced or completely abolished, 
fundamental proposition of basic property law will be destroyed, 
is, the recognized difference between the property itself and th 
come or revenue therefrom. No one can deny that the sale of : 
of oil or a thousand cubic feet of gas is the sale of part of the vats : 
and the price received does not constitute revenue or income fro 
use of property as contemplated under the income-tax laws. There 
fore, I submit that if this fundamental proposition of property 
is abrogated in the field of taxation, it could well be the precedent for 
is abrogation in other fields and therefore the beginning of its final 
destruction. We as citizens of a nation and a civilization founded 
upon law cannot do violence to the fundamental laws upon which o 
civilization is supported for the questionable purpose of collecti 
taxes under a false premise without weakening our standards of 
covernment, 

[ appreciate this opportunity to appear before you and ask permis 
sion to file my prepared statement for the record. 

The Cuamman. Without objection, it is so ordered. 

If there are no further questions, we thank you for your appeara! 

the information given the committee. 

Mr. Rogers. Thank you, Mr. Chairman. 
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The statement referred to follows :) 


WASHINGTON, D.C VWarch 19, 1951. 
e COMMITTEE ON WAYS AND MEANS, 
Washington, D. C. 
(Attention Hon. Robert L. Doughton, chairman.) 


) 
ii 


in. CHAIRMAN AND MEMBERS OF THE COMMITTEE: I do not propose to burden 


‘i 


you with a reiteration of the history of the depletion allowance and the expensing 


‘intangible drilling costs as applied to oil and gas production. I am sure that 
1 are thoroughly familiar with this history and have a full understanding of 
e many able arguments submitted in support of the continuance of the present 
ies Of the Government in this field. It is my opinion that the present 
wractice of this Government concerning the matter of depletion allowance is fair 
d equitable and should not be disturbed. It is a formula that has been arrived 
over a period of many years and is based upon experience. I realize that 
there are many people in the United States who have little or no conception of 
the oil and gas business and who think that if a man is connected with that 
business, he is independently wealthy and should not object to additional taxes 
heing levied upon him regardless of the means employed or the guise under 
which such taxes are levied \ more thorough understanding of the oil and gas 
pusiness would undoubtedly create a changed condition in the minds of many. 
ersonally, I do not own any oil and gas production and have no income whatever 
could be traced directly or indirectly to the oil and gas business. However, 
have practiced law for many years in a community and district having a sub- 
antial oil and gas preduction and have become familiar with the many prob- 
s of the producer and the royalty owner. I can assure this committee, and 
unyone else interested, that for every one man in the oil and gas business who is 
ndependently wealthy | can show a thousand others who are depending upon 
weekly or monthly pay checks to meet their living expenses, their taxes, and 
her items incident to their surviva 
rhe percentage depletion allowance is in no sense a tax loophole or a tax 
iption. It is in fact a illowance based upon an average percentage to 
tect the owner of oil and gas properties from being subjected to income taxa 
n the liquidation of his properties. In truth, it is a matter of fundamental! 
and should never be considered in any other light. To completely abolish 
lepletion allowance would result in the confiscation of a man’s property 
the guise of income taxation and would result in a penalty to anyone 
ing and producing oil and gas properties. It would be doing violence to a 
damental proposition of real property law merely for the purpose of collecting 
es from a source from which they are not due. Such a procedure would fix 
ecedent that could very easily overthrow the application of the rules appli 
e to the corpus of an estate as distinguished from the revenue of an estate 
example, should the owner of : oil and gas ate leave by w a life 


te in his estate to his wife, under the application of the fundamental rules 
al-property law such wife would receive the income from the estate which 
ud be the interests on 1 il and gas sold and not the full value thereof 
bject the full value « » oll and gas sold to income taxation would be 

a different ru 1e 1 matter from the rule applied under the real- 

s ro call it income tax would be begging the question, because 

in fact be a sale r transaction tax merely traveling under the false 

f income tax. T itinually tamper with the percentage allowance is 
eed a ong the same course as would be fol wed in the cou piete abolition 

e Said allowance, and one is just as bad as the other 

Every time a man sells a barrel of oil or a thousand cubie feet of gas, he is 
g something that cannot be replaced unless he goes into the market and 


hases such replacement, and to subject him to income taxation upon the 
value realized from the sale of his assets, or substantially the full value 


the sale price of those assets, is to employ the income-tax laws to do something 


never intended to d flce it tos n cont 1 mof sur 


, h policies 
ne part of this Governmen bring about ultim: tely a complete over- 
vy of the basic principles of law on which our entire civilization has been 
During the interim between the application of such policies and the 
table final destruction of e legal foundation of our civilization, thers 
any people and organizations, including our Government, who will be 
pressed and injured. The free-enterprise system that has built the oil 
s business and provided our industrialization with its lifeblood will 
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fall into the hands of a few, relatively speaking, and the thousands and ¢ 
sands of others interested in that business will be subjected to the dictat 
the few powerful interests or to the Federal Government, either of which | 
not like to anticipate. The independent oil man, who has been the gu 
light in the vast expansion of our national resources, will not be able to ex 
his own individual initiative and will become the pawn of powerful pp: 
interests or the Government. This will not only result in detriment to 
Government under the law of diminishing returns insofar as tax collec 
are concerned, from the oil industry, but it will immediately weaker 
strength of our Nation by measurably curtailing the activities in small 
munities already in existence and will prohibit the possibility of bui 
other communities all over the Nation. 

It would virtually throttle and strangle thousands of retail and wholes 
businesses that are directly or indirectly dependent upon the activities ; 
dependent oil operators for their very existence. It would wholly abolish 
incentive for stripper-well and secondary recovery operations, to say not 
of the fact that it would stop further exploration by the independents 
the small producers whose activities have always been fired by the hoy» 
the reward to which they are justly entitled in seeking out new discoveries 
developing new fields. The over-all result would be an alarming decre 
the fuel reserves of this country that are so badly needed for us to maintai: 
strength necessary for our Nation in its present position of world leadership 
I say unreservedly that if the percentage depletion allowance is measurably 
reduced or abolished and the expense of intangible drilling costs as applied 
to oil and gas production is not recognized, the date of that action by the Gov 
ernment of this country will be the date of the beginning of the decay of n 
of the communities in the Panhandle of Texas, as well as similar communities 
all over this entire Nation. That decay will be speeded and its destructiv 
results will be felt in our generation. 

In conclusion, I respectfully submit to this honorable committee that we | 
reached the time to cease blinding ourselves to the proper application of | 
fundamental laws upon which our civilization is based; we have reached th. 
time that we should cease to pay lip service to the Constitution and thereby 
do violence to the fundamental principles therein laid down. We cannot « 
tinne to change fundamental laws in order to attend temporary-emerg 


situations. If we continue to follow the policies followed in the tidelands cases 
and the policies that are proposed in the reduction of the percentage-dep! 
allowance on oil and gas production, we will soon find that those fundamental! 
laws that have served us so weil during the past 174 years have become tempo 
measures themselves and that men can no longer retain the faith that is so 

to a free government and a free people. 


WALTER RoGers 
Member of Congress, Eighteenth District of T: 
The Cuamman. Hon. Cleveland M. Bailey, of West Virginia. 
Will you please give your name and address to the stenographer 
for the benefit of the record. 


STATEMENT OF HON. CLEVELAND M. BAILEY, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Barer. Mr. Chairman and gentlemen of the committee, for 
the purpose of the record, I am Congressman Cleveland M. Bailey, 
of the Third West Virginia District. 

I appear on behalf of the 300,000 residents of my district and better 
than 2,000,000 inhabitants of the State of West Virginia, to protest 
(a) The imposition of any form of consumer sales tax on | 

national level. 

(6) The imposition of a Federal tax on State and municipal bo 

I want also to be recorded as favoring: 

(a) The retention of the present 2714 percent depletion allowa! 
on the production of oil. 
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(b) The retention of the present depletion allowance on coal ie 


duction, with the plea that that be increased over the present leve 


Now, Mr. Chairman, it is not my desire to take the time of the com- 


mittee to restate the testimony of which you have volumes in your 


hi 


fe 


al 


ands. 


At this time I shall ask permission to submit my formal statement 
yr inclusion in the record. 

The CHAIRMAN. Without objection, it is so ordered. 

If there are not further questions, we thank you for your appear- 
, Mr. Bailey, and the information given the committee. 

Mr. Bartey. Thank you Mr. Chairman. 

The statement referred to follows:) 


BrieF BY THE HONORABLE CLEVELAND ] ILEY ON Tax LEGISLATION 


Chairman and gentlemen of the committee, for the purpose of the record, 
Congressman Cleveland M. Bailey, of the Third West Virginia District. 
ppear on behalf of the 300,000 residents of my district and the 2,000,000 


ple of West Virginia to protest: 


The imposition of any form of consumer sales tax on the national level, 
») The imposition of a Federal tax on State and municipal bonds. 
I want. also, to be recorded as favoring: 
(a) The retention of the present 274% percent depletion allowance on the 


roduction of oil. 


»h) The retention of the present depletion allowance on coal production. 

‘here is no place—either in our economy or in the Federal scheme of tax- 
for a consumer Sales tax I object to the Federal Government entering a 
taxation already preempted by our State and municipal governments. 
State of West Virginia, and in many other States where a consumer 

tax has been imposed, the revenue from this tax has been earmarked for 
support of public schools. In West Virginia, more than $23,000,000 of the 
s indirect tax revenues comes from this form of taxation. It has been 


a part of our tax system for nearly two decades and it is a field for taxation 
rom which the State cannot well retreat in order that the Federal Government 


y impose a similar tax. 
hur State constitution provides that any municipality within the State may also 
se a tax imposed by the State, as long as the municipality rate does not 
ee the State rate. Under this provision, many of the municipalities of my 
have imposed a similar 2-cent consumer sales tax for operating expenses of 
municipal government. This means that at least half the people of my 
are now paying 4 cents on the dollar in the form of consumer sales tax. 
id this burden to the load already being carried by the average citizen would 
fiseatory and would deprive the more than 28 percent of our citizens, whose 
ncomes are less than $2,000, of the necessities of life in that they could 
rchase the items necessary for a bare existence, to say nothing of the 

| en 

e proposal made to your committee by the witnesses who have preceded me 
acious and misleading. Any talk of an excise tax at the consumer level 
st another high-sounding phrase which, when stripped of its window dressing, 
a retail sales tax. Any talk of raising $10,000,000,000, or even half that 
a consumer sales source is unsound and dangerous, Estimates are 
l-cent Federal sales tax would produce $1,250,000,000 annually. To raise 
such as advocates of this proposal maintain could be raised would entail 
vying of a 6- or 7-cent Federal consumer sales tax which, added to the 
g tax of this nature within the States, would impose a burden which the 
ge American family would not assume. The only argument that proponents 
s type of sales tax could advance would be that it would check inflation 
t would: uce the ’ ne of domestic buying 
le from 


the question of constitutionality, there is the further thought that 
leral Government would be meddling in the affairs of the several States by 


position of a tax on State and municipal bonds. It is safe to assume that 
tax, if it were imposed, would not be retroactive which would mean that it 
pply only to future issues of State and municipal securities; and in this 
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connection I would like to call the attention of the committee to the deplo: 
financial situations in which most municipalities throughout the country 
themselves in their efforts to mete a minimum of service to their citizens. 

In our State of West Virginia, we have a constitutional limit on levies a 
constitutional limitation on the tax levies allocated to the various municipa 
within the State. Any attempt to tax these local bond issues would, first 
mean a higher interest rate on every issue sold which would have to be paid o 
the proceeds of their limited levies. It would mean that no bond issue cou 
sold at a premium and, in many instances, would have to be disposed of at a ; 
below par. 

In the case of our State, we have a $50,000,000 revolving bond issue f 
construction of State highways, which issue is retired and resold in the a 
of about $5,000,000 annually. An issue of this kind would become taxa! 
these bonds are resold and would result both in the increase in interest 
these bonds and in a reduction in the money available for the constructi 
highways: My State has recently voted a soldiers’ bonus which would 
the issuance of $100 million in State bonds. It is unthinkable that this pr 
issue would be subj tTTou beck l fax th 


e proceeds of the bol 


\ 


utilized for the welfare and benefit of ex-servicemen. 


In the matter of the depletion allowance on the production of oil, | 
like to request the committee to continue the present depletion allowanc 
fact, this depletion allowance is necessary if the oil industry in my 8 
to survive. Most of the producing wells were drilled from 50 to 60 y« 

nd fall into the class of stripper wells which produce from 4% to 1 barre 
ihere are thousands of these wells in my State that could not be oper: 
a profit were it not for this depletion allowance. If it is removed or ma 
decreased, these wells will be abandoned with the result and harm ! 
to our State’s economy, but it will deprive thousands of landowners of 
small royalty checks monthly on which they depend for cash to pay their 
and for their living expenses. It would also kill any initiative on th 
the oil companies or individual producers to drill additional wells or to pr 
for new fields of oil reserves. To put it bluntly, it would mean the deat 
to the oil industry in West Virginia 

Since West Virginia is the largest producer of coal of any State in the N 
my office is being flooded by requests from the coal industry to urge yo 
mittee to increase the present depletion allowance on the producti: f 
Your committee has listened to volumes of testimony on this matter, and I 

ix your patience with a detailed recital of why this allowance is ne« 
ndustry is a wasting industry and one in which operation and 0 
est in any industry due to the safety element which is ext1 
ij \ considerable portion of the production of 
Virginia comes from smaller mines that operate on a margin of profit 
that 

I appreciate this opportunity to place the problems of my State and 

before your committee, and I urge your careful consideration of the facts | 


this depletion allowance is one of the factors that keeps them going 


presented 


The Cuamman. Hon. Fred L. Crawford, of Michigan. 
Will you give your name and address to the stenographer for 
benefit of the record. 


STATEMENT OF HON. FRED L. CRAWFORD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Crawrorp. Fred L. Crawford, Eighth District of Michiga 
Mr. Chairman, there are about three points I wish to cover. 
first one is that the distinguished chairman of the Ways and M 
Committee, who is how presiding, has before him a communlbicat 
dated February 12, 1951, from the Major Appliance Co., Lan: 
Mich., M. Colts, president. I understand a copy of this has als 
submitted to Mr. Stamm. It deals with a formula with resp 
excess-profits taxes which has to do with the sales of new prod 
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a going concern which did not sell those particular products during 
the base period and wherein the sales of the new products have a 
tremendous bearing on the total operating re sults and the total oper- 
atiol s of whatever company might be in question at the time. 
I respect fully submit to this committee that it give 
to that formula which I understand has great merit. 
Secondly, Mr. Chairman, | happen to 


COlS 


be one ¢ f those wh 

yr of raising whatever taxes are necessary to balance whatever 

et is really necessary. By that I mean to spe ically say that 
| the budvet bh tt¢ | by | . President for 1952 can and 
be reduced Some WwW lere TV ao VU, AU ‘ ad sYO00U, 

0 and that along with th We, ie people, shoul do this par- 
" j } ‘ ] 

ir thing —fer up ¢ l ‘ ¥ rkwee rs and thus 
ze to the maxu 

" ° } 

services which 


* FOOLS 


- production as 
while in 1950 we were turning out ' 

Phat proves to me That are not 
oul productive facilities, pecially under 

[ am convinced that if we would step our up to iS hours 

week we could acl wh h 

e last quarter of | running * £954.000.000.000 
innum. I say, 


at gross na 


Ss raise a 
ed against 


w. that mn 


na 
here dealing with dollai \ | ! the 
sthe first way | should | » TO the budget balanced. 
w. in 1943 we had a na mal ine » Of S169.000.000,000 
evel. In 1949 we advanced that $216,000,000,00 

he last quarter of 1950 we had that fur 


4 CHM) CMP OM 


ana 
sed price levels. 


yy. on this questi n Of aGspos ible }'s il 1] come, we find that 
runs roughly 80 percent of the 


Of course, the 
ur week Worl ld Nu week, more 
lome pay, and a h 
rates. 
have the report \ 
women are attempting to t Dack nto industry | 
ns for various reasons. Most of these women are marrie 
een the ages of 30 and 40 years. ‘| hey want to suppleme nt their 
VY income. The children have advan ed to w he re they fee] they 
get away from home better than they could previously and they 
go so far as to say, many of them, that they want to get out 
ne home and a8) where there is more activity al d more association 
their fellow men and women. 
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So on that basis, plus the load that is ahead of us, it seems to n 
that we will certainly move back to an employment figure somewhere 
in the neighborhood of 67 million people; that is, if we are to do 1 
job of turning out the production. 

So to me all of these things tie up in general. 

Now, I want to go on record with the committee as being one y 
favors the closing of loopholes on all types of income which w 
today’s conditions can be reasonably construed as taxable inc 
If the distinguished chairman will remember, last year when the 
bill was before us, I inquired as to whether or not the operatior 


certain educational institutions, iike State universities, would 


taxed under last year’s tax bill. I understood that they would | 
ably not be taxed, and I have found out since that they were 


taxed. 

Where a State university or private college or public institut lf 
that kind owns industrial operations which compete with the 
eral run of industry and which operations are today resolving t! 
selves into great net income, I think at this particular time t] 
operations should be taxed. I think the tax load is so great on « 
people today that every person and every company and every operator 
that is in the business of making profit should carry his part of the 
load. I simply want to go on record in support of whatever effort 
the committee attempts to make in further closing the loopholes a 
in corralling some of this income which is not now being taxed. 

Finally. I want to say to the committee that I would like to | 
this committee in whatever undertaking it wishes to make toward pro 
viding the Bureau of Internal Revenue with the necessary agent 
investigate the income of people who are not paying taxes and au 
the returns of those who are filing income-tax returns because I know 
to a dead certainty that in these great industrial centers thousand 
payrollees drawing from $3,500 up to $5,600 per annum in wages 
not even filing a tax return. 

I have gone so far as to submit some names to the Bureau of I 
ternal Revenue and I hope that they will do the necessary invest 
tions and if they make a half dozen test cases I think it will bring 
in considerable revenue from those particular points on which I 
already made reports. 

That is all T have, Mr. Chairman. 

The Cuatrman. I have been very much impressed with your st 
ment, Mr. Crawford. One of the statements which you made t! 
impressed me was your suggestion that the budget should be reduced 
os much as possible. 

I do not know whether you have appeared before that committe: 
but the Committee on Appropriations has more to do with that tha 
the Committee on Ways and means. 

Mr. Crawrorp. That is right. 

The Cuarrman. I do not know whether you are contemplating go- 
ing before the Committee on Appropriations and emphasizing the 
need of cutting down and postponing as far as reasonably possible 
the expenditures that can be postponed. I am sure that the ger 
man, with his knowledge and his persuasive ability, could perha} 
render a great service to the Committee on Appropriations in regal! 
to reducing the budget. 
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Mr. Crawrorp. I will certainly go before the Committee on Ap- 
propriations if I have a chance. 

I want to say this to the chairman on that point: As the chairman 
well knows, the press is constantly criticizing Members of Congress 
through columns that are written and editorials and otherwise, to 
the effect that we vote for appropriations for our districts and against 
taxes. 

I have voted, and I would again vote, against an appropriation for 
my district just as quickly as I would vote against an appropriation 
for any other district. It makes no difference to me whatsoever, and 
the people in my district know that. They know it very emphati- 
cally. 

I do have some ideas on cutting this budget where I know it can be 
eut. I know of some bills that are now being considered on which 
hearings are being held that should not be approved during this pres- 
ent emergency because we can get along better without spending that 
money and that effort. 

[ thank the chairman for his suggestion. 

The CuarrMan. You mentioned that you were in favor of closing 
loopholes. I do not recall that you mentioned any specific loopholes 
° at you had in mind that you thought we might be able to close, and 

here by procure some ack lit ional revenue. 

Will you amplify that a little? 

Mr. Crawrorp. If the chairman will permit, I will mention one 
in my statement that is the University of Michigan. Now, I am 
getting back home. 
~ The Cuarrman. That is with reference to your suggestion about 
taxing institutions engaging in business for profit / 

Mr. Crawrorp. Yes, sit 

Now, I am informed that the University of Michigan operates the 
Detroit Airport with enormous operations in and out. It operates 

i highly profitable basis. I think under present conditions the 
Uni versity of Michigan should pay taxes on Pa income from those 
operations. I think any university or any college or any presently 
exempt organization that operates industrial plants or carries on a 
type of business which is competitive should under today’s conditions 
pay taxes on that income. 

Mr. Reep. I just want to make a correction. You said the Univer- 
SITY of Michigan ? Y 

Mr. Crawrorp. The University of Michigan at Ann Arbor. 

Mr. Reep. I thought you had reference to the State University. 

Mr. Crawrorp. The State University? 

Mr. Rerp. The University of Michigan is not a State university, is 
t? What is the university of Lansing? 

Mr. Crawrorp. That is the land-grant college. 

Suppose the land-grant college at East Lansing should go into the 

nufacture of automobiles or radios, or any other general type of 
business and compete with other types of industry, I think that then 
the university should pay its share of taxes under conditions such as 
now prevail. 

In the tax bill of last year and I do not mean the excess-profits 
tax—the committee attempted to close some of those loopholes. I 
thin k we should fo much further down the line. 
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The Cuarrman. You stated that there are quite a number of 
payers evading payment of taxes and that the Bureau of Inte 
Revenue should look into this more carefully. Now that is anot 
place where the Appropriations Committee could come in. 

Mr. Crawrorp. That is correct. 

The CHarrman. The Appropriations Committee could give 
Bureau of Internal Revenue a large appropriation whereby 
would be in a better position to collect these taxes and run dow 
taxpayers who are making tax returns or full returns of their inc 

Do you not think that a small additional ap propriation there mig 
result in a considerable increase in revenue 

Mr. Crawrorp. Ido. And what | attempted to Say a while ago, 
Chairman, is that I simply want this committee to know that ] 
support this committee in its efforts with the Appropriations ( 
mittee to obtain the necessary funds to put on the agents whi 
Bureau of Internal Revenue requires to do that job. It has to 
th a ca » a ypropriations. 

‘| » Ways and Means Committee, of course, is interested in vet 
that revenue which is now being lost. 

It comes about in this way, to some extent. The employer 
hand to the employee a witholding tax slip and the employee wa!! 
away and never files an income-tax return. It may be that t 
employee | osel) stated that he had one. five, or seven depend 
more or less, and that the facts are that he has no dependents 
sover, and, therefore, the only tax he paid is what was withheld 

‘employer with respect to the wages and no tax whatsoever o1 
other income that he might have. 

Now, the Bureau of Internal Revenue cannot catch those < 
unless it has the funds with which to employ the auditors to go a1 
make a few test cases at least. You get into a factory where t 
are LOQOO, or 15.000 employees In a given precinet, town, or 
and you pick up 19, 15, or 20 of tat, Reet and most of the ot! 
will come in because the fear starts through them and they 
if they do not file they are going to get into trouble. 

Now, that situation is generally prevalent over the ey 
because of the lack of effort on the part of the Burea f Int 
Revenue, hry it is on account of the lack of ap sewtsc ed ali to 
the necessal Vy men to make those test. checks. 

The Cuarrman. Along with the increase of already high tax 
think it is important that we should do something about the 
that are not being paid by those who owe the Government taxes w! 
are already due. 

Mr. Crawrorp. Yes, sir; for any reason whatsoever. 

The Cuarmman. Mr. Eberharter. 

Mr. Evernarrer. I would like to ask Mr. Crawford a questio: 
two. 

I was rather surprised that you have the idea that there are man) 
people who are on pay rolls who are not filing any income-tax ™ 
turns. We had the Commissioner of Internal Revenue here and 
said they are in a position now to examine the return every 2 | 
of every taxpayer who makes a gross income of $25,000. 
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By next year they will be able to check the income-tax returns 
every 2 years of every individual having a gross income of $4,000, 
or 25000. 

Mr. Crawrorp. That would get down into this group that I am talk- 
ing about. I said wages running I think from thirty-five hundred 
dollars to fifty-six hundred dollars. 

Mr. Esernartrer. Also, Mr. Crawford, we have in effect a statute 
in relation to informers getting paid for informing on any of these 
tax evaders, and also perh ips you do not know, but we just now have 
set up a special subcommittee of the Ways and Means Committee 
to 1n vestigate enforcement and the general operations of the Bureau 
of Internal Revenue. 

Mr. Crawrorp. I realize that. 

Mr. Evernarter. I do not think there is quite as much evasion 
among the ordinary fair income group, lower income group, as is 
generally thought to be by the public at large. 

There is nobody more interested than this committee in getting 
full payment of all taxes due. We had the Commissioner and his en- 
forcement agent up here for a whole day. We are all very much 

terested in that and, of course, we shall be glad to have any help 
you may be able to vlve us. 

" Mr. Crawrorp. If the Bureau of Internal Revenue comes to the final 
how-down and states it must have additional revenue agents, men to 
hat kind of work, to make these investigat ions of the group under 

5,000 gross income, then I think we should provide the appropria- 

, because in my opinion it will pay the greatest dividend of any 
propriation we can possibly make. 
EBERMARTER. ‘ course. the Commissioner testified that they 
check of all the returns. In other words. they have a 
licient to enable them to spot check 1 in every 10, or something 
maVving a return ol! ay, an income of S+4.000, 
Mr. Crawrorp. By making a spot check, does the Commissioner 
that they make a sp heck at some central] fhee on do they vo 
that place of business and make a spot check ¢ 
Mr. Exernartrer. They just take the returns. They generally are 
recty well acqual inted with returns that they can tell by looking 
a fi; ice of the return if there is any evasion. 

Mr. Crawrorp. I agree with you on that, if the return is there to 

OK At. 

I am talking about cases where no return is made. 

Mr. Enernarrer. Where no return is made? 

Mr. Crawrorp. Where no return is filed where the only thing the 

a has is a slip from the employer reporting the amount of 

s paid to that individual. 

Fi r instance, I know wage earners who today have capital struc- 

ire running from $75,000 to $100,000, who are still working in the 
tories. You would ask, “Well, why are they working in the fac- 
+ ll, $5,000 to $6,500 in w ages 1s a pretty good wage even today. 
it is no great trouble to earn that on the basis of $1.56 tg r hour 

» all over the country. aaatittinn and a half for Saturday 

nd ate le time for Sunday and present pressure, $6,500 is worth 


picking up. 
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So what I want to do if it is necessary is to give the Commissio 
the necessary support so that he can pick up an awful lot of this mon 
which is not now coming to the Treasury. 

I say that because of the staggering tax load that is on all the peop); 

Mr. Enernarrer. I am sure, Mr. Crawford, that the Bureay 
Internal Revenue is exercising a great deal of care with respect to t! 
instances, because I know 3 o1 4 years ago they sent a crew to I’ 
burgh, my home town, and they went to every person who was wi 
ing at hotels, restaurants, and various other service organizatio: 
check whether they had made any returns. 

Of course, in many instances some did not make a return bec Te 
they did not have enough showing on the payroll to make a r 
but the agents ch: Pome them on a flat basis, s saying, “Well, we fi 
you got Sha day in tips; you pay taxes on those S5 tips for thi 
4 or 5 years.” 

So I think that the Bureau of Internal Revenue is also going 
some of these persons who really did not know they should fi 
return. 

Also, I want to say that you have been most helpful to the comm 
Mr. Crawford. 

The Cuatrrman. We thank you for your appearance, Mr. Crawfo 
and the information you have given the committee. 

Mr. Crawrorpv. Thank you, Mr. Chairman. 

The Cuatmman. Hon. Leon H. Gavin, of Pennsylvania. 

Will you please give your name and address to the stenographer 
for the benefit of the record. 


STATEMENT OF HON. LEON H. GAVIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Gavin. My name is L. H. Gavin, from the Nineteenth Dis 
trict of Pennsylvania, home of the Pennsylvania grade crude- 
industry. 

Mr. Chairman, I want to thank the committee for giving me t 
opportunity to appear here today. At this time I want to pa) 
compliments to a great committee and the work they are doing. 

I also want to take this ep portunity to compliment the chair 
of this committee, who, in my estimation, is a great American, w 
ng over = years has won for him not only the thanks of the A: 

‘an people, but the hearty commendations of the membership on bot 
sd of the aisle. He is a practical, sound, clear-thinking Amer 
whose unt ir ing e fforts and wor k clese ‘rve our apprec ‘lation and th wks. 

[t is a pleasure for me to have this opportunity to complimen 
only the chairman of the committee on the excellence of his work, 
but the members of the committee as well. 

Now, I come from Pennsylvania and represent the oldest oil-pro- 
ducing district in the United States. As a member of the H: 
Armed Services Committee which is conscious of oil’s position i 
national-defense program, I ask consent to file for the record by vi 
opposing any reduction in the oil and gas statutory depletion all 
ance which this committee now has under consideration. 

We are a Nation at war. Although Korea is a localized confl 
it has been largely responsible, together with our stepped-up defense 








REVENUE REVISION OF 19841 2655 


preparation, for an increase in petroleum demand of approximately 
300,000 barrels daily in the past year. This is only the beginning. 
Petroleum industry leaders expect to be called upon to supply at least 
500,000 barrels daily above current demand by early 1952, and perhaps 
before that time. 

There is no facet of our American economy and no phase of modern 
warfare that does not demand petroleum products. Oil use has never 
decreased in the history of our country. Oil has indeed enabled 
America to become the most powerful nation in the world, in agri- 
cultural production, in industrial production, in military striking 
power. We are in the process of expanding all three, and the result 
will be history-breaking demand for oil. There is no activity that 
contributes to our strength that does not require oil in increasing 
quantities. 

Has the petroleum industry done a good job in supplying this grow- 
ing demand? And will it do a good job of supplying even greater 
demand in the future? I sincerely believe the latter question will 
depend to a great deal on the action taken by this committee on the 
Department of the Treasury’s request to cut the depletion allowance. 

Gentlemen of the committee, it simply does not make sense that while 
we are spending billions for hydrogen-bomb building, guided missiles, 
supersonic aircraft, tanks, ships, and guns that we should adopt a 
short-sighted tax policy which stands to endanger our supply of that 
vital resource upon which all products of our defense machine depend 
for fuel. 

The Treasury says it hopes to gain $300 million to $400 million from 
the proposed cut in depletion. I say that is a pitifully insignificant 
sum for which to gamble our ability to supply the needed oil for 
defense. 

It would be about one-half of 1 percent of our total defense budget. 
Yet it would drill approximately 8,000 badly needed oil wells in 
the next year, at $50,000 per well. On the basis of industry results 
last year, this would add 300 million barrels of vital new oil to our 
national fuel tanks. 

[ cannot help but wonder exactly what ultimate use would be made 
of the Treasury’s tax take from the proposed cut in depletion. I recall 
one blunder from World War II about which I spoke on more than 
one occasion on the floor of the House. This was the famous Canol 
project wherein our military spent almost $138 million, as I recall, 
n an infamous squander designed to develop and refine northwest 
Canadian oil for our Armed Forces in Alaska. My colleagues will 
recall that they did not develop enough oil to move out the millions 
of dollars worth of equipment used in that worthless, wasteful project, 
which was a product of bungling and mismanagement. 

No one will argue against the fact that if the money spent on Canol 
could have been left in the hands of private enterprise, it would have 
meant additional oil. As it turned out, it was only a squander of 
manpower, money, and imagination. 

So I am concerned as to what actually might be accomplished with 
the $400,000,000 that might be gained from a cut in depletion. 

On the other hand, I am relatively sure of the results it will gain 
f left in the hands of those to whom Congress has so wisely decreed 
should have it for the past quarter century. There is no substitute 





2656 REVENUE REVISION OF 1951 


for the know-how and productive genius of the American oil industry 
No industry has accomplished more in behalf of American streng 
No industry is more deserving, in this grave period, of the am 
support and encouragement of the Congress of the United States. 

The recent headlines announcing the nationalization of the Irania) 
oil industry is another warning to us that we must not take any actio. 
here at home which will hs amper or retard the domestic oil oe try. 
We must not permit our national security and the success of the pr 
paredness program to become dependent upon a source of oil that ; 
become unavailable overnight. 

We know what happened in Mexico when the Government took ov: 
the industry there. We know what happened in World War IT wh 
the German submarine, a type that today is relegated by advance 
developments, was able to cut off practically every drop of imported 

Based upon these experiences we know that foreign oil cannot 
depended upon as one of the most vital munitions of our milite 
machine. Yet, the Treasury Department proposal would force us 
a nation to become more and more dependent upon such uncertainty 

At a time when we can least afford to gamble with our domestic 
industry the Treasury Department proposes to experiment with 
very foundation on which that great industry has been built. Th 
foundation has weathered the tests of many years. It has been prove: 
sound. It has enabled the oil industry to supply the requirement of 

i fast-growing mechanized economy. It has provided the oil in ti: 
of emergencies of World War I and World War IT, and we floate: 

tory in World War I and World War II on a sea of oil and it 
all ‘browghe about by the great petroleum industry. 

Now as we face world war ITI, the Treasury Department prop 


that the old system is not good enough; that we must try somet! 


new, 

In view of the unsettled world conditions today, and in view of past 
history which tells us that we must have available within our 
borders an adequate supply of oil, it is obvious that we should be 
thinking in terms of encouragement, not discouragement, of the 
deve lopmen t of our own petrole um resources, 

The oil industry plows back into its operations a large portion 
its income in an effort to find new reserves to replace the large vol 
consumed each day. The finding of this new oil is the industry’s 1 
burdensome task, but its most important one. It must be vigoro 
this effort. The Treasury Department’s proposal, however, would 
down the industry’s ability to pursue this function. 

The Treasury Department’s proposal would lead us to self-defi 
in the preservation of that which our entire national effort is no 
Roca to preserving. The proposal to reduce the percentage dep! 
tion would lead us first to a shortage of supply of oil, then to nation 
zation of our own domestic industry. 

Vital as oil is to our way of life and the national security, we 1 
at any and all costs have it available. If the financing essentia! 
the industry is reduced and the industry should fail to meet its fi 
responsibility, that is to supply the oil needed, then there wou 
an open invitation if not necessity for the Government to take 

So it is quite evident that the Treasury Department's proposa 
volves a serious gamble, and all for what? 


] 





__—— 
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At best the Treasury Department estimate of a $400,000,000 return 
is a guess dependent upon many uncertainties. Today the oil industry 
provide sa tax base from which tremendous revenues are obtained. The 
Federal gasoline tax alone provides revenue of approximately S600.- 

10,000 annually, Then there is the kederal income tax, the excess 
profits tax, the State casoline tax, et cetera. ‘That is the tax base with 
which the Treasury wants to gamble. 

If, as I am convinced will happen, the proposal of the Treasury 
would retard and dry up our domestic industry, the Federal revenue 
would not receive a net increase, but, to the contrary, it would suffer 
a decrease. 

l have purposely refrain ed from clise USS] cr the harm vhich wi ul | 
come to the economy of my a strict and the oil pro lucing « mu 
ties of Pennsylvania from any reduction in depletion. Previous wit- 
nesses have capably outlined to the committee the dependence upon 
the present rate of statutory depletion for continued profitabl opera- 
tion of stripper oil fields of my State and district. 

It has, therefore, been my purpose to attem 

tee with the dire need for continu 

has been, in »] f our nati 

industrial machi 

declare that any “luced deplet on . would Tht eC 


nbling of one certa nty against two ul ainties: that is, we would 


} 


gamble the certain wise use of this money the industry to meet our 
he uncertainty of: 


expanding oil needs agai 
Gaining, in the first place, any additional revenue 
2? Using it to as good advantage as it will be if left 
fF those who are e) countering great rand oreatel risks to see 
on is self-sufficient as to oil. 
own cli tl t we have thousand of 
m allowance is t or denied, there 
» Im oht cav ther Ss nothing that will be done exce) 
. scrap the equipment, junk the equipment, and the oil t] 
e earth will be lost forevermore. 
here will be no economic justification for continuing t]) 


drilling of this field w h is now in secondary re 
he CHAIRMAN. Mr. Reed , 
Mr. REED. Mr. Gravin,. youl a strict adjo ns n 
Mr. Gavin. That is right. 
Mr. Reep. The economic stability of most of the communities 
roughout your district and mine deper d on the continuation of the 
ne and pumping of o |? 
Mr. Gavrx. Producing, pumping, and refining of oil. Tt is not only 
ur «districts, but southwestern New York, western Pennsylvania, 
er) Ohio, and the nort] ern part of West Virginia. 
r. Reep. And almost every community depends for its success and 
sperity on the income from oil ? 
r. Gavin. Not alone that, but also « mploying hundreds of people 
eindustry. It is one of our basic industries upon which our people 
lependent for their livelihood. 
Reep. If they do away with this 2714 percent depletion allow- 
or reduce it at all, in facet, it will simply desolate many of those 
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places that you and I have both seen where they have cut off the lumbe; 
and the town and church stand there absolutely desolate today. 

Mr. Gavin. That is correct. 

Mr. Reep. That will be true with reference to these wells. 

Mr. Gavin. And the oil that is being produced from these stripper 
fields approximates 15 percent of our national output of petroleu 
That is a very sizable amount of oil, particularly at this time. 

The stripper fields all over the United States that would be affected 
the same as your district and my district are producing today about 
15 percent of our over-all oil supply. 

Mr. Reep. Is this not true that the western part of Pennsylvai 
produces the finest lubricating oil that is produced in the United 
States ¢ 

Mr. Gavin. There is no question about that and particularly for our 
national defense needs they need an oil that will stand the terri! 
climatic changes, the cold, the heat, and the various temperatures of 
heavy equipment, of planes, tanks, and guns, and the Pennsylvania 
grade crude oil is recognized as the oil of quality to supply these needs 
and demands for the national defense prea. 

Mr. Reep. That particular type of lubricating oil produced from thy 
grade A oil was furnished for Great Britain for her planes for World 
War II. They came here and got it because they could not find oil 
superior to it anywhere in the world. 

Mr. Gavin. And also for the tanks, particularly when the fight was 
going on in the North African territory. 

The Cuarrman. Mr. Eberharter. 

Mr. Esernarrer. Mr. Gavin, I certainly appreciate your appea! 
ance here today. I think you are entitled to the thanks of the cor 
mittee for bringing to the attention of the committee the fact that 
was first discovered in your congressional district, the first oil i 
United States. 

Mr. Gavin. In 1859. 

Mr. Esernarrer. The drilling by an internal dredge. 

Mr. Gavin. Yes. 

It is just outside of my district. I should like to take credit 
but it is a few miles over in Crawford County, outside of Vena 

Mr. Eseruarrer. They also have a Republican from that dist: 

Mr. Gavin. Yes. In fact, all of those districts are Republic 
They are very rugged and hard-working people, the oil produce: 
and a great percentage of them are Republicans. 

Mr. Eseruarrer. Now, in your district and the adjoining dist: 
they do not have much wildeatting? 

Mr. Gavin. No. Most of the fields are secondary recoveries « 
stripper wells. Water pressure is now used to secure the oil from t 
earth. There is no wildeatting at all. 

Mr. Enernarrer. You approve of the enterprise of wildceatting 
do you not ? 

Mr. Gavin. Yes. Naturally most of the money that would be s: 
here in this depletion allowance is pumped back into secondary) 
covery for oil and trying to secure additional production. 

Mr. Esernarter. When the United States Government went 
into Alaska, they were doing a little wildcatting of their own? 





REVENUE REVISION OF 1951 2659 


Mr. Gavin. Yes; they were doing a little wildcatting for oil of their 
own; I quite agree with you. But there had been some wildcatting for 
oil up in that territory 25 years ago. 

Mr. Esernarter. | mean for oil. 

Mr. Gavin. Yes. There had been some wildcatting for oil up in 
that territory 25 years before the Government got interested. 

[ am glad the gentleman brought out that point, because one of the 
biggest oil companies in Canada, I believe the Imperial Oil Co., which 
is a subsidiary of the Standard of New Jersey, knew all about that 
territory up there and you can rest assured, my very good and able 
friend and colleague, that if there was any oil in sizable quantities that 
could have been produced economically, they would have been in there 
many, many years ago, before the Government got in. At least, that’s 
my opinion. 

Mr. EBERHARTER. You sort of f0 back on your own idea of wild- 
catting, because there would not be any wildcatting there if they knew 
in advance there was no oil there. Your statement just made is to the 
effect they probably knew there was no oil there. 

Mr. GAvin. You must remember, when they do find oil, they must 
have a market for it. They must have the ability to transport it by 
pipeline or train. But when you get up in the Arctic Circle, even if 
you found oil it is going to be quite difficult to get it back where it 
economically justifies its production. 

Therefore, my particular reason at that time in v igorously opposing 
the Canol project was that I felt it was unsound; it was impractical ; 
it took thousands of men up there; it took thousands of tons of material 
and equipment that could have been used in the producing and re- 
fining of oil here for the war effort, where we knew oil was available. 

To go up there at that particular time to spend $138 million was not 
good sound judgment. 

Mr. Esernarrer. In your opinion, then, it was not even good wild- 
catting because it did not produce ¢ 

Mr. Gavin. Not with the Government’s money. If private enter- 
prise wants to wildcat for oil with their money, that is all right, but 
I do not want to take the American taxpayers’ money to do speculating 
or exploring for oil. 

Mr. Reep. I just want to keep the record straight. Of course the 
oil and gas were both discovered in my district. 

The CoarrmMan. Mr. Simpson. 

Mr. Srwpson. I want to suggest to Mr. Gavin that the boys who 
hought up this scheme at this time when the war is on and when 
we have to have oil above anything else, are not much concerned about 
| tional defense, are they? That certainly is not very farsighted ¢ 

Mr. Gavin. Certainly not. 

I will say that if the National Defense Establishment will tell the 
petroleum industry, which they have not done as yet, how much oil 

ey will require to meet the demands for the next several years, they 
vill get results. They got results in World War l. They got results 

World War II. 

Mr. Srwpson. If we reduce this depletion allowance or eliminate it, 

ill not get the results? 
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Mr. Gavin. Certainly not. You are taking that much money awa 
that they might use in the development and finding of new supplies . 
oil and build up our reserves, 

Mr. Simpson. You are a member of the House Armed Servi 
Committee. Do you have any information that you could tell t 
committee as to what the milit: ary think of this idea? Do they w 
oil production expanded or have they not told you about it? 

Mr. Gavin. They have not told us about that. Of course. rece 
the Government moved in wifh an idea for grading and specificat i: 
on gasoline to control the octane content of g vasoline, which was a 
toward further control of the industry, but ac tually to tell the industr 
what they need to meet the demands that may be made upon them; 
far as I know, they have not told them yet whether they are going 
need 800,000 barrels a day or whether they are going to need a millio 
barrels a day. 

The committee has not heard. However, I know the Governm: 
will get full ee and cooperation of the industry to Produce 
oil necessary, as they did in World War I and World War I, to m 
any and all ? haber that may be made upon us. 

Mr. Simpson. I would like the gentleman to know that as a Pe 
sylvanian the record will show that my district, which lies to the « 
of the gentleman’s district, has a vast amount of coal in it, but we 
not know that we have oil. 

At the moment, however, they have drilled a well to where t! 
have discovered gas. They have plans to proceed with other drilling 
It may be that it will be an oil producer in due course, but they have 
stopped pending action by this committee as to what we may do on this 
question. 

I have been told that in other sections of the country people 
holding up right now pending action of this committee to detern 
whether the depletion allowance will be continued. 

Mr. Gavin. I know that throughout the Penn grade crude-oil field 
they are very much concerned and very much disturbed. 

Mr. Srueson. Not only in Pennsylvania, but they are concerned 
over the Nation, according to the witnesses that have appeared 
fore us. 

Mr. Gavin. There are some figures here that might be interest 
I am informed that there is an aggregate of more than 214 mill 
acres of oil land in 22 States that are now in the stripper-field « 
that I am talking patio That is a sizable amount of acreage a! 
these people continue to earry on, break even, and produce oil. 

We have the finest lubricating oil in the world in Pennsylvania. 
is greatly needed. However, if this depletion allowance is denied 
them, there is no question there will not be economic justsmention 
the continuing operation of these wells to produce this oil, which 
be lost forever. 

The Cuarmman. Mr. Martin. 

Mr. Marrin. Mr. Gavin, what is the situation regarding the pot 
tial further development of the supply of this very high-grade 
that comes from your area ? 

Does if have prospects of considerable further development ? 

Mr. Gavin. They realize that the oil is in the earth. How 
the only new method has been the water pressure method. T! 


ile 
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is in the center; they drill down, four-spot it, and then pump the 
water in to force the oil to the center well. They are carrying on 
extensive experimentation to try to get this oil out of the earth. 

Thus far, it has not been too successful, other than with the water 
pressure method. They have increased the production considerably 
by that method. 

“Mr. MARTIN. I was particularly interested in the oil from your 
rea, because of its special qualities rather than the volume com- 
pared to the total national production. 

Mr. Gavin. Well, they get a greater percentage of lubricating oil 
out of our oil. I have forgotten what the percentage is, but it is 
onsiderably more than the oil produced in other sections of the 
country. 

Mr. Martin. If this depletion allowance is serio sly cut down in 
our search for revenue, it is your idea that the further development 
of the high quality oil in your area will be curtailed ? 

Mr. GAVIN. Th cost would be prohibitive. It could not possibly 


mpete Ww ith other « ils. Che cost ol production would hye too great. 


In fact, in my county, I believe the production is less than one-half 
irrel per day per well. 

Mr. Martin. I share very strongly your viewpoint on the impor- 
tance of deve loping our own self suflicien Vv for national defense pur- 
poses. The quality of your oil is so high and so much needed in certain 
lines of defense. that to mv mind it would be a serious blow to our own 
self-sufficiency if this committee and the Congress s ould do anything 
to discourage the deveolpment of your oil supply. 

Mr. Gavin. The gentleman from lowa is correct, there is no ques- 
tion about that. 

Mr. Martin. Of course, your experience on the Committee on Armed 
Services makes you especially aware of the importance of our own 
self-sufficiency in the matter of oil and minerals basic to our defense 
ability. 

Mr. Gavin. I think the facts are that the petroleum industry was 
Ina position to meet the needs and demands mn World War ] and 
World War lI that really contributed greatly to our Vv ictories, because 
we had the production available. 

Now if we lock the door in developing reserves within our own 
coul try and if we suddenly are catapulted into an emergency, Al dl 
our supplies are cut off from South America or cut off from the Asiatic 
countries, we would find ourselves in a difficult position unless thev 
continue this depletion allowance so they can carry on their program 
of building up reserves and finding new pools of supplies in this 
country. 

Mr. Martin. Mr. Reed mentioned a moment ago that the British 
thonght enough of the quality of your oil from your region to send 
over for it. 

Mr. Gavin. Not only the British, but all our allies and our own 
country. 

Mr. Martin. It would be a little bit out of line for us to cripple our 
own production of that very high quality of oil. 

Mr. Gavin. Well, it would not alone affect our stripper fields of 
Pent sylvania, but it would affect the stripper fields all over the United 
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States which are now producing 15 percent of our over-all supply of 
oil. 
The Cuamman. We thank you for your appearance and the info; 
mation you have given the committee. I, as chairman of the comn 
tee appreciate very much your gracious words concerning the chair 


man, 
I want to remind you and assure you that there is nothing unusu» 


or extraordin:.y that has been done by the chairman that has broug)t 
about the worth-while work of this committee. It has been the inte|li- 
gent, conscientious, faithful work and services of the members of the 
committee that have brought about its accomplishments. 

The chairman thanks you very much however, for you kind words. 

Mr. Gavin. I want to say to you, Mr. Doughton, I respect you as ; 
great American. You have been a great patriot. You have unselfish], 
devoted your life to the welfare and interest of your country. Th 
is the first time I have been before your committee and you comman: 
my respect and admiration for the great work you have done and are 
doing for the welfare of the Nation. 

The Cuarrman. Hon. Clyde R. Hoey, senior Senator from Nort! 


Carolina. 


STATEMENT OF HON. CLYDE R. HOEY, A UNITED STATES SENATOR 
FROM THE STATE OF NORTH CAROLINA 


The Cuarrman. Will you please give your name and address to the 
reporter for the benefit of the record. 

Senator Hory. Clyde R. Hoey, senior Senator from the State o 
North Carolina. 

Mr. Chairman and members of the committee, I am very glad to have 
this opportunity of making a brief statement before your committee, 
since North Carolina is the largest flue-cured tobacco producing State 
in the Union and likewise one of the largest in the manufacture of 


+ 


cigarettes. 

Our people are vitally interested in this tax question. 

I wish to express my concern about the proposition to increase taxes 
on cigarettes, and to voice in the strongest possible way my opposition 
to levying further tribute upon tobacco as provided by the recommen- 
dations of the Treasury. 

Tobacco is the vital crop of the economy of North Carolina and is 
responsible for a greater income than any other farm product grown i: 
the State. Not only is this true of North Carolina, but tobacco likewise 
ranks first in Maryland, Virginia, Kentucky, and Connecticut. There 
are approximately 750,000 farmers in the United States who derive 
their living in part or wholly from the growing of tobacco crop: 
There are over one-half million people and families dependent upon 
services earned in the country and in cigarette factories. However, 

yuurely from an agricultural standpoint, tobacco is the fourth most 
important cash crop in the United States. 

Today tobacco is already more heavily taxed than any other product 
save liquor, including alcoholic beverages. And cigarettes are the 
greatest source of revenue and most popular product of tobacco, Pra: 
tically 60,000,000 people in the United States smoke cigarettes 
American smokers consumed last year about 350,000,000,000 cigarettes 
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This is an average of about 100 packs per year for every person in this 
country. Just 50 years ago people in this country smoked less than 
3,000,000,000 cigarettes, which amounted to only about three packs 
per year per c apita. 

Therefore, in the light of these facts, it is manifest that the cigarette 
is no longer a luxury, but, for many millions of Americans, it is a 
necessity. 

Cigarettes are used by people in all walks of life, and ranges all 

e way from the man at the head of a great industrial plant to the 
lowliest laborer who performs the most menial service in any part of 

re country. The cigarette is the one article of commodity that has no 
lass distinction and is used more generally by people of moderate 
ins and low income than any other commodity or product. 

Che tax is now 7 cents a pack on cigarettes. ‘That means that it is 
preposterous to propose an increase to 10 cents a package. Ce — 
there is no justification for adding this increased burden to the cig 
rette smoker and still further encroach upon his income in the quis 
of an excise tax, which practically means increasing his income tax 
out of all proportion to the size of his income. 

Che farmers are unanimously opposed to this increase in the price 
because tobacco farmers realize that the growing of tobacco is subject 
tomore adversity than the growing and marketing of almost any other 
farm commodity. Tobacco prices have increased to the farmers by 
no more than absolutely necessary to justify the production of a crop 
which is so responsible to all the elements of weather and plant dis- 
ease. Farm labor has advanced in price, which adds tremendously to 

e cost of the production of the tobacco crop. 

“Labor in cigarette factories has advanced corresponding to labor 

industry generally. But, notwithstanding all these factors, the 
price of cigarettes has been held within reasonable limits and the effort 
has been made to keep the price of cigarettes at a tigure that will 
enable people of moderate means to enjoy this so-called luxury, but 
which by most smokers has become a necessity. 

W ‘thout discussing this matter further, I wish to suggest that the 

million cigarette smokers in America are already carrying their full 

e of the Federal tax burden and they should not be singled out 
the imposition of this added tax of 3 cents on every pack of 
rettes which they purchase. 

ls neerely hope that the committee will decline to levy further 

bute on this necessity of life to such a vast proportion of our 


ulation. 
Thank you, Mr. Chairman, for this opportunity of expressing my 


e CHarrman. We thank you, Senator Hoey, for your appearance 
| the information given the committee. 
You are all familiar with the fact that Senator Hoey before coming 
e Senate was Governor of our State. I am pleased to state that 
om my recollection and memory of public men of North Carolina 
in has rendered more outstanding, more useful, more conspicuous 
ervice for all the people of North Carolina than Senator H ey. 
Senator Horry. Mr. Chairman, that is well worth coming over here 
ar you say that. 
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The CHarman. The next witness is Hon. Willis Smith, ju 
Senator from North Carolina. 

Will you give your name and address, please, to the reporter, for 
benefit of the record. 


STATEMENT OF HON. WILLIS SMITH, A UNITED STATES SENATOR 
FROM THE STATE OF NORTH CAROLINA 


Senator Smirn. Willis Smith, Raleigh, N. C. 

Mr. Chairman and gentlemen of the committee, I have only a 
words to say. 

As you have heard from Senator Hoey, we are all very much t 
in a tobacco economy down there. 

One of the disappointments I had the first day I arrived i 
Senate was that somebody had misplaced the snuffboxes. Of 
that has caused less demand for our products down there. I 
inquired about them, but I have not found them yet. 

Anyway, you know as well as I do, the tremendous part that tol 
plays in the economy of North Carolina from those who fu 
supplies to the farmers on up the line. We feel, and I think y 
understand how we feel, that the tobacco economy means so mu 
in the life of our people that we would regret very much to see a 
addition to this tax. 

Now a good many years ago we had some such idea as this 
happened to be spe: aker of the house 20 years ago when it was p 
posed that North Carolina itself place a tax of about 3 cents 2 
2 or 3 cents a pack, on each pack of cigarettes. We went into i 
studied it verv much and the effect we thought it would hav upon « 
economy. ‘The legislature decided against doing that. 

Now we feel that tobacco is paying an enormous tax. We 
know when the point of diminishing returns will be reached. 
fore, I subscribe heartily to what Senator Hoey has said 
that we may not have any additional tax on tobacco products 

I happen to come from the county which I believe is one of 
biggest producers of leaf tobacco of the United States. It mea 
much to all types of businesses from the bottom to the top. 

Thank you very much, Mr. Chairman. 

The CHarrman. Thank you for your appearance and the infor 
tion you have given the committee. 

I believe that completes the calendar for today. The commit 
will adjourn until 10 o’clock tomorrow morning. 

(Thereupon, at 4: 10 p. m., the committee recessed, to reconven 


10 a. m., Tuesday, March 20, 1951.) 
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TUESDAY, MARCH 20, 1951 


House or Representatives, 
CoMMITTEE ON Ways AND MEANS. 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in the Ways 
and Means Committee room, New House Office Building. Hon. Robert 
L. Doughton (chairman of the committee), presid ng. 

The Cuarman. The meeting will be in order. 

The witness this morning is Gen. William H. Harrison. Defense 
Production Administrator. 

Mr. Harrison, will you come forward, please, and give your name 


und address to the re porte! fol the ben: fit of the record. 


STATEMENT OF WILLIAM H. HARRISON, ADMINISTRATOR, DE- 
FENSE PRODUCTION ADMINISTRATION, ACCOMPANIED BY 
THOMAS F. FARRELL, DEPUTY ADMINISTRATOR; BYRON D. 
WOODSIDE, DIRECTOR, BUSINESS EXPANSION OFFICE; AND 
CHARLES KENDALL, GENERAL COUNSEL 


Mr. Harrison. Mr. Chairman, my name is William H. Harrison, 
Administrator of the Defense Production Administration. I live 
105 Woodley Road NW., Washington, D. C. 
Phe CuatrMan. General, as I understand it, you are here by invi- 
on of the committee. Is that neht ¢ 
Mr. Harrison. I appear at the invitation of the committee. 
The CHAIRMAN. ] am sure the committee appre ‘lates your appear- 
Il know you understand that there is quite a relationship be- 
amortization and taxation. The committee would be pleased 
have, first. a brief statement regard @” the duties and responsi- 
ties of your position, and then what you have done, and why, up 
date, in administering the amortization provision. If you have 
prepared statement, we will hear that first. Otherwise, we shall 
glad to have a statement from you about your general activity in 
S area. 
Mr. Harrison. Mr. Chairman, I regret that I have no statement. 
I did not understand that the chairman wished me to have a state- 
ment. I shall be glad to outline generally how our organization 
tions in this field of accelerated depreciation. 
lhe Defense Production Administrator is charged with the respon- 
ly of certify ing the requests that come in where they are vranted 
ior accelerated depreciation. ‘The machinery of our operation is about 
hke this: 
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I have a Deputy Administrator, General Farrell, who is here + 
morning, with a division that is organized particularly to handle ¢ 
function. The mechanical procedures are about like this: 

A firm or individual requests accelerated depreciation. He co, 
in and obtains a form. The form is filled in with certain basic 
formation. It is registered by us in the Defense Production Adi 
istration. It is then sent to the particular delegate agency, the Na 
tional Production Authority, or any one of the several agencies 
the Department of the Interior or the Department of Agriculture, 
study and recommendation. 

When that study and recommendation is completed, the certifi 
with the supporting data is sent back to the Defense Produ 
Administration, where it is studied and then approved, disappr: 
or modified, as it may be the judgment of the Defense Prod 
Administration. 

Now, that is generally, sir, the procedure that we follow. If 
committee would like to know up to date what is the status of | 
requests, how much has been granted, the percentage that has | 
granted, I request permission to have Mr. Woodside testify to 1 
Mr. Woodside happens to head the division in this group that pr 
harly follows this assignment. If the chairman would permit, I sho 
like to have Mr. Woodside submit the current information. I do 
know whether it is as of Friday or Saturday of last week. 

The CHatmman. I am sure that the committee will appreciate t] 
information. You may proceed in your own way. 

Mr. Woopstpe. I will proceed in any manner you prefer. 

Mr. Miurazs. Mr. Woodside, will you give your full name and 
pacity ¢ 

Mr. Woopsipe. My name is Byron D. Woodside. I am Director of 
the Business Expansion Office of the Defense Production Administ 
tion. 

I have given the clerk of the committee a memorandum which « 
lines the administration of section 124 (a) of the Internal Rev: 
Code. If it is the committee’s wish, I will follow along with you 
if you prefer to question me I am at your disposal. 

The Cuamman. I think the committee would prefer that you ma! 
your own statement, after which questions perhaps will be directe: 
you. 

Mr. Woopsipr. I think it might be helpful if I take the comn 
back to the last war for a moment. 

There was a section 124 of the Internal Revenue Code of 1940, 
certificates of necessity were issued under that section throughout most 
of World War II. 

In 1940, in order to aid and encourage the expansion of prod 
capacity by private industry, the Internal Revenue Code was ame 
by section 124 to authorize the amortization over a 60-motnh per 
of facilities certified as necessary in the interest of national def 
during the emergency period. Issuance of necessity certifi 
under section 124 was terminated by Presidential proclamatio 
September 1945. 

Until December 1943 the Secretary of War and the Secreta 
Navy were the certifying authorities. Thereafter the War Prod 
tion Board assumed this function. 
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During the life of section 124 the certifying agencies received ap- 
proximately 54,000 applications and issued ty edger ately 41,000 nec- 
essity certificates for facilities estimated to cost about $7.3 billion. 
Practically all certificates issued by the services were for 100 percent 
of the cost of the facilities. Under the War Production Board, about 
80 percent of the certifications issued were for only 35 percent of the 
cost of the facilities. 

Phat change in policy occurred at the time that the War Production 
Boare was attempting to curtail the expansion of industry, particu- 

rly in certain areas, when we were interested in encour aging expan- 
sion in very limited areas, so that the 35-percent certification at that 
time represented a policy of holding down expansion of the economy 
toward the closing phases of the last war. 

Section 124 (a) of the Internal Revenue Code was included : 

} t of the Revenue Act of 1950 for the purpose of making av: vil: able 
iwain in the present emergency this means of encouraging the invest- 

of private capital in the expansion of facilities needed for the 
defense effort. 

This section provides that every person at his election shall be 
entitled to : a deduce tion with re spect to the amortization of the adjus ste od 
basis [cost] of an emergency facility [as defined| based on a period 
of 60 months. This deduction is in lieu of the deduction provided by 
section 23 (1) of the code; i. e., normal depreciation 

An “emergency facility” is defined to mean any facility, land, build- 

, mac hine ‘ry or equipmen it. the construction, reconstruction, ere¢ tion, 
coaieition, or installation of which was completed after December 
31, 1949, and with respect to which a certificate has been issued. 

In determining the adjusted basis [cost | of an emergency facility, 

ere shall be included only so much of the amount of the basis as is 
properly attributable to such construction, reconstruction, erection, 
nstallation, or acquisition after apne om 31, 1949, as the certifying 

nol ty has ce srtified as necessary ! 1 the interest of national defense 
r the emergenc y period ane i oe such portion of such amount 
AS SUA * authority has certified as attributable to de fen se purpose 

Thus a taxpayer having a “necessity certificate” for an emerge ency 

wility in the amount of, say 50 percent of the cost, may elect to deduct 

r tax purposes 50 percent of the cost over a period of 60 months; that 
s, 10 percent per year. In addition, during the same 60-month period 
he may deduct for tax purposes normal depreciation on the balance 

the cost of the facilities. At the end of the 60-month period, he 

iy continue to take his deduction for normal depreciation for tax 

irposes only on the uncertified portion. If he has elected to terminate 

he amortization deduction at any time during the 60-month period, 

an thereafter take only a deduction for normal depreciation for 

it portion of the facilities not theretofore written off for tax 
rposes, 

Now a word about necessity for amendment of the Revenue Code. 

In general, under section 23 (1) of the code, a taxpayer, in comput- 
ng net income for tax purposes, is allowed as a deduction from gross 
me a reasonable allowance for the exhaustion, wear, and tear, 
uding a reasonable allowance for obsolescence, of a depreciable 
isiness asset. This allowance for depreciation may not include reduc- 

in market value not resulting from these specified causes. In 


} 
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practice, depreciation deductions are based on estimates of “us: 
life,’ which vary for different types of property, usually conforn 
fairly closely to schedules indicated by Bulletin F, which, alth« 

it does not have the effect of a Treasury decision, reflects Bu 
practice and opinion. These estimates of “useful life” are determ 
by a number of factors, and physical life is an important considerat 

It ria \ be presumed that the selling price of voods and service $ 
cludes some amount which represents a return of a portion of 
cost of the capital assets which pro cl iced t] em. This recover) 

‘ apital investment may occur tax-free. however, only as deductior 
depeedl ation are permitted, in somewhat uniform amounts, ove 
useful life of the productive asset. 

The annual depreciation deduction may be increased under cet 
circumstances by an allowance for extraordinary obsolescence. 

ulations of the Bureau provide that, as to property which is clear! 
shown by the iu os Leiner as being : iffected by economic conditions 

in its being abandoned at a future date prior to the e 

usef | life so that dk preciation deductions alone will 
investment at the end of the economic term of useful 

a reasonable deduction for obsolescence in addition to depreci ut 
may be allowed in accordance with the facts. The mere opinion of t 
li ixpayer that the property may become obsolete at some later dat 
not suflicient to establish a claim for an increased deduction. Furt! 
a claim for obsolescence deduction will not be considered until 
definitely known that the facilities are becoming obsolete. The bu 
is on th taxpayer to establish that he is entitled to the incre 
deduction. and his claim may and probably would be contests 
many instances. More important, it has been held that a mere d 
tion of protits resultin g from ¢ “om petit ion does not oive rise to a di 
tion for obsolescence whe n there is no reasonab le probability that t 
assets will not 7 continued in service during their normal useful 
in the business for which they were designed. 

\ccelerated depreciation may be allowed if the taxpayer can est 
lish that by reason of unusual operating conditions the normal ) 
life a facility has been impaired. The burden is on the tax} 
however, to prove abnormal oe ‘preciation and evidence of excess 
without more. will not suflice. ‘Taxpayers claiming abnormal ¢ 
ciation are reqiured to Sieniah detailed information in support of 
claim and may have great difficulty in securing Bureau agreem¢ 
the increased allowance. 

In a national emergency when heavy demands are made upo 
economy for military supplies and requirements, productive « ont 
must be converted from its customary employment with attendant 
backs a civilian goods and services, or productive capac ity must 
expal! ded to accommodate some part or all of both milit: iry 
essential civilian needs. Where conversion will not suffice to sup! 
military items, there is no alternative but to bring new capacity 
production for that purpose 

This new capacity and expansion of facilities can be built 
financed directly by the Government or it can be done under cer‘ 
circumstances by private business, principally with private ca] 
In the present emergency the choice has already been made that to ! 
maximum extent possible the expansion of our industrial plant 1 
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vy to the mobilization effort shall be carried out by the latter means. 
Asa practical matter, however, rapid expat sion of production ca- 
pac ty in a national emergency, on the broad scale required, cannot 
e undertaken by private business without some modification of the 
This would be true, iy vel ral. even though the 


i 


ome-tax statute. 
Government loaned the money necessary to accomplish the expansion. 
The fact that credit m olit be made availal ment tor 
5 purpose would not in itself serve ; ‘ ntive. Debt must 
repaid regardles ; of the identity of the lends a 
M »bilization requires a high level ot Government expel ditures and 
tax rates. High taxes drain off cash at the verv time that ex 
ling product on places increased demands upol “current assets. 
not likely to invest « ipital in product ve cay ity over and 
u requireme! : fail to provide 
pda ooh Apagae nder section 
fail to perm) 


Business w 


te with the 
barrass 
yYmay 
nvested 


DY investing 
econom! lly 
mad unre »unda * competitive con- 

Ime economy. | 


pro\ ] ( I} gy caepre ation 


expla he ipove tatutoryv 


lor tax purposes 


wances for purposes of computn or net 
are based essentially on concepts of , 
cognition to risks pecul 
The excepti 
el eand a Celie 
taxpayer may 
mized for tax pur} 
on 124A pro\ cle 1 measure of 
ons from gross ome for tax purpose 
onomic value and by providing for a dete: 
the Bureau, of allowable de 
n. 
s form of tax relief proved to be a powerful 
World War II for business to go forward with 
vide facilities needed for that effort. In World Wa 


/ 


ernment itself through Defense Plant Corporation 


ne country to turt r war produ 


e—at least on this point “upon bi 
cilities, and section 124A must be n 
f the desired expansio! of capa 
vernmental intervention. 
so much for the backgrou 
re under which this thi gy operates. 
Revenue Act of 1950 was approved September 2: 50. Seec- 
tion 216 of that act added section 124A to chapter 1 of the Internal 
Revenue Code. 
Under Executive Order No. 10172, October 12. 1950. the President 
nated the Chairman of the National Security Resources Board 


rion 


; 


certifying authority under the new sé 
Ty > = . . . -— 
heoulations roverning the issuance of necessity certiNeates were 


lrafted by the staff of the Resources Board and 


aiter circulation for 
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comment was prescribed in their present form by the Chairman of 
the Resources Board, with the approval of the President on October 
26, 1950. Thereafter an application form with supporting appendix 
forms for use by applicants was released for public distribution. 

I shall be glad to supply copies of those as exhibits if you like. 

Mr. Miuius. Mr. Chairman, I ask unanimous consent that that be 
done. 

The Carman. Without objection, it is so ordered. 

(The forms referred to have been placed in the committee files.) 

Mr. Woopstmwe. A form of report and recommendation for use by 
the delegate agencies in making recommendations to the certify 
authority was distributed to those agencies in November 195i 

The first applications for necessity certificates were filed with 
Business Expansion Office of the National Security Resources Board 
on October 30, 1950. 

The regulations, which continue in effect, consist of five parts: 

Part 600.1 contains pertinent definitions. 

Part 600.2 outlines the criteria for determination of necessity and 
of the portion attributable to defense purposes. 

Part 600.3 explains the procedures for filing, provides for referral] 
of applications to the proper Government agency according to respo 
sibilities assigned by the Defense Production Act of 1950, and recites 
the responsibilities of those agencies in relation to the certifying 
authority. 

Parts 600.4 and 600.5 relate to the powers of the certifying authori 
and amendments to the regulations. 

In accordance with the provisions of 600.3 of the regulations and 


section 101 of part I of Executive Order No. 10161, September 9, 
1950, applications are filed with the certifying authority and referred 
by it to four delegate agencies according to the nature of the bus 
ness or expansion program of the applicant, as follows: Departux 
of Interior, Department of Agriculture, Department of Comme: 
and Defense Transport Administration of Interstate Commerce Con 
mission. Within the Department of Interior five separate admin- 


+} 


istrations have been established for dealing with problems of 
defense effort. These are: Petroleum Administration for Defens 
Defense Minerals Administration, Defense Power Administration, 
Defense Fisheries Administration, and Defense Solid Fuels Adm 
istration. 

Executive Order No. 10172 directed the Chairman of the Resou: 
Board, in carrying out his function as certifying authority, to ut 
the departments and agencies of the Government according to th 
respective assigned responsibilities pursuant to the Defense Produ 
tion Act: 

(a) To furnish reports and recommendations in respect to applica- 
tions for necessity certificates, 

(4) ‘To maintain relationships with the various industries in respect 
of such applications, and 

(ce) To develop necessary programs for the expansion of capa 

I will depart from the text of this to say that the theory behi 
that in this mobilization effort, so far as taxes and loans are co! 
cerned, was the thought that instead of trying to duplicate the skil! 
talents, and staffs of the various agencies that have specialized know]- 
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edge concerning various aspects of this, that the existing agencies of 
the Government would be used to the maximum extent, and for that 
reason the certifying authority has maintained a very small staff to 
perform the reviewing and coordinating functions, relying to the 
maximum degree possible on reports and recommendations submitted 
to it by the delegate agencies under these Executive orders. 

Accordingly, the regulations above referred Lo provide for the 
referral of applications to the delegate agencies for the purpose of 
m king reports and recommendations thereon to the certify ing author- 
ty This procedure takes full advantage of the sper ialized knowledge 
ind background of the records, staffs. and contacts of existing Gov- 
ernment agencies having an intimate know ledge of a ready means of 

ess to information concerning the individual problems to which the 
applications relate. It makes possible the maintenance of a minimum 
review staff to coordinate and evaluate the over-all effort. It avolds 
the necessity of employing industry specialists by the certifying 
iti ority who would dupli ate the etfort of th > eX st ing fac ilities of 
the Government. 

rhe reports of the delegate agencies should deal specifically with 
ulations. Matters such as necessity for 


the criteria specified in the re 
he relation of the expansion sought to 


expansion m each instance, 
existing conditions in the industry, prospective requirements for 
defense programs and essential eivillan requirements, shortages or 
pl spective shortages of the product and the facilities, and the prob- 
ible impact of the expansion in relation to future usefulness to the 
applicant should be investigated, reported on, and discussed. 

[hese reports as to the factual situation within industries are abso- 

itely essential to a proper discharge of the duties of the certifying 
authority. Recommendations as to postemergency economic useful- 
ness and observations as to other aspects of the criteria should be 
made by the delegate agencies. Recommendations as to percentage 
certifications are very helpful, and are desired, but the delegate agen 

f in doubt. should either consult with Defense Production Admin- 
stration for advice, or submit without percentage certification and 
ive that to the Defense Production Administration. In practice 
certifying authority is always ready to consult with the interested 
legate agency in all cases before reaching a final decision on per- 
entages and would prefer to have the advice and assistance of the 
legate agency. The ultimate responsibility, however, rests with the 
certifying authority. 

The regulations and the report form have proven workable and in 
general entirely adequate to date. It may be that as we gain experi- 
ence we will revise either or both if that should become necessary and 
{ rable. On the basis of the criteria contained in these regulations, 
applications involving expansion programs in the amount of approxi- 
mately $3.500,000,000 as of recent date have been processed by Com- 
merce, Petroleum Administration for Defense, Defense Transport 
\dministration, Agriculture, and Defense Minerals Administration. 
TI major problems have occurred with reference to sec iring ade- 

te analyses and reports as to shortages, necessity, and the rela 


vag 
; 
t 


of expansion programs to the economic background of the indus- 
in which the expansion occurs. Of course, it was primarily for 
purpose of securing these basic data fre m the delegate wenciles 
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that the present procedure was provided for by Executive order 
thereafter developed. 

Executive Order No. 10200, January 3, 1951, which created th, 
Defense Production Administration, designated the Defense Pro. 
duction Administrator as the certifying authority for the purposes 
of section 124A effective as of the date on which the Administrato; 
first appointed takes office. General Harrison, Defense Productio, 
Administratoy, assumed his duties on January 25, 1951, and since that 
date has acted as the certifying authority. 

Administrative policy: 

Certification of emergency facilities has proceeded on the basis 
of a number of broad general principles which have evolved tron 
the cases. 

(a) The objective of the whole operation is to get expansion of 
productive capacity, to get it quickly in the areas of economy) 
which it is needed, and to get it by encouraging business to take { 
initiative with a minimum of Government intervention and a 
ance. 

The statute confers a broad responsibility and wide administratiy: 
discretion upon the certifying authority. There must be a finding 
that a facility is necessary in the interest of national defense. The 
certifying authority, also, may certify only so much of the basis of a 
facility as is attributable to defense purposes. 

At the outset, therefore, we became concerned with matters of 


definition. 
(2) The definition of facility in section 124A (d) (1) is broad; 
i. e., an emergency facility means: 


* * * any facility, land, building, machinery, or equipment, or any 
thereof, the construction, reconstruction, erection, installation, or acquisit 
of which was completed after December 31, 1949, and with respect to wl 
a certificate under subsection (3) has been made. 

The legislative history of section 124A,.to the extent I have bee 
able to determine, does not suggest any limitation upon the term. The 
Defense Production Act, however, in section 702 (c) provides: 

The word “facilities” shall not include farms, churches, or other pl 
worship, or private dwelling houses. 

We have regarded section 124A as part of the over-all legislati 
program embodied in the Defense Production Act and have, t! 
fore, considered that section 702 (c) of the latter act is indicative 
a legislative intent that the term “facilities” in section 124A shou! 
be so limited. Except for this, however, we have considered t! 
any machinery, equipment, buildings, or projects owned or to 
owned by a taxpayer could be eligible for certification if the cert 
fying authority was satisfied that it was required to aid in supply 
goods and services necessary in the interest of national defense, Th 
term obviously is not limited to productive facilities and facili 
which support the performance of essential services such as transpo! 
tation, and devices in the nature of plant protection have be 
certified. 

(c) Section 124A contains no definition of “national defense.” 

This term 1s defined in the Defense Production Act, section 70 
as follows: 


means the operations and activities 


yerTnu 


The te 1 “national defense” 
Armed Forces, the Atomic Energy Commission, or any other G 
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artment or agency directly or indirectly and substantially concerned with the 


tional defense, or operations of activities in connection with the Mutual De- 
ense Assistance Act of 1949, as amended. 

Phe regulations (pt. 600.2 (a) ) provide that— 

4 material or service may be found to be so required (in the interest of na 

defense) if it is direct required for the armed services of the United 
es or auxiliary personne! rr civil defense, for the Atomic Energy Com 
or for any operati r activities in connection with the Mutual 

nse Assistance Act; or if it is in the nature of materials or services neces 
for the production of materials or services directly required in the interest 
itional defense during the emergency period; or if it is in the nature of 
ials or services necessary for the operation of the national defense pro 

m; if it is otherwise necessary in the interest of national defense. 

This broad definition is consistent with the declaration of policy 
in section 2 of the Defense Production Act. Military strength and 
economic strength are closely linked. They in turn are affected by 
the adequacy of goods and services essential to strong civilian support 
of a mobilization effort which may endure for a long period. 

Lc ordingly, we have considered that a broad ning of the industrial 

se of the economy was well within the concept of national defense 
and that basic industry as well as facilities to be employed in supply- 
ng direct and indirect military requirements could properly be certi- 
fied if existing capacity was determined to be insuflicient or prospec- 

vely insufficient to meet the over-all requirements deemed by the 
ithority necessary to support a well-rounded mobilization effort. 

(d) Section 124A does not prov ide for the amortization of a facility. 
Under the statute the taxpayer is entitled to a deduction with respect 
the amortization of the basis of a facility. Essentially the dedue- 

allowed is that portion of the investment (basis) which the 

fying authority has determined can be recovered from (ross 
ome, tax-free, during the emergency period if income from what- 
ever source is sufficiently large for that purpose. The certifying 
ithority 1s directed to cert fy only so much of the investment as is 
ssary in the interest of national defense during the emergency 
od and only such portion of such amount as 
hse purposes 
on 600.2 (c) of the regulations provides that- 
termining the portion of the facilities attributable to defenss 
tion will be given to the probable onomic usefulness of the 


r than defense purposes, after 5 years. 
regulation states merely that the certifying authority will give 
leraiton to factors which the statute directs him to consider in 
scharge of his responsibility. 
lhis provision of the regulations, which does not appear in so many 
ras in the Statute, and the fact of percentage certification have led 
) suggestions by proponents of the 100 percent certification that the 
ntent of Congress has not been carried out in the administration of 
law. 
record is clear, however, that 100-percent certification of all 
vrency facilities was not intended: 
The language “and only such portion of such amount as such 
ority has certified “as ittributable to defense purpose 5” did not 
ir in old section 124. 


The administrati yn’s view of YrOvVISIONS for an ortization of 
| 


ey facilities then pending before Congress was expressed 
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a 


memorandum dated September 15, 1950, from Charles S. ‘AG 
special counsel to the President, addressed to Mr. Charles W. 

clerk of the Committee on Ways and Means, House of Re roost at 
in response to a letter sent by Mr. Davis at Chairman Dough 


I 
request raising certain questions concerning the proposed amend: 


to the code. 

Two excerpts from that memorandum are of particular inter 
relation to percentage certification : 

The purpose of these provisions is to encourage private companies 
facilities needed for defense, by permitting them in appropriate cases to 1 
part or all of their investments in such facilities in 5 years, without regard 
recular amortization provisions of the tax law. 
as is consistent with the primary purpose of getting needed fa 
aw obviously should be administered so as to minimize post-emet 
advantages to the businessmen who build them. No law can guarantee 
such special advantage because matters of judgment are involved in eac! 
The present language of H. R. 9420 does, however, clearly permit the Pri 
to establish proper and uniform standards and procedures for administ 
rapid amortization provision. Furthermore, the present language clea 
templates that the Government should permit accelerated amortization 
a part of the investment in cases where some post-emergency useful: 
the facilities ean be expected. 

(3) Percentage certification by the War Production Board 
old section 124 was upheld by a district court decision as a p1 
exercise of administrative discretion. 

(4) The proposition that deductions should be allowed only to 1 
extent that economic loss is foreseen or estimated, is implicit 
concept of deductions from income based on loss of economic valu 
emergency facilities as compared with deductions based on useful 

(c)We have considered the term “emergency period” to 1m 
years. 

(f) Section 600.2 of the regulations states in general terms 
criteria for determination of necessity and shortages. In pr 
this this must be a judgment based upon the scope of the estimat: 
quirements for the goods or services as measured against what v 
now produce and what we propose to acc omplish in whatever pe! 
time is used in calculating. The targets for military items mu 
supplied by the military; supporting items for essential civilia 
and basic industry must be and are being estimated by variou 
graming and planning committees and divisions throughout 
defense structure. The relation between the expansion determine 
be required, as compared with what we have, is an essential fa 
to be weighed in certification since certification is the principal t 
available at the moment to induce the expansion desired. 

Mr. Harrison. With the chairman’s permission, I will relieve 
Woodside and continue to read the balance of the statement. 

(q7) Section 600.2 contains other specified criteria which a: 
portant but which are of perhaps less general significance. An 
them may be mentioned replacements, second-hand facilities 
ticipation by small business, proseet ion of competitive enterprise 
petence of management, location, and methods of financing. 
latter may be extremely important in many cases. 

(h) Asa matter of policy we have certified facilities at 100 pe: 
only where there was a clear prospect that the economic usefulnes 
the facility would end with the emergency. Probably a dozen 


Insofar 
built, the | 
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have been certified at the maximum amount. A machine useful only 
for making military-type barbed wire for the Army is illustrative. 

(i) Demials in general have been based on one or two grounds; 
no shortage or prospective shortages of capacity in the particular field 
in question or a lack of identity with the defense effort. Cases denied 
have approximately 15 to 20 percent of cases approved. 

(7) Betdnen these two extremes the cases shade into all degrees of 
relation to the defense effort. 

There can be no rule laid down in advance as to how and in what 
degree a case should be certified. The ultimate decision is a matter 
of judgment based upon the known facts and the best estimate that 
can be made of the particular factors and circumstances material to 
the application in question or to the industry in which the applicant 
is engaged. 

Basically our approach has been to give a high percentage where it 
appears that an investment in a facility may be expected to have little 
economic usefulness after the emergency, for example, a standard 
machine tool which will be badly worn and in excess supply at the 
end of 5 years of hard usage. 

As it appears that the risk diminishes we reduce the percentage 
certification, bearing in mind, however, that the objective is to get 
needed expansion rather than to make calculations of great nicety 
as to the probabilities. ; 

kk’) When it is desirable and appropriate to do so the cases are 
certified as nearly as possible on a uniform basis as to types of facili- 
ties within an industry rather than on a case-by-case basis. It follows 
therefore that applicants get as nearly equal treatment as possible 
unless factors exist which make it appropriate to deviate. 

) If the industrial problem is such that the decisions should be 
based on a national picture as in steel and freight cars a pattern is 
ipplied uniformly to all members of the industry. If the industrial 
problem is such that the cases should be decided on a regional basis, 
that is done as for example in cement. 

If the industrial problem is one which depends on location of raw 
material, cases are certified on that basis, as for example pulp facilities. 

:) It has been considered sound policy to set percentages high 
nough so that the incentive to expand would have its effect on an 
ndustry-wide basis. In other words little business and those not 
financially strong should be able to move forward with the pattern 
established. Percentages set only for the bigger and stronger com- 
panies would be contrary to the requisites in the Defense Production 
\ct that to the maximum extent the framework of our system of com- 
petitive enterprise should be preserved. 

) It has been recognized and properly so that certification will 
have a certain effect upon price depending upon the product and the 
facility. Some products or services must be sold competitively with 

ttle opportunity to increase price to permit of more than so-called 

ormal recovery of investment. That effect cannot be measured. The 

e of products and services sold to the Government under procure- 

ent contracts will be affected by the extent to which accelerated 

ortization enters into contract pricing. In the last war only normal 
lepreciation was allowed in contract pricing but full amortization 
vas allowed in renegotiation. The policy to be followed in the present 
‘gency has been under study and it is believed that the old policy 


79120—51 pt. 3 i3 





2676 REVENUE REVISION OF 1951 


will continue. If an applicant is to operate under a price umbrell, 
which guarantees recovery of investment in price during the eme; 

gency period that applicant may be assuming a much lesser risk t}), 

the producer who expands production without such an assurance. 

(o) In any event consideration must be given to the fact that » 
covery of investment over and above normal may be accomplis! 
wholly or partly through price or that it may occur only throug) | 
saving. If recovery is measured by the latter then the recovery may 
be somewhat less than the percentages indicated in the certificat: 
pending upon the tax rate. 

(p) If the certification rate is too low, that is, our estimates 
high postwar utility should prove to be too high, the taxpayer 
not receive the benefit contemplated. 

If the certification rate is too high, that is, our estimates of post) 
utility are too low, the taxpayer will have a smaller depreciatioy 
duction after the 5-year period and the cost to the Government 
some loss of income during the emergency period. 

The following table will indicate the range of percentages 
tvpes of facilities certified as necessary in the interest of nat 
defense of various percentages. 

‘These are the percentages and groups of the types of cases th 
have been certified : 


if 


10 percent 
Special purpose machine tools for production of military products exclusiv: 
Finishing units for production of alkylates and aromatics from petroleu 
00 percent 
General purpose machine tools, including process heating equipment 
Supersonie wind tunnel. 


] ke ore « rrier (converted steamship) 


naces 
» handling and processing facilities 
» ovens 
ial building for tank manufacture. 
tional building for manufacture of guided missiles in loeatior 
gesting doubtful postemergency utility. 

Petroleum storage in certain areas 

Magnesium rolling mills 

Reiractories 

Ferro-alloy smelting facilities 
SO percent 

Alnumina- and aluminum-reduction plant 

Bauxite 

Plant for processing of blood plasma 

Freight cars 

Inland waterway barges for petroleum and raw materials for steel making 

Loke ore carrier (conventional). 
75 percent 

Bisis petroleum refining. 

Steel-making furnaces. 

Blooming mills and soaking pits. 

Serap preparation and handling facilities. 

Plants for production of XXX superphosphate in which ABC is interested 

Conventional factory buildings and extensions in industrial locations 
70 percent: 

Finishing facilities for high-alloy steels. 

Diesel-powered tugs and towboats. 

(‘ement in certain areas, 
65 percent : 

LDiesel-electriec locomotives. 

Wood-pulp facilities of certain types. 

Cotton gins in certain locations. 
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60 percent; Steel plant finishing facilities. 
50 percent : 

High-tenacity rayons. 

Paper mills of certain types 

Mr. Mirus. I wonder. Mr. Woodside, if you would give the most 
recent figures as to applications up to date and what has been certified. 
| hese data are as of February 3. 

Mr. Woonsipr. As of the 13th of March there were on file 4.152 
applications for necessity certificates. The dollar amount of those 
applications totaled $11,689,000,000, rounded out. 

As of the same date we had issued certificates in 585 cases, The 
amount of the applicat ions so cleared totaled $38.500.000.00 . rounding 
out the fivures again. 

Now that figure represents the total estimated cost of the facilities 

those applications, and that cost estimate is the applicant’s estimate. 
Included in those figures are certain items which we had considered 

t in the usual case to be eligible for certification. The most com- 
mol illustration of that is land. The second most common illustra 
tion is expenditures prior to January 1, 1950, which by the terms of 
the statute are not eligible for certification. 

So, deducting those two types of figure s, the amount of those appli- 
cations representing in our judgment a figure which is eligible for 
certification would be $3.427.000.000. 

The amount certified as amortizable during the 60-month period 
of these applications is $2.550.000,000, rounded ont. 

Now the percentages are stated on two bases: The percentage of the 
umount that we determine to be eligible is 74 percent. The amount 
amortizable in relation to the aggregate amount of the applications 


e 
‘ 


s 72.5 percent. 
\s of the same date there had been denials in 93 cases totaling some 
SSO.0U0 000, 
Phose figures should be taken in substitution for the figures on page 
12 in the memorandum. 
Mr. Harrison. In determining the percentage of certification al- 
ed on facilities whi h are deemed necessary, some factors which 
or may not he spe fi ally covered by the regulation S are to be 
sidered : 

Normal rates of depreciation. 

Location. 

} The probable extent of the ovel all expansion anticipated or 
required and its likely effect—for example a 15-percent increase or a 
75-percent increase of capacity above estimated normal requirements. 

Whether the facilities if intended for a miltiary purpose can 
be converted to peacetime uses. 

Price levels (construction costs as of August 1950 were 224 per- 

t of 1939 costs). and extra costs due to expedited construction. 

Whether price of the product can be eX} ected to include some 
part of the accelerated amortization factor. 

Tax rates. 

Whether expansion in competitive fields plus expansion in the 
taxpayer's field will intensify the taxpayer’s economic problem sub- 
sequent to the emergency period. 

Whether the proposed percentage amortization will permit it 

tion of debt to reasonable limits by the end of the emergency 
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period at which time a business may be affected simultaneously by a 
reduction depreciation allowance and a reduction in volume of 
business. 

(7) The extent to which the facilities being certified may be ex 
pected to replace existing facilities. ; 

(4) Whether background of the industry was of feast-or-famine 
nature or one of erratic or uniform growth. 

(7) Likelihood of foreign competition after the emergency period 

As illustrative of our approach, the pattern developed in the stee] 
industry and the transportation industry may be mentioned briefly 
It was not possible to consider the steel program solely from the po 
of view of an integrated expansion because applicants were applying 
for individual facilities of all types. It was necessary, therefore, to 
reach a determination as to certification for each major type of stee! 
facility. 

We felt that finishing facilities which in general had not been in 
short supply in relation to steel-making facilities were least in need 
of encouragement at this stage and further had a greater prospect 
of postwar utility. We felt that the greatest incentives should be 
given materials entering into the production of pig iron and stee! 
since those were in short supply and probably involved the greatest 
financial risk. The same percentages were granted to every appli- 
cant on the same type of facility with some variations as a result of 
applying various criteria. 

Financial risks loomed fairly large in the final determination of 
these percentages. Large capital investments are required in this 
industry and substantial sums had to be raised by borrowing. Many 
companies awere adding expansion programs to earlier programs 
lately or partially completed which in turn had been financed on 
borrowed bands. In order to permit the maximum utilization of pri- 
vate sources of capital and thus reduce the demands made upon thi 
Government for financial aid, we considered it necessary that the 
percentage certifications provide adequate assistance to this end. 

In the transportation field we have certified freight cars, car ferries, 
and ore boats. Freight cars and car ferries were certified at 80 
percent. A number of major factors were given consideration in 
reaching this conclusion. 

It was clear that the need for additional freight cars was acute. 
The roads have been asked to provide an additional 300,000 cars. 
There was a reluctance on the part of roads to buy cars because of 
the belief that the additional cars would be in excess of post-emer- 
gency requirements. Further we were dealing in effect with a na- 
tional pool of a type of transportation equipment which the roads 
were not particularly anxious to own because cars once put on the line 
frequently are not returned to the owners for long periods of time. 
Many of the roads have been engaged in modernization and rehabilita- 
tion programs under which financial commitments have been made to 
substantially the full extent of normal depreciation charges. Since 
the cars operate under ICC rate schedules and could not be expected 
to return more than normal depreciation in income, the desired ex- 
pansion would depend principally upon tax savings from accelerated 
amortization. 

An expansion of the economy for both military and civilian re- 
quirements will place heavy demands upon the transportation system 
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and it was felt that no discouragement to the rapid provision of addi- 
tional rolling stock should flow from the certification procedure. 
It is foreseeable that submarine warfare, troop movements, and a gen- 
eral increase in the tempo of industrial activity will place such de- 
mands upon the roads that other aspects of the expansion program 
would be seriously impeded if substantial assistance were not made 
available. 

Mr. Chairman, what Mr. Woodside and I have read is a memoran- 
dum which was prepared for the delegate agencies, giving the experi- 
ence up to date, and as much background material as we could gather 
together, and we consider it a set of ground rules or guide rules for 
the delegate agencies in their consideration of the certificates which 
they have before them. That was the purpose for which this mem- 
orandum was prepared. 

The CHarmMAn. You have presented a very informative statement. 

Mr. Mills. 

Mr. Mutzs. General Harrison and Mr. Woodside, I have been par- 
ticularly interested in the operation of your office insofar as your re- 
sponsibilities for the certificates are concerned because of the effect, 
as the chairman pointed out initially, of rapid amortization upon tax 
liabilities and therefore upon tax revenues. I am also cognizant of the 
fact that it is preferable for private enterprise to undertake the ex- 
pansion program and to construct such facilities as are needed to pro- 
duce the additional goods that will be consumed during the emergency 
pel iod. It is much better for private enterprise to do it than for the 
Government to do it, as was the case in so many instances during 
World War LI. 

I have some questions that I want to ask of you and Mr. Woodside. 
These questions are solely for the purpose of obtaining information 
as to the operations of your agency. 

This memorandum that has just been read I presume has, as you say, 

circulated among the delegate agencies for the purpose of coord- 
nating the initial screening of the applications and the establishment 
certain practices among all the delegate agencies. Is that correct ? 

Mr. Harrison. That is correct, sir, and it supersedes some initial 

ormation having to do with the same thing which was set up, as 
I recall, by the Security Resources Board late in October or early in 
November when this program really got under way. 

Mr. Muuus. There has been no change since March 1 in any of the 

cies that have been set forth in the memorandum ? 

Mr. Harrison. That is correct, sir. As a matter of fact, I would 
elaborate on that and say there has been no change since !ate October 
when the program was started. 

Mr. Mrius. Actually, as I understand it, the policies that have been 
laid down were laid down by Mr. Symington before you assumed 
your responsibilities or at least laid down by officials connected with 

igency before you assumed your responsibilities, and since you 
Lye begun your job there have been no changes in the policies at all? 

Mr. Harrison. Broadly, that is correct, sir. I should like to say at 
the time Mr. Symington and his staff set up these ground rules the 
delegate agencies participated in them. I happened at that time to be 

nistrator of the National Production Authority, and I partici- 
in the discussions. 
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Again, by way of background and in order to develop some ground 
rules, we waited until a number of certificates were in. We waite 
until we could study those, and then after a study of a goodly numbe; 
of certificates we sat down and tried to write out some interpretive 
ground rules, and this memorandum is a further expansion of t 
work, 

Mr. Mutts. General, would you state to the committee that ther 
has been a uniformity of standards applied by these delegate ag 
cies? Have they all acted under uniform rules or standards or hay 
some agencies had separate rules and standards that have been mor 
favorable in their applications to those businesses that come wit! 
the jurisdiction of their particular delegate agencies ? 

Mr. Harrison. Sir, to the extent that one can answer a very broad 
question of that kind specifically, I would say to the best of my kno 
edge there has been reasonable interpretation of the ground 1 
among the different delegate agencies. Naturally, there do devel 
differences of opinion along the way as to given percentages, a! 
guess that is because all of us as human beings respond a little | 
ferently to certain kinds of ground rules. But I will ask Mr. Woo: 
side to elaborate on that. However, to the best of my knowledge 
belief there has been a reasonably uniform approach. 

Mr. Mus. That is sufficient for my purpose at the moment, G 
eral Harrison. 

Mr. Harrtson. May I ask if Mr. Woodside would like to supp| 
ment that or to question it? 

Mr. Woopnsinr. The criteria of the regulations, the procedures 
lowed by all of the delegate agencies, so far as I am aware, have b 
held as closely to a consistent pattern as it has been possible to 
Insofar as I ‘know, all of these procedures are operated under 
same principles, the same set of regulations are een 

Mr. Mruxs. General Harrison, a concern will, as I understand 
apply or fill out a form which you mentioned in your memorand 
That form is left with your office. If it has to do with the erectior 
facilities for storing petroleum, your office immediately sends it to | 
Department of the Interior and on down to the Petroleum Adi 
trator and that agency then begins work to determine whether o1 
initially there is a need for the storage of petroleum in that particu 
area or additional storage tanks. Is that correct? 

Mr. Harrison. Yes, sir. And in that first step our agency is sim] 

i filing clerk to identify the certificate and get it routed to the proper 
delegate agency for action. That is really the only purpose of t 
first step. 

Mr. Mitts. When the delegate agency returns that application t 
your office, it forwards certain recommendations, I presume? 

Mr. Harrison. That is correct, sir. 

Mr. Mutzs. However, it does not have the authority to grant 
certificate itself? 

Mr. Harrison. That is correct, sir. 

Mr. Mitxs. It has no authority to determine the percentage of 
over-all construction which will be amortized over a 5-year period. 

Mr. Harrison. That is correct, sir. 

Mr. Mitxs. You do that in your own office ? 

Mr. Harrison. That is correct. 
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Mr. Mitas. General Harrison, what do you consider to be the basic 

philosophy behind the amortization of the emergence vy facilities pro- 
am? Tobe more specific, is the primary consideration the incentive 
to induce manufacturers to expand facilities which they otherwise 
would not undertake or is it to insure that against the risk of loss from 
investment in a facility that will have no postemergency usefulness? 

Mr. Harrison. Sir, if I may be permitted not to answer either one 
of those questions, I would like to answer in the broad sense that I 
think you suggested or directed the question. 

Our ap proac h, not on ly my approac h but the whole approac h of the 
organization dealing w ith this, is against the background that it was 
hought to be the intent and the purpose of the Congress to insure that 

. resources of the cour try were expanded so that the defense effort 
vould be cared for and so that along with the defense effort 
eng cared for there would be a crowing and a strong expanding 
ndustrial economy. We have interpreted the defense effort to be much 

oader than the things directly related to the immediate procurement 
of articles for the defense program. We have put a broader interpre- 

tion on that and have assumed that it was the intent of the Congress 
that this country he prov ided with adequate resources so that asa basic 
matter of fact the underlving spur to inflation would be stopped, so 
that we would have in effec tan oversupply of goods and services rather 
han a shortage of goods and services. Inflation, as I unde rstand it. 
even though I am no economist, basically comes from wanting more 
things that are provided. So our effort and our whole approach to this 

is been to attempt and to endeavor to expand the resources of the 
ountrv. 

Mr. Mirus. That, the n. would lead me to the conclusion that perhaps 
en phasis is placed on the incentive or the inducement angle rather 
han to insure against risk of loss in the postemergency period. 

H ARRISON,. Whe nthe ‘re are many i ictors ente ring into an equa- 
and an administrator must make his mind up on the basis of 
igment, it is very difficult to vive A precise welght to each of these 
ors. I think as individuals our weighting shifts a little bit depend- 
upon the time that we happen to be in. We are now in a time 
e the country is dreadfully in need of additional resources. So 
textent our judgment has not been that nicely Asbtanned judgaeme nt 
we will take in retrospect on this thing. I think the emphasis 
likely has been on doing the things that will insure e xpansion of 

e country’s resources. 

Mi Mii LS, To he more specific, General Harrison. Aas | understand 

. Mr. Wilson or someone within his agency may rea ch the conclusion 

t for the vear 1952, based upon military req ulrements as best we can 
inticipate them, there may be a shortage in steel production, say, of 
1) percent. That information comes to some agency of Gove1 a 
| there is a need therefore for expansion in steel production of, say 

percent to offset this possible deficit of civilian and military needs. 
Does that information come to you or to some other agency 

Mr. Harrtson. There is a very clear-cut and well-defined channel 
of responsibility. The responsibility for examining in the area you 
mentioned, steel, is in the National Production Authority, to de- 
termine the requirements, to work out for the industry and other 
Government agencies a long-range program to insure that those re- 
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quirements are met. Then in any case such as this, certification of tax 
amortization, request for loans or other features which require author- 
itative action on the part of the Defense Production Administration. 
that is sent through to us with their recommendations. 

Mr. Miuis. When you receive information to follow through oy 
this hypothetical case I have mentioned, that it is necessary for stee! 
production to be increased by 10 percent, does someone under you or 
do you yourself then undertake to prevail upon those in the prodi 
tion of steel to enlarge their facilities or to undertake the construction 
of new and additional facilities? 

Mr. Harrison. That would be a function of the National Prody 
tion Authority. 

Mr. Mutzs. The National Production Authority would do that. 

Mr. Harrison. Yes, sir. 

Mr. Mus. There are many of these situations that have come 
in recent weeks and months. Who is the head of the National Pro 
duction Authority ? 

Mr. Harrison. Mr. Manly Fleischmann is now the Administrator 
of the National Production Authority. 

Mr. Mitts. It will be his job, then, to go out to someone in industry 
or to all of the industry and appeal to them to undertake the co 
struction of these additional facilities. 

Mr. Harrison. Yes, sir. 

Mr. Miits. Say that he is successful, that he finds that Jones & 
Laughlin or United States Steel or some of the other manufacturers 
of steel are interested, they then would come to you and file an app! 
cation either under section 301, section 302, or section 303 of th: 


Defense Production Act or under section 124A of the Internal Rev: 
nue Code, seeking some inducement from your organization to invest 
private capital in the undertaking, is that correct ? 

Mr. Harrison. No, sir; I don’t think it is correct. 

Mr. Mrtxs. Will you advise me what the facts are? 

Mr. Harrison. I don’t think they come to our organization seeking 
some inducement. They, too, read the congressional laws, and they 


‘ 


too think it was the intent of Congress to encourage the expansio: 
industry through the medium of private funds, and the administrati 
has set up machinery for that purpose. The first step in that ma 
chinery is the request for, we will say, accelerated depreciation, if 
happens to be the thing. Then that starts on through. 

Mr. Mitas. They come to you, then, because they are motivated bj 
some reason such as Mr. Fleischmann’s having done a good job of se! 
ing them. 

Mr. Harrison. No. There likely has been an industry committee of 
the National Production Authority where the requirements are mace 
known to the industry to the best extent that those requirements ar 
available. There is a discussion, generally speaking, and out of that 
frequently these plans flow. I remember the first day I came when I 
was inducted into office in the National Production Authority, Secr 
tary Sawyer had the steel industry in, The Secretary was expla 
ing to them that there was a foreseeable shortage of steel even thou! 
the figures on the defense program were not specific, but certain! 
looking ahead there was need for expansion in the steel industr) 
It was Secretary Sawyer himself at that time who was encouraging 
industry to do what it could to come in with a comprehensive ex| 
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sion program, and to the extent that inducement was thought of, there 
was the inducement as contemplated by the congression: al acts. 

Mr. Muzs. To me, General Harrison, there is no question but what 
we have all—the Congress and everyone else connected with the Gov- 
ernment—endeavored as best we could to induce the production of 
these things which are needed during this emergency period. I still 
think that the use of the word “i pana e” is probably correct, because if 
private enterprise is to do it we can’t put them in a strait-jacket and 
order them to do it. We have to an ‘e them to do it for some reason, 
maybe for some good and patrioti ic reason. 

Where along the line is a determination made by any agency of the 
Government as to whether this expansion would have occurred any- 
wav { 

Mr. Harrison. That, sir, is a very difficult thing. It gets into the 

im of speculation. We often debate it among ourselves. Again we 

ve to resolve it as we interpret the intent of Congress to encourage 
vate capital to go ahead and make this expansion. That particular 

estion, sir, J could not answer. 

Mr. Mitts. There have been no applications turned down, then, 
ely on the basis that it has been your view or the view of someone 
er you that the expansion woule 4 : ave occurred anyway ¢ 

Mr. Harrison. That is correct, sir, particularly when we read the 
nil] it seems th: at C oneress recognizer | the re might well be accelerated 

preciation certificates granted to projects that were already then 
inder construction. Perhaps we have erred in that but that was our 
nterpretation, 

Mr. Mitts, I doubt seriously that you have because as I recall at 

e time the matter was considered, there was something said—maybe 

er members of the committee will remember—about the necessity of 
¢ it then in order to protect some who were in the process of en- 
ne their facilities. 

| understand it, General Harrison, relatively uniform percent- 

have been granted in respect to certain industries such as steel, 

num, and so forth, according to your memorandum. If in- 
ve to expand is the primary consideration, is it not a subjective 
or which cannot be applied uniformly on an industry-wide basis? 

Mr. Harrison. Yes. 

Mirus. In other words, it takes more inducement or incentive 
ome in the steel industry to expand facilities than for others. 

r. Harrison. Yes: it does,sir. Again asan administrative matter 

have found it very diflicult to make any broad distinction except 
recognize that it was the intent of Congress to lend small businesses 
| new businesses some greater encouragement, if I might put it that 
That is one of the considerations. Another consideration per- 
s might be in an expansion of a resource in a distress labor area. 
‘an there are several factors, but basically we start with a fixed 
roach. Then we try to exercise judgment. 
ght say, sir, that most of these cases become a matter of con- 
ler ible discussion among the administrative st: aff. Unfortunate ly 
e last month or so I have not had the op a, to participate 
many of the discussions as I would have liked to, but at the time 
in the NPA I did participate in most of the discussions trying 
evelop judgment, that is all, because this thing finally is a matter 


ioment. 
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Mr. Mitus. Has the application, General Harrison, of uniforn 
industry-wide percentages within a given industry suc th as the stee! 
industry made it more difficult for you to be selective in the determing 
tion of percentages granted to applicants in other industries ? 

Mr. Harrison. I would think not, sir. 

Mr. Miiis. You have run into no difficulty along that line? 

Mr. Harrison. Of course, you gentlemen well know human natur 
The minute it is made known through publicity or anything e ‘Ise that 
the alpha company received an 80-percent or 85-percent de ‘preciation 
and the omega company has received 70 or 75, sure we are beseiged a 
every turn. 

Mr. Mitts. The pressure is on you, of course, to certify at the 
highest possible figure. 

Mr. Harrison. Yes; and I might say, as this committee doubt) 
knows, there is a considerable school of thought in Congress that t] 
it was the intention to certify 100 percent. I am advised that the: 
was a bill introduced to that effect. I have had many difficult times 
because I have been unable to certify several situations for 100 percent 

Mr. Miits. Not only that, but it has been rather carefully con- 
sidered, I understand. 

Mr. Harrison. Yes. 

Mr. Mus. What other incentives are available to you as Defer 
Production Administrator to stimulate the production of essentia 
facilities ? 

Mr. Harrison. We have established under General Farrell a s 
arate division whose sole duty will be to see to it that every poss ble 
aid is given to these people who have expansion projects thought + 
be in the national interest, to make certain that they get the expediting 
help, the priority help, and the things necessary to complete these jobs 
at the earliest possible moment. Reference was made to the ste 
program. I might say that I am very much distressed with the 
program and the indicated periods of time when new steel expansio 
is to come in. We are working with the industry now to see what 
can be done to bring those completion dates forward. 

Mr. Mus. It is a long time from the date of issuance of thu 
tificate until you get production, is it not ? 

Mr. Harrison. Too long. One of General Farre ll’s prime resp 
bilities is to lend whatever help is necessary, Government help, to g 
these jobs finished, and that help will take the form of mate: 
priorities, and things that go with it. 

Mr. Mirus. Your agency has administration, as I understand it, of 
sections 501, 302, and 303 of the Defense Production Act, and pr 
sumably that is what General Farrell has jurisdiction over, that a 
other things? 

Mr. Harrison. I recall 302 and 303 but I don’t recall 301. 

Mr. Farrect. Guaranteed loans. 

Mr. Harrison. I recall the other two because we have been in that 
business but I don’t think we have been in the business on the guara! 
teed loans. 

Mr. Mitts. Aside from General Farrell, what staff do you has 
available now for administering the authority given to you unde! 
sections 301, 302, and 303 of the Defense Production Act? 

Mr. Harrison. Might I ask, please, General Farrell to answer t! 
He is in charge of it. 
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Mr. Farreti. Mr. Woodside has a fairly large group that coordi- 
nates the entire matters of guaranteed loans and tax-amortization 
certificates. 

Mr. Miius. Will you, General Harrison, or some member of your 
staff, outline for the committee the action taken by your agency in 
your effort to increase expansion of facilities for the production of 
aluminum, for example—that is, have any V loans been granted ? 

Mr. HARRISON. Micht I refer that to Mr. Woodside ? Have any 
V loans been granted ¢ 
Mr. Woopstpr. Not to my knoweldge. 
Mr. Mirus. What are the amounts of amortization certificates 
ranted and the percentages allowed? I have mentioned aluminum. 
Mr. Harrison. Thus far, and again subject to correction by Mr. 
Woodside, they have been 80 percent. ; 

Mr. Mirus. That is the over-all percentage of amortization. 


Mr. W oopsip1 . Eig! ty pe reent to three companies and SO percent to 


two. 
Mr. Minis. They are engaged in different stages of production, are 
thev ¢ Is that the reason for the difference ? 
Mr. Woopsipr. The other two are small companies and we felt they 
needed a little extra assistance. 
Mr. MILLs. You gave them 85 and the larger companies SO? 
Are there any procurement contracts guaranteeing a certain price 
for the production of aluminum from new facilities ? 
Mr. Harrison. Sir, I only have such general knowledge of that that 
[ really think Mr. Larson or some representative of the General Serv- 
es | ould better answer that question. 
Mr. Munus. That would be a question to direct to him, would it ? 
Harrison. I would think so. I know in general terms, but I 
ifraid | might not have the complete story 
Mr. Muzs. I am not picking out aluminum for any specific reason 
to criticize, but since it is produced in my own State I happened 
ink of it. What is the total investment in new facilities for the 
duction of aluminum under your program of expansion ? 
Mr. HARRISON. Do you happen to have that information ? 
Mr. Woopstne. I don’t have that. but I will be clad to get it for you. 
Mr. Miius. Do you have the maximum contingent liability that the 
Government incurred to obtain this expansion ¢ 
Mr. Harrison. I would think, sir, it would be better if we attempted 
get that information because, whatever it is that has been done, it 
is been done by the General Services Administration in working out 
the general contracts. 
Mr. Mirus. I would like to ask that that be provided and that it 
appear mn the record at this point. 
The information requested follows:) 
DEFENSE PRODUCTION ADMINISTRATION, 
Washington, April 8, 1951. 
orandum to Mr. Charles W. Davis, clerk, House Ways and Means Committee 
Total investment and maximum liability under aluminum expansion 
gram 
1. Total estimated investment by five companies in the expanded aluminum 
ies progran £260,000, 0007 


Alcoa, Reynolds ‘ Harvey 
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2. Estimated maximum liability of the Government under the aluminum expan 
sion program—$466,000,000. This includes contingent termination payment 
one-half of item 1 in event contracts are terminated at end of 2% years. 

Byron D. Woopsipe, 
Director, Defense Expansion Divis 

Mr. Mixts. In the case of the Jones & Laughlin Steel Co., why 
such a high percentage granted in view of the obvious long-rang 
potential requirements for steel ? 

Mr. Harrison. In the case of Jones & Laughlin, my recollectio 
that that starts at the low end of the program. My recollectio: 
that in round figures Jones & Laughlin was granted 55 or 60 pe 
It was a long time ago. Then it ranges on up to 85 percent. 

Mr. Miutzs. In your memorandum you point out 60 percent for st 
plant facilities. 

Mr. Harrison. The reason I happened to know the Jones & Laug 
lin, sir, it happened to be the first case that was approved. It w: 
project that was well under way. That was where we got into 
attempt to interpret what we thought was the will of Congres 
recognize jobs that had started. The Jones & Laughlin case happens 
to be familiar. Furthermore, it raised such a storm and cry in ¢! 
industry when it was known that whatever this figure was, 55 or | 
percent, was granted that we were beseiged on the thing, so it is very 
close. 

Mr. Mitts. I may be wrong and if I am I wouldn’t want it in 
record but I understood a storm was raised on the other side, too, 
because they had been promised 100 percent amortization. That was 
before your time. 

Mr. Harrison. Yes. I do recall, sir, some discussion of that, | 
again remember, please, that was in the early days, and there was 
any organization. Yes, I do recall that the Jones & Laughlin people 
told me that they had been promised 100 percent, and they seemed 
outraged. I must say that after we sat down and worked the thing 
out, the president of Jones & Laughlin Corp. thought that what was 
granted was very fair from the corporation’s standpoint and 
fair from the Government standpoint. 

Mr. Miiis. What does the Jones & Laughlin percent average? 

Mr. Harrison. Somewhere between 55 and 60. Again | 
glad to get it. Iam relying on my memory because it was 3 mont 
or more ago. 

(The following information was subsequently submitted :) 


OrriceE MEMORANDUM, UNrtrep STATES GOVERNMENT 


APRIL 2, 1 
To: House Ways and Means Committee. 
From: Byron D. Woodside, Director, Defense Expansion Division, Ds 
Production Administration 
Subject: Certification of Jones & Laughlin Steel Corp. for tax amortizati 


+ 


The following applications for tax amortization have been filed with this « 
by the Jones & Laughlin Steel Corp. Indication is made as to action tak 
these applications to date. 








REVENUE REVISION OF 1951 


PITTSBURGH 


number 


ll open heart 
Blooms and 
Scarfing yar 
10-ir ‘ Dar y 
Ex} and river 
Annealir 
Storage buil 
Rolling 


ov 


Byron D. Weopstpe, 
Director, Defense Expansion Division 


plied t 





2688 REVENUE REVISION OF 1951 


Mr. Mitts. They have had some 12 or more certificates approved, | 
understand. I am referring to all of them. I am sure they are fo: 
different purposes. 

Mr. Harrison. They did have some applications with the Depart 
ment of the Interior for ore facilities and others, and I really do not 
know what was granted by the Interior Department and the Security 
Resources Board because I didn’t happen to be involved in it at t 
time. I was only thinking of the National Production Authority 
end of it. , 

Mr. Mis. Gener: il Harrison, as you know, the President has ( 
his desk, if he hasn’t already signed it today, a bill providing for + 
renegotiation of contracts. In your opinion should amortization be 
allowed in the renegotiation of contracts ? 

Mr. Harrison. Honestly, I am without any information even to g 
judgment on that. I don’t know what it is. I don’t know what tly 
bill is. 

Mr. Mitts. You understand, I am sure, that under the provisions 
the bill, which has passed the Congress, if the Jones & Laughlin | 
since I just mentioned it—and I am not criticizing in any way—shoi 
produce 100 percent for the Government, say the War Departme 
and should sell everything it produces in these new facilities, th 
rapid amortization provided would be permitted as a cost of prodw 
tion, that is, that percent of it attributable to defense before the pi 
could be reduced under renegotiation. 

Mr. Harrison. No, I did not know. 

Mr. Mirus. The price might be considered by everyone to be exces 
sive, but still nothing could be done about reducing that price below 
an amount which would still permit this percent of the cost being 
attributable as a cost of production. It has caused me some concer 
I did not raise any objection to it because I could not find anyone w 
considered it worthy of objection at the time we had it before us. 
wish you would, just for my own benefit, consider, since you are 
eminent businessman as well as the head of an agency of the Gover 
ment at the present time, the question of whether or not amortizati: 
under section 124A should be permitted as a cost in determining t 
clirect price under renegotiat ion of contracts. 

Mr. Harrison. I will be glad to get my thoughts together on thia 

Mr. Mixxs. It is alarming to me the amount of money that may be: 
involved even in procurement, let alone in the question of revenues 
particularly the amount of revenue that could be involved 
particular feature of renegotiation. 

Do you believe that amortization should be allowed by the procure 
ment agencies in setting their prices for war materials, that is, t 
percent under this provision for rs ipid amortiz: ition % ? 

Mr. Harrison. Again, please, sir, I am getting a little bit out 
my field, although I happened to be a procurement officer in the last 
war. I then knew that our practice was not to recognize accelerate: 
depreciation. 

Mr. Mus. You understand, though, that at the present time it is 
being argued by some in indust ry, at least, that if the President sh 
sign the renegotiation bill which is now before him, in which tl 
Congress clearly indicates that rapid amortization is to be considered 
as a cost of operation in connection with renegotiation, that rap 
amortization should likewise be considered as a cost in determining 
contract prices. 
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Mr. Harrtson. Sir, I can visualize some cases where it seems clear 
that rapid amortization should be allowed in the cost. For example, 
f there has to be purchased a special press to press out parts of 
aluminum for an aircraft program, and if it is conceivable that that 
press has no useful life after the emergency, I should think that the 
01 tract price should include the cost of depre clatinge that particular 
niece of machinery during the life of the contract. I can go to the 


ot] er extreme end and visualize Any cases where if would seem clear 
to me that there would be no justification for recognizing the acceler 


ated part of the depreciation as an expense in the price of the product. 

Mr. Mitzs. I can agree with you completely if you permit as a part 
of the costs in determining the original contract price normal depre- 

ition or obsolescence, but I have great difficulty in agreeing that the 
Government must in fixing the price originally for an article needed 
allow 20 percent of the cost of the facility if that facility has been 
certified for 100 percent amortization under section 124A. It seems 

me that if we do follow such a policy—and I am bringing it up solely 
ecause you mention it on page 11, under paragraph marked (n), when 
you say: 

In the last war only normal depreciation was allowed in contract pricing, but 
full amortization was allowed in renegotiation. The policy to be followed in the 
sresent emergency has been under study and it is believed that the old policy 
wi | continue. ; 

I raise the question because of the apparent doubt indicated in this 
statement as to whether or not the old policy will continue. To me it 
should by all means continue. Otherwise the Government is paying 
for the cost of the facility amortized at 100 percent when it buys the 
ticle and then by allowing the same amount tax-wise would be again 
paving for the cost of the facility. If Lam wrong, I would like to be 
hown where Lam wrong. If I am not wrong, certainly that one con- 
if ration alone should deter anyone from including rapid amortiza- 

m in the cost of the contract price of the article originally purchased 

y the Government. 

Mr. Harrison. Sir, I don’t think there was anything in this memo- 

ndum that would suggest that we have any views developed with 
espect to that particular thing. We made reference to it. We indi- 

ted it was under study. I don’t think it was intended to imply that 
have any doubt as to whether the old procedure was the wise one 
ot. We have not arrived at any opinion, and I quite subscribe 
the statement that you made. 

Mr. Mitus. I would like to get your support of that statement by 

ving you so advise anyone in the Munitions Board or the Defense 
Establishment who might talk to you on the subject. 

Mr. Harrison. Sir, as soon as I have the opportunity to read the 

w renegotiation act and get posted I will do as you suggest, because 

you talked I found myself in full accord with the views that you 

express dd. , F 
Mr. Mus. There is another side to it, too, because your certificates 
not limited to those industries that deal with the Government 
solely, in which case they would be subject to renegotiation or original] 
mtract pricing with a department, but they may produce, from the 
st I have seen, articles that may never be sold to the Government, 
ett ey) do contribute to our emergency situation. If the percent of 
ost which is allowed over a 5-year period is a legitimate cost. in 

termining the price, I can well see that Mr. DiSalle would have a 
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most difficult task in keeping the price of goods to even the civi! 
under a ceiling. 

Mr. Harrison. I am glad you brought that up because we do | 
responsibility in the fiel lof procurement policy and procurement p 
tice, and I shall be certain that we include that item in our co) 
eration. 

Mr. Muits. I hesitate to take any more time of the committe: 
have just two or three more questions, if I may. 

At the present time, General Harrison, are you making any re\ 
as to the reasonableness of the cost of emergency fac ilities which 
the subject of applications for certificates of necessity, or do yor 
merely take the cost estimates which are set forth in the applica: 
by the applicant ? 

Mr. Harrison. I would like to be in a position to say that the 
gate agencies do make a very careful review. My own judgment 
that it is very diflicult to make a careful review because at this t 
I don’t know how it is possible to make firm estimates of costs, pa 
ticularly of construction costs where there is likely to be difficult: 
obtaining materials and other things. While an effort is made t: 
it, sir, 1 think it is with a very broad brush. 

Mr. Miuis. I was under the impression that during World Wa: 


at least an effort was made, and I don’t know how successful it was 


to determine the reasonableness of the costs 

Mr. Harrison. Sir, | would be remiss if I said I was under thy 
pression an effort wasn’t made to do it. 1am trying to give the p1 
tical answer that despite the effort, I do not feel that it is too 
because costs are fluctuating very widely now. 

Mr. Mitis. That is true. What disturbs me is the questior 
whether the Bureau of Internal Revenue can do anything about 


amount certified for amortization over a period of 5 vears if the costs 


of these emergency facilities are found to be unreasonable in fact 

I understand there is nothing that the Bureau can do about it. 1 
are costs and after the decision is made an allowance must be giv: 
regardless of whether or not they are reasonable. In our Inte: 
Revenue Code in many instances we refer to discretion to deter 
the reasonableness of COSTS which are allowable its deductions ne 
income. 

Mr. Haretson. Sir, in, for example. the expansion of steel, ta 
that as a typical illustration, it is distressing beyond words t 
the difference In cost to pro lue e ano the r 100 tons of stee l. for exam) 
as between the different projec ts. In one project to p rroduce an 
100 tons of steel a ve ry minor addition or 4 pee is involved 
another project to produce 100 tons of steel ; great expansio! 
quired. I have seen some cases where the added in rement of 
four or five times the average cost that now obtains. While I sav w 
recognize those things and give consideration to them, up to the | 
ent it has been possible to do it only on a very broad brush basi 
would be misleading you if I left you with any other impression 

Mr. Miurs. General Harrison, I have been pleased to notice f 
the memorandum which you have submitted that it is the present p 


tice to take into account the postemergency usefulness of the facilities 


before any certificate of necessity is granted. To me that is a ve! 
important factor. This was the practice during World War II 

other words to make clear that this was the understanding, at | 
of the House conferees on the Revenue Act of 1950. I desire to off 
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for the record correspondence between this committee and Mr. Charles 
Murphy, special counsel to the President, setting forth that postwar 
usefulness should definitely be taken into consideration and that this 
program should be carefully administered. 

[ am asking unanimous consent that the correspondence go in the 
record at this point. General Harrison has referred to it in his memo- 
randum. Is there objection to that request ¢ 

The CHatrMan. Without objection. 

The correspondence referred to follows:) 

: 12, 1950 
CHARLES S. Murpuy, 
Special Counsel to the President 
The Whete Hlouse, Washingt 
van Mr. Murpuy: After reporting to Chairman Doughton the substance of 
conversation this morning, during you indicated that the position of 
dininistration as to enactment of ate amendment 106 of H. R. 8920 
ng to amortization of emergen ne ; generally favorable and that 
ould be willing to look further into ackground ¢ this decision if the 
ttee should so desire. I have cted airmatr Doughton 
lest answers to the followi: li or ibmissio . tha mnfere 
H. Rk. S820 


T« 
en Oo} 
Is there evidence that fa ! ! ! Loren War and for the 
y-range defense program are eing delaye i » ot >) lity of exist 
ng depreciation policies under the tax law? 
”’ When the risk of acquisition of facilities needed for he defense program 
t great for private capital under existing law, under at circumstances 


d it be to the best interests of the Govern t to provide for direct fir 


nane 


il under what situat I lit he ¢ \ fngeous ft ) . r indirect 


cing through the tax it 


In view of the criticism « ites of 


sity in World War II result 
es came out of the wa 
could either use or, as s« ay lone, ‘ 
106 provide sufficient uaranty aga ta repet , if the War Il 
ence 7 
nee the amortization deduction : ag ordin: co should 
ion be amended to 
the sale of a fully an 
» subject of amo 
an excess 
tponement of leg tive ; 
d by Congress? As precedent, bot! l 
cluded in the Second Revenue Act of 1940 
ir expeditious consideration of this reque 
Sincerely, 


Es W. Davi 


rue WHite House, 
Vashington, September 15, 1950. 
CHARLES W. Davis, 
Clerk of the Committee on Wa d Means, House of Representati 
Washington, D. ¢ 
AR Mr. Davis: Upon receipt of your letter of September 12 relating to amor 
on of emergency facilities, I arranged for consideration of the questions 
ed therein by the representatives of the depariments and agencies of the 
nment principally concerned with this matter 
tached is a memorandum setting forth the views arrived at as a result of 
onsideration of the questions raised in your letter. I think it can be fairly 
that this memorandum represents the best judgment of the administration 
ese questions, 
ise assure Chairman Doughton and the other members of the conference 
ttee that we are grateful, as always, for their consideration of our views. 
Sincerely yours, 
CHARLES S. MurpPHy 
Spee al Counsel to the President. 
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MEMORANDUM CONCERNING AMORTIZATION OF EMERGENCY FACILITIES 


This memorandum is in response to the questions relating to amortizatio: 
emergency facilities, raised at Chairman Doughton’s request in Mr. Davis’ let 
of September 12, 1950. In drafting this memorandum, the Treasury, Def: 
Agriculture, Commerce, and Interior Departments, the Council of Econw 
Advisers, the National Security Resources Board, and the Bureau of the Budget 
have been consulted. 

Before answering the specific questions, it would be well to state the adininis 
tration’s geneval point of view concerning the provision of accelerated amort 
tion under the tax laws, and its relation to the national defense effort. 

At the present time, it is necessary to increase very rapidly our output 
defense equipment and supplies. While this requires considerable conversio 
existing facilities, particularly in the short run, we must be prepared fo 
large defense program which may last for Many years. Consequently, to t 
largest possible extent we should meet our defense needs by creating add 
productive facilities. This is true not only of facilities needed directly to tu 
out implements of war, but also of facilities needed to expand our production 
basic materials, such as steel, and basic equipment, such as machine tools, 

A large expansion of needed investment by private businessmen will 
doubtedly be forthcoming without any special Government help. But it se« 
clear that, especially in a period of high corporate taxes (even without reg 
to the excess-profits tax), there will be many cases in which businessmen 
be reluctant to build needed facilities, without Government help, because 
cannot be assured that the facilities will be economically useful throughout 
normal period of life. 

There are a number of ways in which such Government help may be mac 
available. Under the Defense Production Act, the Government is autho: 
to make loans and loan guaranties, and to make special procurement cont 
ull of which may be effective in getting desirable facilities built. 

Another means of aiding private investment is provided by permitting acc 
ited amortization of emergency facilities for tax purposes, Provisions to pe 
this are contained in H. R. 8920 as it passed the Senate. The purpose of 
provisions is to encourage private companies to build facilities needed for 
fense, by permitting them in appropriate cases to recover part or all of the 
uvestment in such facilities in 5 years, without regard to the regular amort 
tion provisions of the tax law. From the standpoint of the Government, 
tax incentive can help get facilities built where and when they will be 1 
useful. From the standpoint of the private owner, it helps to ensure that 
will not be left, when the emergency is over, with facilities which are not valu 
n his enterprise, but om which he has still to recover his investment. 

It is the administration’s view, therefore, that provisions for acceler 
umortization are desirable and should be enacted. 

Such special tax incentives should be of particular significance in indu 
firms to select locations for new plants with primary regard for national secur 

ither than economic considerations It may be very desirable to ask business 
to locate new plants in places other than those they would select on the basis 
cost and market considerations. Accelerated amortization may be used to « 
pensate businesses which participate in such industrial dispersal. 

With respect to the specific questions, the following comments are offer: 

The first question was: “1. Is there evidence that facilities required fo 
Korean War and for the long-range defense program are being delayed be 
of the rigidity of existing depreciation policies under the tax law?” 

There is evidence that, in a substantial number of cases, the building of new 
facilities required for the defense program is being delayed because there is 
rrovision now in the law for accelerated amortization. While business: 
generally expect that such a provision will be enacted, they do not know whiet 
t will be retroactive, nor do they know to what extent they may benefit by 
(‘onsequentiy, they are reluctant to make investments, both because of 
concern as to the risks involved in building facilities that may not pay out 
because they anticipate the enactment of accelerated amortization legislatio! 
some sort at some future date which might yield them benefits not now avai 

It is expected that this question will become of increasing importance as 
procurement agencies place more and more defense orders. It is expected 
example, that additional facilities will be required in the near future for proc 
ng electronics equipment; miniature bearings; various guided-missile co! 
nents; some industrial chemicals; military aircraft engines; some explos 
materials; and large presses and other special types of metal-working equip 
The needed expansion in these lines is much greater than normal growth of 
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nd would warrant, and more than the usual business risk would attach to 
expansion unless provisions were made for quickly recovering the capital 
avs. Wedo not know now the extent to which accelerated amortization will 
1 to be used in these cases, if at all, but it is the uniforn judgment of the 

vernment officials concerned that accelerated amortization will be necessary 

some cases and should be authorized now 

he second question asks: “2. When the risk of acquisition of facilities needed 


the defense program is too great for private capital under existing law, 
lt r what circumstances would it be to the best nterests of the Governme nt 
provide for direct financing, and under what situations would it be advan 


I 
eOUs TO provide for indirect financing through the tax incentive of accelerated 


epreciation ?” 
in a large defense production program, both direct Government construction 
1 ownership of defense facilities, and private construction and ownership 
sted by tax incentives and other financial aids, will be needed Many factors 
involved in the decision as to which method is most advantageous to the 
vernment in any given case In general, private construction is clearly pre 
h only a fraction of the output is for direct defense use, 


ible in Cases ih W hi 
which a new facility is an integral part of an existin ant or pi uction 
wess, Direct Government construction may be pre able. and ‘ neces 
_in cases in which plants are exclusively or pr 
ce implements of war, and are unrelated to e 


the present time the Government has no ceneral 


ition and ownership of defense facilities Authority for d 


construction would be desirable to supplement an accelerated 
since if the Government has no alternative except reliance on the willing 
forced to be ‘ » generous 


ess of businessmen to expand facilities, it may be 
extending tax benefits than is actually justified The Gove! obviously 
i be in a position to build defense ivate ss will not 
»except on exorbitant terms 

ertheless, an accelerated 

» delayed pendir the e 


d defense facili 
, f +} 


third question i 3. In vie eri 
War 


out of the war w ew val le, fully amo1 


e certificates of necessity World 


mt ‘many companies came 
cilities which they could either use 2 some ha ‘ » sell would 


1M) pr ide ciel li itv agains repetitiol 


nt ; 


e enactment of amendmen 
the World War LI experience 
rhe purpose of a rapid amort 

The World War II statut } ret needed 


Vas ¢ learly successful 


‘ 


The criticism of the Brewster commit was a 
spects of the administration of the World W 
nesses were permitted to : ze, during the 
ed out be extremeé iv Vvaiua je tor nondetet ul when ie war 
‘rr. They were then able to make profits from those faciliti ixable at 
r postwar rates or to sell the facilities and pay only capit: uit rates 
‘resulting income. 
Insofar as is consistent with the primary purpose of getting needed facilities 
t, the law obviously should be administered so as t nimize postemergency 
vantages to the businessman who build them No law can “guarantee” against 
ich special advantages, because matters of judgment are involved in each case 
he present language of H. R. 9420 does, however, clearly permit the President to 
blish proper and uniform standards and procedures for administering the 
pid amortization provision Furthermore, the present language clearly con 
plates that the Government should permit accelerated amortization of only a 
of the investment in cases where some postemergency usefulness for the 
ties can be expected These provisions appear to be suflicient, if admin 
red firmly, to enable the Government to minimize special advantages of the 
pe which the Brewster committee criticized. If experience indicates that 


>to increase the effective 


endments are needed, either to guard against abuse o1 
of accelerated amortization as an incentive for plant expansion, they can be 
de later. 

The fourth question was: “4. Since the amortization deduction is offset against 
linary income, should the provision be amended to prevent the applic on of the 
apital gains tax rate upon the sale of a fully amortized facility?” 

: elieve that it would be highly desirable to provide that a 

of amortized facilities be taxable as ordinary income, to 
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amortization had exceeded normal depreciation. Such a provision would 
vent one type of special advantage which was possible under the amorti: 
provisions of World War II. The justification for allowing a speeded-up w 
off of plant costs against large profits under high tax rates, including ex:, 
profits tax, is that the plant may be useless after the emergency. If the p! 
sold later at a profit, this assumption would obviously be proved false. Sincs 
accelerated amortization allewance during an emergency is applied against 
nary income taxes, it would seem only fair that any subsequent gain res 
from the sale of an amortized facility should be taxed at ordinary incon 
rates, rather than at capital gains rates. 

This could be accomplished by adding to the bill an amendment of 
117 (g) of the Internal Revenue Code which would add a new paragraph t 
section along the following lines: 

“(3) gains from the sale of any emergency facility, as defined in 
124A (d), shall be considered as short term capital gains to the extent t 
amortization allowed under such section exceeds the depreciation otherwise 
able under section 23 (1) with respect to such facility.” 

Such a provision would not reduce the legitimate incentive given busines 
by granting accelerated amortization, since businessmen request accel 
amortization not for the purpose of obtaining facilities for later sale at a 
but for the purpose of protecting themselves against the possibility of lates 

The fifth question was: “5. Is the subject of amortization so interrelate: 
other problems such as enactment of an excess-profits tax and renegotiat 
war contracts as to warrant postponement of legislative action until these 
subjects are considered by Congress? As precedent, both amortization 
excess-profits tax were included in the Second Revenue Act of 1940.” 

The rate at which facilities are amortized is an element of cost in cal 
business profits. Consequently, accelerated amortization has a bearing up 
calculation of excess profits for purposes of taxation or renegotiation. 

it is the administration’s view, however, that this relationship does not ma 
advisable to postpone consideration of accelerated amortization. In any j* 
of growing defense efforts, one of the most urgent problems is to expand fa 
To postpone providing for accelerated amortization could seriously delay 
expansion 

When excess-profits tax and renegotiation legislation is enacted, if wv 
necessary, of course, to consider the interrelationship of the three types of 
tion, and possibly to amend the accelerated amortization provisions, assuming 
are enacted in the meantime. 

Mr. Minis. General Harrison, I am not going to take any mor 
your time, but I had particularly in mind the question of the ex) 
sion of high-tenacity rayons. Are you thoroughly convinced 
without these nev pl ints being constructed for which ap — atiol 
necessity certificates have been and are being issued, for w 
some applications are still pending, that there will be a hetine 
tire cord for which this high-tenacity rayon is being used / 

Mr. Harrison. Sir, I am without knowledge of that. Those a 
cations are now in the National Production Authority, the Ind 
Division, are h is studying them and trying to make a determinati 

Mr. Mu What de leeate agency makes that ? 

Mr. reat The National Production Authority. They hay 
an Industry Division, sir, that is studying that, and when the st 
comes to us it will be some supporting evidence for or against. w! 
ever is proposed. I do not happen to know the supply figures in t! 
industry or the demand figures. 

Mr. Miuis. The percent of rapid amortization of total cost in | 
case, as I understand it from your memorandum, is 50 percent. 

Mr. Harrison. Yes. 

Mr. Mis. If this high-tenacity rayon is used in tire cord, as is 1 
understanding, it would occur to me that there might be in proces 
plans for the expansion of the production of tires. Do you knov 
any such plans or any plans for the expansion of the production 0! 
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tires corresponding to this expansion of rayon for tire cord that has 
ready been approved ¢ 
Mr. Harrison. I am sorry, I do not know of any cases, but we will 
ne glad to search the records and find out if there are any. Do you 
now of any ¢ 
Mr. Woopsipr. I will be glad to try to answer your question. ‘There 
ive been two cases involving high-tenacity rayon certified. Both 
f them have been 50 percent. The reason for that is as follows: The 
a] tenacity rayon Is necessary in reinforcing tires made with sub- 
ntial amounts of synthetic rubber. The cotton fibers are not suit- 
They heat up. The estimates made in December when these 
; were certified were to the effect that there would be a 10 percent 
tary demand in the switch-over from natural rubber to svi thetic 
ber and they were fearful that without some expansion of the high- 
city rayon capacity they might fall short of the requirements to 
take eare of the tire requirements using synthetic rubber. 
Since then I think the rubber picture has changed somewhat, and 
have not certified any more rayon cases, There are four or five 
the defense structure at the moment that have been filed. They 
:not being acted upon until this whole rubber and synthetic-rubber 
iation has been reappraised. That, briefly, is the story. 
Mr. Mritus. What is the sit iation with respect to 1 vion ‘for the tire 


1 
i 
. . . i | 
rdf I understand it is used in airplane tires. There is likely to 
some expansion there; is there not? 
Mr. Woopstpe. I can’t answer that, sir. I don’t think we have cer 
{ 


ied anything in nylon, and I don’t know at the moment what appli- 
ms are In on nylon. 


Mr. Miizus. I know you haven't certified anvthing on nvlon. but 


] Sume 1n view of the expansion of our airp! ine program there 


be a greater need for nylon for tire cord there. I 
hey use nylon because it is lighter. 
. Woopstpr. There is nylon used in the military 
repared to tell you at the moment ] ist what the 
Mitis. General Harrison, would you have any 
or in the re ord at this point the appli ito! 
“il on which certificates have be 
nt of rapid amortization which has hee! allowed in each case, 
H ARRISON, Would you want each applic ition 4 
. Muus. Yes 
HARRISON. Yes. I want to be sure that is all : lies l and 
ist relating to the rayon or the nylor 
.Muus. No. That is all applications. 
r. Harrtson. There are some five or six hundred. just wanted 


sure, 


we] —wed wut | 


Ir. Mirus. I notice from time to time you have been making those 
ible to the public through newspapers in the form of releases. 
k it w ill be helpful to have it in the re ord, 

Harrison. We will be glad to, and if they are not in sufficient 
| we well be glad to supplement it. 

Mr. Mrtzs. Fine, thank you. 

Did you have something further to say, Mr. Woodside? 

Mr. Woopsiwe. One thing. if I may. This list is up through March 
We can leave it now and we will supplement it with cases issued 
» then 

Ml HARRISON. We make it up on a mol thly basis. 

(The list referred to follows :) 
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The Cuarmman. Mr. Reed will interrogate the witness. 

Mr. Reep. General Harrison, I have followed this paper which you 
presente “| he ‘re quite closely. 

Mr. Mills has just put into the record some correspondence on the 
part of Charles S. Mu phy 7 special counsel to the President, addressed 
to Mr. Charles Davis, clerk to the Committee on Ways and Means. 
It is referred to at page 9 of your statement, and Mr. Mills has just 
referred to that again. There is no use in my reading it here. | 
think everybody listened to it. It strikes me that it is rather a new 
technique of trying to build up what the intent of Congress is supposed 
to be. 

On page 16. 70 * the Congressional Record under the date of 
December AT fou, Senator Johnson of Colorado addressed the 
Senate: 

Mr. President, as a ps f the Revenue Act of 1950 the Congress provided for 
5-year amortization of facilities certified as essential to defense purposes. This 
provision Was substantially a reenactment as to facilities acquired and to be 
acquired in the present and future years of operation of a like provision applica- 
ble to World War t 

In the committee’s consideration of this provision the suggestion was made 
that the amount of the facility subject to ; amortia ation should perhaps be reduced 
by that portion of the facility represe nting its probable economic usefulness after 
5 years. Pais proposal was rejected, and no such basis for reduction was recog- 
wt a by the bill as finally en acted 

Since the enactment of the 1950 law, regulations have been promulgated by the 
certifying authority adopting the very provision which the Congress rejected. 
Apparently support fe this action was believed to be found in a clause of the 


amortization provisions authorizing the inclusion in the amortizable b 
facility of only su ortion of the cost as the ¢ 
attributable to defe ry < itily this 


| 
‘ely different pn 26, imely, t ri express provision for nartin 


ertifving anthority cert 
lause was ntended te 
on of fac t ( nultaneous! lefense purposes 
It is the purpose of 

construction of ft ortiza I re ion { accomplished by repealir ! 

clause in the act Vi the : il trat > acti was supp sed to have been 
base t is not believed that t] ause ary for the purposes which 
it Was originall ntended to serve, and its deletion from the law ill prevent the 
future reduction of the mortiza » ba if fa i ‘ grounds which the Cor 


gress did not contemy] 
I hope that is clear to th nator from Vermont 
Who |} ul questio f mendment 
Do von agree W what Senator Johnson said / 
out the intent as | 
Mr. *1gnasadoed 
If I followed Senator Joh 
urging that we recognize 100 per 
that it. sir? 
Mr. Reep. I will just hand this to you 
carefully, if you will, so there will be no misunderstanding. 
just who is responsible for the intent of Congress. It is right 
document ha ded to Mr. Harrison l. 
. Ha RRISON, UA I read this thing here on he { t pa ‘ _ rather 
oO ither that the proposal here a * to the encourage ment for LOO- 
ercent accelerated cl pr ciatior ‘ Is that the inte nt ? 
Mr. Reep. Did you read the next part there ¢ 
Mr. Harrison. I am sorry, sir, I don’t find that I can get a clear 
interpretation of it. As we read all of these things, there is an exer- 
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cise of judgment by the Administrator in what he shall recognize, and 
what we tried to say in this memorandum was that we did not think 
it was the intent of the Congress to indicate that every facility should 
be certified to the point of 100 percent, and there are none of our 
ground rules, so to speak, or administrative rules that suggest that 
100 percent will not be granted where 100 percent is indicated to be 
the right thing. 

Mr. Reep. What I am concerned about is this: I don’t want an 
effort made here by any individual or committee or even the counsel 
to the President, Mr. Murphy, to determine what the intent of Con- 
gress is. Congress has been usually very definite in expressing its 
purpose in passing legislation. I don’t recall whether any attempt 
has been made here to interpret it, and many of the Senators appar- 
ently have a different interpretation. 

Mr. Harrison. No, sir; because the record indicates that we have 
certified some facilities at 100 percent. The thing that we discussed 
in this memorandum was to ath om certain that there was no insistence 
on the part of Congress that everything be 100 percent, as we interpret 
it, sir. 

Mr. Reep. I am not criticizing you, sir. I am just bringing out the 
new technique of interpreting the intent of Congress by writing the 
clerk of the committee. 

Mr. Harrison. Might I say, sir, that we think that the Congress 
took a very broad and long-sighted view of this whole matter and has 
brought about a very constructive piece of legislation that does encour- 
age the expansion of our resources. 

Mr. Reep. Thank you very much. 

The Cuamman. General, you mentioned that the expansion of the 


resources of the country is one of your responsibilities. 

Mr. Harrison. Yes, sir. 

The Cuamman. Your responsibility is to meet defense needs and 
requirements. To expand the ——o of resources of the country 


would be a tremendous undertaking, would it not ? 

Mr. Harrison. We relate it directly to the defense program, and 
my remarks, I am sure, sir, were intended to point out those areas 
where the impact of the defense program has been such that we find 
ourselves in short supply of resources. The term “resources” I use 
in the sense of steel, aluminum, chemicals, and the things that go to 
provide the basic end products. 

The Cuatmman. You didn’t mean beyond emergency needs for na- 
tional defense, did you? If you did, I don’t know where you would 
ever stop in expanding the resources of the country, which is the term 
you used. That would take in agriculture. One of the greatest re- 
sources of the country would be agriculture, and also mining and 
everything else would be included. I don’t know where you would 
ever stop. 

Mr. Harrrson. I was testifying, sir, in relation to the products that 
we have to deal with, and in that sense I did use “resources.” 

The Cuatrman. If it is beyond production to meet the defense needs 
and requirements, how far beyond? 

Mr. Harrison. Beyond that to the point to insure that there are 
resources in this particular field that are adequate not only to care 
for the defense program, but to insure a strong economy to back up the 
defense program. 
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The Cuarmman. But it is related to defense, and not beyond defense. 
I just wanted to get your interpretation of your duties and responsi- 
bilities. 

Mr. Harrison. Mr. Chairman, if defense is referred to in terms of 
so many end-products for the military, so many planes, tanks, and 
guns, we are going beyond that terminology of defense, and we are 
going to the point, in substance, of m: iking certain that there will soon 
be a period when restrictive controls on materials and other things can 
be lifted, so that there will be a return to our free economy, and so that 
the economy will not be on a controlled basis. That has been the broad 
interpretation of our acts under this defense program, sir, and that is a 
matter of judgment, and it would be very helpful to obtain the views 
of this committee as to how far good judgme nt would seem to go in 
these matters. 

The Cuarrman. What concerns me is how far you might go. From 
your statement, if you go beyond emergency needs—the military 
requirements for the national defense—then it seems to me that there 
ought to be a definition so we will understand how much farther you 
are to go in this field. 

Mr. Harrison. I would think, Mr. Chairman, that that could best 
age ‘veloped as we study our programs, program by program, and that 

; just what we are doing. For example, in aluminum, steel, and 
othe rs we are attempting to establish targets for what is the expansion 
of that particular resource. I use “resource” in that broad sense. 

The Cuarrman. Mr. Eberharter. 

Mr. Esernarrer. General Harrison, you have issued some certifi- 
cates to industries or concerns that already had started and perhaps 
had already financed expansion of their plants, going back to ones 
that started their expansion long before Korea. Do you think we 
ought to go back that far in amortization ? 

Mr. Harrison. We thought it was the intent of Congress to start 
that as of the beginning of 1950. We have not gone back beyond the 
date that was indicated in the act. 

Mr. Eseruarrer. A question arises in my mind whether or not the 
act should have taken care of the expanded facilities that had been 
already commenced before Korea. Nobody had any idea whatsoever 
there would be this increased tempo of production. Some of us are 
concerned that in this alre: ady tremendous expansion we should go 
back and allow increased amortization because these businesses evi- 
dently felt the need for increased production would be there in normal 
times. 

Mr. Harrison. We have interpreted that the intent of Congress 
was that we were to recognize that up to the beginning of 1950, sir, not 
earlier than that. Am I correct? 

Mr. Esernarrer. I know the act reads that way. 

I might say, General, that up until last night the President had not 
as yet signed the renegotiation bill that was put on his desk, and some 
Membe ‘rs of Cor orTess have come to the cone lusion that perhaps it 
would be better for him not to sign it because in their opinion it is 
just as full of holes as a sieve. If his staff would go over it carefully 
and really see what could be done under that Renegotiation Act, 
perhaps it would be better to veto it. 

79120—51—pt. 3 76 
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I also might say, Mr. Chairman, I hope that before we conclude 
this phase of our inquiry we will have the Department of Defense 
up here because it has been rumored that they intend to announce 
a policy of allowing depreciation cost, increased amortization costs, 
in the amount of money they are willing to pay for defense items. 
In defense contracts they will allow that increased amortization as an 
initial cost in the price they intend to pay in defense contracts. 

Do you know anything about ye it ? 

Mr. Harrison. No; I ‘do not, sir. I have made a note of it to try 
to find out. 

Mr. Esernarrer. That would be quite a policy, would it not? 

Mr. Harrison. It would be a very fundamental policy, sir, and I 
would think that it would need considerable study and review. 

Mr. Eeveruarrer. I have not been reliably informed, but I have 
been informed that they intend to issue a memorandum to that effect 
in the very near future. I hope, General, you will look into that. 

Mr. Harrison. I will. 

Mr. Exsernarrer. If that is a policy to be set at all, it should be 
determined by Congress. 

H is your agency conducted any over-all review of the amortization 
program certifications to determine that you were not issuing cer- 
tificates in a greater amount than there may be material for con- 
struction; also, if you are issuing certificates to various industries in 
an amount greater than would be needed for the effort ? 

Mr. Harrison. Yes, sir: that is a very fundamental part of our 
program, and we are attempting to take each industry, industry by 
industry, and indicate some target or some objective for expansior 
so that we will be sure that we are not taking steel, lead, copper, and 
zine to build new facilities and not have that lead, copper, and zine, 
for example, available not only to the defense effort but for carrying 
on employment. 

Mr. Esernarrer. Perhaps I don’t understand you or you don’t 
understand me. For instance, there is an industry right now that is 
producing something that is in short supply. If only two or three 
certificates for a certain amount would suffice to bring the supply up 
to the demand, are you W atching so that you don't issue 10 or Lz 
certificates and in amounts greater than would be necessary to brit 
up the short supply ? 

Mr. Harrison. One of our difficulties, sir, is that we have been criti- 
cized for the delay in processing these certificates, and that delay has 
been brought about by the desire on the part of the delegate agencies 
to have the whole picture of the industry before them and also to hav 
nu picture of the requirements against supply, and a decision is sought 
to mack made o mn the basis of a balanced out program industry by industry 
Agi Lin, sir, that is in the formative stages. I don’t recall any particulat 
industry that has been set as a specific target. We are approaching 
it, sir, and we hope that we will soon have programs industry 
industry. 

Mr. Woodside suggested that I make certain that you understood t! 
we are looking at it from the standpoint of insuring that we do 1m 
issue certificates over and be yon d the need. I thought I covered that 
when I tried tosay we are balancing out the program. 

Mr. Exernarrer. That is a definite answer to my question, Genera! 


Harrison. 
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I have another question here, I think it will be rather important to 
get your viewpoint on it. To the extent that accelerated depreciation 
or amortization of emergency facilities reduces the excess-prolits-tax 
liability, the income-tax liability and the amount of the excess profits 
recouped under renegotiation, it amounts to an expense or a loss of pub 
lic funds fully as much as if the taxes were collected and then paid 
directly out of the Treasury in subsidy, does it not, in your opinion ¢ 

Mr. Harrison. I would be other than frank if I didn’t say I didn't 
concern myself about that. I thought that the Congress intended that 
there be encouragement to industry to expand and so intended, recog 
nizing that when accelerated depreciation was allowed there woultl 
be less taxes paid. I have interpreted that that was the will of Con- 
gress, 

Mr. Esernarrer. It really is an incentive in the nature of a subsidy 
so that industry would increase its production. It is partically the 
same thing as paying money out of the Treasury if you don't collect it 
in taxes. 

Mr. Harrison. Again, sir, I thought that was the purpose of Con- 
gress, so I have not gone beyond that purpose other than to administer 
it. 

Mr. Esernarrer. I think Mr. Doughton touched on that to some 
extent when he said we can’t give this increased amortization to every 
industry. It dependents on how far we want to go. The first thing 
you know, we will ep Yo, > ‘very activity in the country. 

If that subsidization of the big businesses of this country is neces- 
sary—and I understand that you have received about 3,000 applica- 
tions approximating about $10 billion in facilities—if they have to 
be si bsidized, al d 1 claim they are being subsidized by the Govern 
ment, to expa ind could this perhaps be done more Wi ely ana efli- 
ciently and economically through direct payments rather than through 
the indirect method of tax advantages ? 

Mr. Harrison. Please, sir, I do not have an opinion on that. 

Mr. Evernarrer. You mean the Congress has made its decision on 


that ? 
Mr. Harrison. Congress has made the decision, sir, and I am trying 
to administer the act. I am afraid if I get myself mixed up in the 


underlying philosophies of what brought Congress to desire to write 
this act, | Thil elt rel myself all contused in the administration of it. 
Mr. Enernarrer. It has come to my attention that applications h: 
en put in for this special tax advantage by bakeries and fruit farms 
and all types ol busin ess. ] suppose you have had a lot of the Se. have 


you not! 

Mr. Harrison. Yes, sir: and I might say that thus far we have 
passed upon about $3.5 billion of the roughly $11 billion that has been 
yaaa gn The fact that of that $3.5 billion we have certified r ughly 


72 or 73 pereent, I don’t believe is any criteria that that is what is 
roing to happen with respect to the total S11 billion. I don't know 
but I would s sugvest that what we did Was to study the hu po! Sine 
cases Where there was need for « Xpansion and get those under way. 
Mr. Exernarrer. What was the total amount of the certificates 
Is ved during Wo d War II? 
Mr. Harrison. | think it was S7 billion. I think that was the 


io > 
igure. 
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Mr. Enernarter. Your agency has already issued half the amount 
that was issued during the entire period of World War II, in a period 
of 8 months, whereas World War II lasted for 4 years. 

Mr. Harrison. That is correct, sir, and I don’t know if an adjust- 
ment was taken for prices what the relationship would be between 
$3.5 billion versus the $7. I don’t know in terms of 1941 or 1942 or 
1943 prices, what the $3.5 billion figure would be, but it would be sub- 
stantially less. 

Mr. Esernarrer. Yes, we have to take that into consideration, but 
it makes some of us a little fearful, General, that in the rE since 
last October when you started you have already issued $3.5 billion 
of certifications when during the entire period of World W ar Il you 
issued only double that much in amount. How far are we going with 
this program? That is the point that frightens a good many people. 

Mr. H _ ison. Sir, I would think that that is a matter for policy 
guidance by the Congress and by the administration. It has seemed 
to me as an individual citizen that unless we did go ahead and expand 
our resources, we would be bound to continue the period of inflation, 
we would be bound to continue the period of Government control. I 
generally believe that the people would like to see the inflationary 
trends reversed, and one way that I think they can be reversed is by 
having more facilities. The other is that I am under the belief that 
most people would like to see controls eliminated. 

In the field of material one way to release ourselves from controls 
is to have enough material to go around. It seems to me that is 
the basic philosophy, and we so interpreted the congressional act. 

Mr. Esernarrer. We on this committee are very sensitive about 
getting tax money in, about getting sufficient revenue to carry forward 
and pay for this defense program. We don’t want the special tax 
advantage to be so great as to result in our receiving no revenue what- 
soever. We have to be very careful about it. That is one reason 
why you were requested to come up here, to see how this program is 
being carried on. We might want to take another look at it. 

Mr. Harrison. On the other hand, sir, I would think that if we 
continued to have full employment and an expanding economy, there 
would grow out of that continuing increase in taxes. 

Mr. Evernarrer. Are you going to look into the matter of allowing 
increased amortization for renegotiation purposes? 

Mr. Harrison. Yes, sir; I am going to get myself posted with 
respect to the Renegotiation Act. 

Mr. Exsernarrer. I don’t think the committee has had the benefit 
of any testimony from the administration on that point of view at 
all, and I think we ought to have that. 

Mr. Harrison. I will be very glad to get our thoughts together. 

Mr. Esernarrer. It would be well for you to write a letter to 
the chairman and have it in the record so we may see what you say 
about it. 

Mr. Harrison. I will be very glad to do that. 

Mr. Exsernarter. And also on the pricing policies with respect to 
the increased amortization. 

Mr. Harrison. Yes, sir. 
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(The information requested follows :) 
DEFENSE PRODUCTION ADMINISTRATION, 
Washington, April 16, 1951. 


Hon. Rosert L. DovGHTonN, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. CHainMAN: When I last appeared before your committee you re- 
quested an expression of my views concerning the allowance of accelerated 
amortization under section 124A of the Internal Revenue Code as a cost in 
determining and renegotiating contract prices. Since that meeting of the com- 
mittee the President has signed the Renegotiation Act of 1951 and the relation- 
ship between amortization and pricing has undergone considerable study. 

I am advised that the Renegotiation Act requires the allowance as costs of 
all deductions allowable under the income-tax law, including accelerated amor- 
tization. In contract pricing, however, the allowance remains a matter for ad- 
ministrative determination. 

It is my conviction that the accelerated amortization permitted by a certifi- 
cate of necessity should not be allowed as an item of cost in pricing a contractor's 
product. When in a particular case extraordinary depreciation or obsolescence 
can be shown to be involved in the performance of the contract, an element of 
cost may be made out, but neither its amount nor its allowance should depend 
upon the fact of certification under section 124A. 

Sincerely yours, 
W. H. Harrison, Administrator. 

Mr. Esernarrer. I think that is all, General. 

Mr. Supson. General, every time the Congress bumps the taxes 
on a businessman or on a corporation, if at this time we make it 55 
percent, we make your job more important. We make it less easy for 
industry to get the capital they need for expansion. I anticipate if 
we follow the recommendations of some people and raise corporation 
taxes 60 or 65 percent, we thereby will make it certain that the Gov- 
ernment will have to make concessions of one kind or another in 
order to get the necessary expansion. 

Are there any limitations, dollarwise, upon your aw hority to grant 
these special allowances? 

Mr. Harrison. I really don’t get your point. 

Mr. Simpson. Are there any limitations, dollarwise, with respect 
to the amount that you may grant this special treatment of depre- 
ciation ? 

Mr. Harrison. No, sir; there are not. 

Mr. Sumrson. Are there any legislative limitations whatever upon 
your right to make this special depreciation allowance if you deter- 
mine that a matter is in the interest of the national defense ? 

Mr. Harrison. None that I know of, sir. 

Mr. Suapson. Where do you draw the line? 

Mr. Harrison. Largely it is a matter of judgment. We start with 
certain facts, and then we attempt to resolve them and then formulate 
our judgment. This peculiarily is a matter of judgment, sir. 

Mr. Srvpson. That is all the more reason why we must have an 

administrator in whom we put great confidence. 
_ Mr. Harrison. I would be certain, sir, that in this particular field 
it is terribly important that the Administrator and the Congress try 
to find the closest meeting of the minds. We have searched back into 
the discussions to try to make certain that we have gotten the full 
view of the Congress on it. 

Mr. Srmpson. It is rather summed up on page 8 in a paragraph, 
toward the last phrase of which, after setting rather definite qualifi- 
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cations, you say: “Or if it is otherwise necessary in the interest of 
national defense.” That is rather a catch-all phrase, and the determi- 
nation of what is a necessity, as you pointed out, is a matter for the 
Administrator. 

Mr. Harrison. That is right. 

Mr. Srpson. It is a matter of opinion, but you would welcome a 
closer definition of that as a proper safeguard to impose ¢ 

Mr. Harrison. In administering the act I find myself beset with 
claims on each side of this thing. It seems to me that Congress has 
given us sufficient latitude. I think what remains to be determined is 
whether or not we are inter preting the act correctly. 

Mr. Sumpson. If I may suggest, I think it is too broad. I think 
there is no actual limitation upon you because, am I not correct that 
we have heard speech after speech saying that in wartime everything 
we do is connected with the war effort ? 

Mr. Harrison. Yes. In street parlance, everybody wants to get into 
the act. 

Mr. Simpson. It is said that a motion-picture show is necessary to 
public morale, that public morale must be high if we are to win the 
war. You know that line of argument. You as Administrator if you 

saw fit, if money was tight in an area, so far as the legislation is con- 
cerned, would be authorized in gr: inting this special allowance there. 
My question is, Do you think that Congress should by definition limit 
that area ? 

Mr. Harrison. I would only suggest that, sir, if on the record of 
performance Congress thought that the Administrator was not acting 
in accordance with the intent of Congress, but if on the record Con 
gress were to feel a reasonable interpretation had been made. I would 
urge that the law not be limited. 

Mr. Stmpson. How do you determine with respect to the granting 
of this allowance in those instances where A and B, with comparable 
facilities and comparable intentions, make application? How do you 
select which one gets it if they both can’t have it? 

Mr. Harrison. I think, sir, we start with the premise of how much 
expansion seems to be necessary in the industry. Let’s take a case 
where we think that 20-percent expansion is necessary. What we try 
to do to the best of our ability is to give every one in the industry 
the opportunity to expand so that their postwar position will be rela- 
tively the same. That is our determination that we attempt to go by. 
It has just so happened as a generalization in connection with the 
studies that we have already made that we have been able to rec ognize 
most of the applications that have come in. As a matter of fact, in 
some important areas we do not have enough applicants for expansion 
of the facilities. We are on the close side of the request rather than on 
the wide side of it at the minute. I can best illustrate that in 
aluminum. We do not yet have enough expansion under way in the 
aluminum industry. 

Mr. Simpson. I wasn’t thinking of aluminum or some of those which 
are closely limited in sources, but I simply inquire if two people come 
in and ask for it, which one do you give it to? Do you divide it? If 
vou have 10 percent to let out do you give each 5, or do you pick A 
over B or vice versa? Or isn't it really an administrative matter? 

Mr. Harrison. In the cases we have had to study we have not had 
to meet that particular problem. 





7. 
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Mr. Smmpson. You have had several thousand applications. 

Mr. Harrison. Yes, sir: but we have only selected the applications 
treating with the areas that we now know to be definitely in short 
supply, and we are treating with those. I just don’t know what we are 
going to do when we come up W ith the type of case that you illustrate. 

Mr. Srmpson. It is a considerable amount of power to rest upon 
your shoulders, I will say that. 

Mr. Harrison. It isn’t upon one individual, sir. We try to dis- 
seminate this information.- Anything we do is the sum product of the 
thought and judgment of many people. I would like to make that 
clear, sir. 

Mr. Srmpson. You are the man on whose shoulders rest the re- 
sponsibility. 

Mr. Harrison. Yes. 

Mr. Simpson. Aren't you limited in some respect or at least aren't 
you advised by the Congress to take care of small and new business to 
a degree in this matter as well as big business ¢ 

Mr. Harrison. Sir, we don’t consider it a limitation. We consider 
it really an opportunity to follow out not only the intent of Congress 
but the intent of the administration and I think the broad intent of 
the people to help smal] and new business. 

Mr. Simpson. I know it is hard and I don’t want to be academic by 
suggesting what is big and little business, but I do ask you, have you 
made any of these allowances to what vou consider to be small busi- 
nesses ¢ 1 

Mr. Harrison. Yes, sir. As a matter of specific fact, when we get 
all our other figures added up, we have tacked on an additional 
percentage in the cases that we have thought were small business where 
we thought that percentage addition was desirable to stimulate the 
small business, \\ e have definitely done that. sir. 

Mr. Srwpson. You mean you do that even though it might not be 
the best or the qui kest for the war effort ? 

Mr. Harrison. We do it in the interest of the war effort, recognizing 
that the defense effort is best served if all parts of the economy are 
given an opportunity to participate. 

Mr. Stimpson. Do you give an application which comes in by mail 
the same consideration that you give to an application that comes in by 
person with a lot of pressure put on it? You are under a lot of 
pressure I know. 

Mr. Harrison. Sir, abstractly we do. Practically, I suspect that 
again we are human beings and we do respond to the urging and 
requests of the many people who have a right to havea proper interest 
in these things. 

Mr. Simpson. Who not only have the right, but who have the means 
and the ability to do it, whereas another small businessman, for 
example, might not be able to vet here to Washi Ton. 

Mr. Harrison. I agree, sir. 

Mr. Simpson. There is just one other point. I think the fact that 
you have moved along so very rapidly is something upon which you 
should be commended, assuming that you have used the proper judg 
ment, particularly as Congress has early in this emergency given you 
the authority, and Congress has expressed its wishes and you are 
carrying them out. So if we should be ahead of where we were at a 
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comparable time in World War II that is a matter on which you 
should be commended, I think. 

Mr. Harrison. I have so considered it, sir. I went to work for the 
Government in the summer of 1940, and I am quite aware of the 
progress that was made then. Iam very encouraged with the effective 
way that the job is now being done. 

Mr. Simpson. I thank you, sir. 

Mr. Coorrr (presiding). Any further questions? 

Mr. Kean of New Jersey will inquire. 

Mr. Kean. You can understand, General, why we of the committee 
are so interested in this subject because rough figures will show that 
your activities so far have cost the revenue three or four hundred 
million dollars and I believe in accordance with the intent of Congress. 
It is true that if these facilities are used after this amortization period 
is over, the revenue at that time will be increased because these things 
will have been written off to nothing and they won’t be allowed to make 
any amortization. 

Mr. Harrison. Either the revenue for tax purposes will be in- 
creased or the cost of the goods to the consumer will be reduced; 
one or the other. 

Mr. Kean. Yes; for tax purposes. 

Mr. Harrison. I think, sir, the only question is that presumably 
during the emergency period taxes are quite likely to be higher 
than they otherwise will be, and to that extent we are concerned 
about it. 

Mr. Kean. We hope that after 5 years the corporation tax may 
be lowered, but if we are going into a defense period of 10 years, 
which a lot of people talk about, perhaps it won't be and in the end 
there won't be any loss in this proposition. 

Mr. Harrison. I may hazard the judgment that we are entering 
a long defense period, and this is the wisest money that the Govern- 
ment has ever spent. 

Mr. Kean. I would like to ask you one question. I was looking 
over the list of the certifications that you have made, and I notice 
that $250 million one to the steel plant in Waterford, Conn. That 
is what we talk about as the New London steel plant that is going 
to be a brand-new plant with nobody there at present having the 
know-how or anything else. 

Mr. Harrison. Yes, sir. 

Mr. Kean. Isn’t a brand-new plant of that kind a great deal more 
expensive in the production of steel than adding facilities scattered 
around to the other plants where they have the know-how and the 
ability to produce through having the other facilities there? 

Mr. Harrison. Yes; very much more expensive, sir; but I might 
say that in the cases where we recommended the accelerated depre- 
ciation, we were not concerning ourselves as to what would be the 
cost of that plant to build. That was purely an indication on the 
part of the Government that if finances could be provided to build 
that plant, the Government would recognize that there was a need 
for the product that they were going to make. 

Mr. Kean. Of course, there was a great deal of talk in the news- 
papers at that time that there was a great deal of political pressure 
put on your group to make this certification in New England. Is 
that true? 
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Mr. Harrison. I know of no political pressure. I do know of 
interest on the part of the Members of the C ongress from that area. 
At no time did I ever consider that it was anything other than interest 
in behalf of ~~ ‘ir constituents in that area 

Mr. Kean. Naturally and rightly the Members of Congress do ask 
you to consider carefully the jus pond - situations that occur in their 
congressional districts and their are: 

Mr. Harrison. I have always ne that was part of their 
responsibility. 

Mr. Kean. I think it is. But there was no pressure outside of that 
upon you to grant this loan. There was no pressure from the White 
House ? 

Mr. Harrison. Absolutely none, and I would like to say again, sir, 
it was not a loan, it was only an indication that if the facility were 
erected, there would be the right to write off at a higher rate of 
depreciat ion a certain perce ntage of it. 

Mr. Kean. I thank you very much. 

The Cuarmman. Mr. Mason. 

Mr. Mason. General, from the bird’s-eye view which you have 
given us of the operations of this Defense Production Authority of 
which you are the head, I would say that you have it very well 
organized, and the Nation can feel very good that they have it in 
the hands of a man who seems to understand what the job is. 

Mr. Harrison. Thank you. 

Mr. Mason. From your statement, sir, I gather that you believe 
that the C ongress through le ois: ition sets the poli cy, the pattern of 
what the Vv want done, and it is not your job to question why, it is your 
job to interpret and try to carry out that policy as nearly as you 
humanly can. 

Mr. Harrison. Yes, sir. 

Mr. Mason. I am not worried about the fact that you have already 
disposed of some S35 billion to 85.5 billion in this program of speedy 
amortization as compared to the $7 billion during World War II 
because of the fact that your $3.5 billion is not half of the $7 billion, 
it is about a fourth when we consider money values. It seems to 
me that that is nothing that this committee should worry about. 
Some of us on this committee are not so much concerned about the 
dollars coming into the Treasury in this emergency period as the 
fact that we must, if we can possibly do it, stop this inflation. Your 
program would cost the people of America less in taxes than it would 
cost in inflation. It is a tremendously important program. 

That is all, Mr. Chairman. 

Phe CuarrmMan. Mr. Martin. 

Mr. Marrry. General, your agency’s official title is Defense Pro- 
iuction Administration. 

Mr. Harrison. That is right. 

Mr. Martin. Is there a defense production authority ? 

Mr. Harrison. No, sir. The Defense Production Administration 

on the administrative level. There is a National Production Au- 
thority within the Department of Commerce. 

Mr. Marrin. I had a letter yesterday from the Muntions Board in 

hich they referred to what I thought was your organization, but 
they called it the Defense Production Authority. 
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Mr. Harrison. That is a new one on me, sir. Maybe that was 





created last night. 
Mr. Marrry. It is signed by the Vice Chairman of the Munitions 


Board, and it is on a rather vital subject. I want to be sure I talk 
to the right fellow before I open up on the subject I want to discuss. 

Mr. Harrison. I erhaps if you indicate it I will be able to tell you 
whether it is in my shop or whether it is over in the National Pro- 
duction Authority. 

Mr. Marri. From the list that you have given, the various per- 
centages, the items listed there, I have the impression that most of 
your ‘struggle has been to encourage and assist in the production 
or processing of raw materials into finished war products. 

Mr. Harrison. Yes, sir. 

Mr. Marrix. Some of these finished products may be for use in 
the production of more raw materials; may they not ¢ 

Mr. Harrtson. Sir, I don’t know-—— 

Mr. Martin. In the mining industry, for instance ¢ 

Mr. Harrison. Oh, yes. 

Mr. Martix. Have you had very much demand up to now for the 
production of equipment and also for the use of equipment in mining / 

Mr. Harrison. Sir, that would be in the Department of Interior, 
the Defense Minerals Authority. I dare say they now do have appli- 
cations pending which they are studying. I would know whether we 
had processed any finally through. 

Mr. Martin. Have you processed very many ? 

Mr. Harrison. May I ask Mr. Woodside if he recalls any? 

Mr. Woopstpr. We have processed tax certificates for iron ore, 
limestone, and bauxite. 

Mr. Marrin. And copper ? 

Mr. Woopsipr. Not to my knowledge: no, sir. 

Mr. Marrin. That leads me to ask this question: What is the situa 
tion with regard to copper today ¢ 

Mr. Harrison. The situation with regard to copper is rather critical. 
Copper is in very tight supply, and we must find some way to increase 
the supply of copper. The Department of the Interior, which is the 
delegate agency to handle copper, is intensively working on that 
























matter. 

Mr. Marrin. Has there been a very serious effort made by industry 
to take over the Government’s stockpile or to interrupt in any way 
with the new additions to the Government’s stockpile of copper ‘ 

Mr. Harrison. I know of no attempts, except an occasional incident 
where some manufacturer is faced with a shut-down due to a short: age 
of material, and he feels that national interest would best be served 
if the stockpile item were given to keep him going. 

With respect to the concern that there is in industry about a giv 
amount of material presently going into the stoc ky ile when that 
material is already in short supply, ves; there gcc able differenc 
of view on that. On the other hand, I know of no instance where 
additions to the stockpile have been sacrificed. 

Mr. Martin. In the making of ammunition in World War II we 
did develop the use of steel in the m: “ey of cartridge cases whic! 
reduced the need for copper considerably, but I am a little —- 
after our struggle from the end of World War II up to now to fin 
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that the Munitions Board is outlining here in a letter to me dated 
March 7 that “Reflecting present and prospective substitution of steel 
for brass in the manufacture of cartridge cases indicates a reduced 
need for stockpiling.” 

Then they say in the light of that situation they are following the 
position taken by what they call the Defense Production Authority 
in toning down or cutting down their stockpile program, and they 
indicate here that they do not challenge the conclusion of the so 
called Defense Production Authority on that point. 

Mr. Harrison. Perhaps I can help you on that. Under my direc- 
tion, there is a weekly meeting held with the Munitions Board and all 
the other agencies that are involved in the stockpiling. At those 
meetings we attempt to take each item on the stockpile and develop a 
prograin for it. Naturally in all of those discussions where material 
is in short supply, the claimant agencies—and I will illustrate that 
the stockpile is one claimant agency for the material; the Director of 
Defense Production is another claimant agency for material; the 
civilian economy is another claimant agency, the expansion of the 
freight car, the expansion of the power program, and almost every- 
thing we do becomes a claimant agency. Surely, there is always a 
battle on what is done in distributing the shortage. 

Mr. Martin. In that particular there might be a little pressure from 
private industry that is very hungry for copper. 

Mr. Harrison. Private industry, as you indicated, is not so repre- 
sented except that the point of view of private industry is expressed 
by those people whose responsibility is to make materials available for 
industry to continue. I can ar eg ssnges the concern that you have. 

Mr. Marrin. Copper is only one of these strategic and critical 
items that I am checking pretty carefully. The only reason I have 
picked out copper is because an article came out in the papers on the 
23d of February indicating that the Government officials had cut the 
stockpile program for copper by 50 percent. I demanded an explana- 
tion of it, and the letter I have here outlines the new development, the 
prospective further development in ammunition manufacture. That 
is something I was very close to in World War Il. We are still 
mighty hungry for copper and we have set up rather a strong program 
in Public Law 520 of the Seve nty-ninth Congress and copper is one of 
the items we were intending to bring into a better situation as to sup- 
ply than we had in World War Il. I notice here that the Munitions 
Board is subordinating itself entirely to the position taken by what 
they call the Defense Production Authority. I have written to Mr. 
Fleischmann for further explanation of this situation because I am 
not going to stand by and witness any inroads on our defense stock- 
vile unless we are involved in all-out war. You are treading on 
mighty dangerous ground there, and I think I know some of the pres- 
sures that are bearing on you. You have made a far-reaching modifi- 
‘ation of the intent of Congress expressed in Public Law 520. There 
is a yardstick in that law, and you haven't attained that yardstick. 
The last annual report of the Munitions Board indicates that on Jan- 
lary 23 this year you had attained 30 percent of the stoc kpile of the 
71 items, and unless I am terribly surprised copper is not on the upper 
end of that percentage. 

Mr. Harrison. No, sir; as [ indicated, copper is in very tight supply, 
and the inability to bring the stoe kpile levels up to the desired levels 
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is a cause of great concern to all of us. That is the reason we devote 
so much attention to it, and incidentally the reason I participate each 
week in these discussions. I am familiar, sir, with the reference that 
you are making. 

Mr. Martin. I am seriously concerned about the 71 items in the 
strategic and critical materials list in this year’s annual report of the 
Munitions Board. If there is any breakdown in that supply for 
defense use in an all-out shooting war and I find that anybody has 
been able to sabotage that program that was set up by Congress in 
Public Law 520, I think it will be high time for some pretty drastic 
action by Congress and other official bodies of the Government, because 
you are playing with dangerous fire here. This correspondence is 
still in process. I am still waiting for final reply. The first response 
of the Munitions Board, to my surprise, was a wail -off on the ground 
that the so-called Defense Production Authority had exercised greater 
judgment in the matter and they were not in a position to question it. 
That is not the answer I wanted, and I am going to keep on checking 
on this. 

On the matter of raw materials production, which is basic to our 
defense, have you had occasion to turn down any applications in your 
processing for mineral production ? 

Mr. Harrison. Might I ask Mr. Woodside about that? I recall 
none. 

Mr. Woopsipr. I know of no case involving raw materials that 
have been declined. 

Mr. Marrin. That is reassuring to me. Then I can concentrate 
my further attention on the producers and see that they get on the ball. 

Mr. Harrison. Yes; and we ought to be in position to render you 
every possible help, too, in concentrating on the producers. 

Mr. Marri. I appreciate that very “much. I am looking to you 
for a lot of help. 

In the matter of agricultural products, the chairman a while ago 
mentioned something about getting into that field. Of course, we 
have had the slogan throughout the two World Wars that “Food 
will win the war.” Has your organization given any attention to the 
storage of farm products already in being—grain ? 

Mr. Harrison. Yes. The Agriculture Department is the claimant 
agency for that. Ido know of cases where they came in with a request 
for materials when I was in the National Production Authority. To 
the best of my knowledge and belief, there has been reasonable prog- 
ress. I do not now know the status of current discussions between the 
Agriculture Department and the National Production Authority 
on that. 

Mr. Martin. Grain storage was a red-hot point in the 1948 political 
campaign. It was also a very hot point in World War II, getting 
adequate storage facilities. There has been some effort on the part 
of some Government agencies to provide them. I wonder if it has 
been brought to your attention through the Department of Agricul- 
ture that maybe private industry is interested in doing a little more 
about providing adequate storage for farm produts. 

Mr. Harrison. I regret, sir, that I am not informed on that. 

Mr. Marriy. Do you know whether you have turned down any 
applications for farm-product storage facilities? 
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Mr. Harrison. If you please, sir, I have heard discussion around 
the shop about one warehouse some place. I have been only in on 
the fringes of the discussion. Maybe Mr. Woodside might know 
about that. 

Mr. Woopsive. Mr. Martin, there have been no denials of applica- 
tions for certificates of necessity relating to storage facilities for farm 
products. I might say that there are some 50 or 60 applications, I 
believe, now on file which are being considered by Defense Transport 
and the Department of Agriculture, and the reason, of course, for 
Defense Transport’s interest in it is because of the transportation 
link-up and the interest they have in not having freight cars tied up 
and used for storage facilities. 

Mr. Martin. As I get the situation, your agency does have authority 
now to extend accelerated amortization privileges to the private indus- 
try engaged in construction of storage facilities for farm products. 

Mr. Woopstpr. Commercial warehouses determined to be necessary 
in the interest of national defense—and I think providing food stor- 
age would fall within that category—are eligible for certification, and 
I believe that recommendations will be forthcoming very shortly from 
Defense Transport and Agriculture on the classification to which 
I refer. 

Mr. Martin. I have had a bill in Congress for two or three terms 
now in that field. I understood you had that authority. If you have 
not turned down any such applications to date and you do have a 
number in process, again I will have occasion to follow your further 
proceedings with exceedingly great interest. 

Mr. Harrison. Do I take it, sir, that you have interest in seeing 
that they are granted encouragement ¢ 

Mr. Martin. Absolutely. 

Mr. Harrison. I just wanted to know. 

Mr. Martin. We should not place too much dependence on Govern- 
ment for the construction of such storage facilities. That is not the 
direction in which the farmers want to go. They need storage, and it 
is high time we were giving a little attention to private industry in 
that field also. I just mention that to you at this time because it is 
of far-reaching importance out in the agricultural area that I come 
from. 

Mr. Harrison. We will be glad to review that with the Defense 
Transportation people and with Agriculture and try to get that pro- 
gram expedited. 

Mr. Martin. My interest in agricultural products and in mine prod- 
ucts as the basic beginning points of our national-defense program is 
sincere, and I will follow closely your activities in those two fields. 

The Cuarrman. Mr. Granger. 

Mr. Grancer. General Harrison, you are a businessman rather than 
a military man, I understand. 

Mr. Harrison. Yes. My lifetime of work for thirty-five odd years 
was in the telephone business up until the time I went into the Army 
in 1942. 

Mr. Grancer. You were with the Army in Germany, I understand. 

Mr. Harrison. No. I actually spent a year with General Somervell 
on his staff in general charge of procurement and production, and then 
for 2 years was chief of procurement and distribution for the Signa? 
Corps, and as such of course I was in Europe and in other areas. 
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Mr. Grancer. In the National Production Administration, as it is 
operated, as I understand it, you delegate to other agencies the respon- 
sibility of issuing certificates. I understand the issuance of cer- 
tificates for the mining and oil industry is referred to the Department 
of the Interior. 

Mr. Harrison. Yes, sir. 

Mr. Graneer. Is that handled by personnel actually in the depart- 
ment, or do you send some of your men down there to act in that 
capacity ¢ 

Mr. Harrison. That is handled by personnel within the department 
with our staff, Mr. Woodside and his staff, always available for dis- 
cussion and consultation on the individual problems. 

Mr. Grancer. In the issuance of a certificate, there is no obligation 
on anyone to do anything after a certificate is issued; is there? 

Mr. Harrison. Yes, sir; there is a time limit of 120 days within 
which action must be taken. We are in the process now of studying 
and considering whether logically that 120 days eught not to be 
extended for a period because we have taken so much time in process 
ing many of the applications. So, the limitation is at the present time 
120 days; is that correct ? 

Mr. Woopsipe. Yes. 

Mr. Harrison. Although we have under way consideration to ex 
tend that, I don’t know whether that will be extended on a blanket 
basis or whether it will be extended on an individual basis. 

Mr. Grancer. It would not be possible for some big concern to get a 
certificate and just sit on it indefinitely ¢ 

Mr. Harrison. Within this period of time, yes, sir. 

Mr. Grancer. For 120 days. 

Mr. Harrison. Yes, sir. We have thought that was a reasonable 
period to put into effect. 

Mr. Grancer. What other encouragement is there in the Produc 
tion Act other than this matter of accelerated amortization ? 

Mr. Harrison. The Production Act has certain provisions for the 
granting of loans and certain provisions for the explortion of min 
erals and oils, the building of facilities. Sections 302 and 303 give 
rather broad opportunities for encouragement there. 

Mr. Grancer. Do you think business generally is really relying 
on this tax matter for encouragement rather than on the other fea 
tures of the Production Act? 

Mr. Harrison. | would think as a generalization, yes, because the 
tax feature of it, as I have understood from discussions with many 
of the people who come in requesting this help, enables them to go 
about and do private financing. I would say that the tax feature 
probably is the greatest incentive that they have. Again we start 
on the premise that it was the intent of Congress to encourage private 
capital. 

Mr. Grancer. Who heads up the other agency, General Farrell ’ 

Mr. Harrison. General Farrell, sir, is my deputy in that area of 
handling what I characterize as the whole resources program, and 
the financial part of it as well as the physical part of it come under 
General Farrell. Mr. Woodside is peculiarly handling the side we 
are here talking about this morning, loans and tax amortization. 
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Mr. Grancer. Can the committee assume that this financing is in 
the hands of people as competent as General Harrison ‘ 

Mr. Harrison. I would think so, sir, and I think perhaps the com 
mittee would be interested if they knew just a little bit of Mr. Wood- 
side’s background and a little bit of General Farrell’s background. 
It would only take a minute. 

Mr. Grancer. I would like to have it; yes, sir. 

Mr. H ARRISON, Mr. W oodside. would you be cood enough. 

Mr. Woopsipe. I came with the National Security Resources Board 
on the ist of December of last year. Prior to that time, from 1934 to 
December 1, 1950, I was with the Securities and Exchange Commis 
sion, with the exception of 1 year when I was employed by the De- 
partment of the Army. During 1933 when the Federal Securities 
Act was first passed and was being administered by the Federal Trade 
Commission, I was with the unit in the Federal Trade Commission 
working with the Securities Act of 1933. Prior to that time from 
1929 to 1933 1 was employed by the Federal Trade Commission. That 
is my business career. 

Mr. Grancer. It has had to do with finance entirely. 

Mr. Woopsine. Yes, sir. 

Mr. Harnison. General Farrell? 

Mr. Farretn. For the past 6 months I have been on active duty, 
recalled from Reserve status commanding troops at Canip Rucker. 
Prior to that time for 314 years I was chairman of the housing «au- 
thority and headed up the publie housing program of the city of 
New York. Prior to that time I was chief engineer for the State of 
New York in charge of the construction program. I was recalled to 
active duty for 5 years during the war and finished that as deputy to 
General Groves in the atomic energy program. 

Prior to that time I had some 15 or 20 years in the construction 
and administration of construction programs for the State of New 
York. 

Mr. Harrison. I might say, sir. that both General Farrell and Mr 
Woodside were very modest, and I consider myself extremely fortunate 
that I have such able people to work with me on this job. 

Mr. Grancer. I am glad to hear that. We have heard considerable 
in the press lately about finances, and I thought we ought to be pretty 
careful from here on. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Byrnes. 

Mr. Byrnes. I would like a little more information, General, on 
the procedure that is followed in issuing these certificates. It is my 
understanding that, when an application goes to your agency, you refet 
it back to what you call a delegate agency. In most instances, those 
agencies are also sections of NPA, aren't they ¢ 

Mr. Harrison. No, sir. NPA is one delegate agency. The other 
delegate agencies are the four or five units within the Department 
of the Interior; another one is the ICC, the defense transportation 
end of it; another is in the Department of Agriculture. No; NPA is 
only one delegate agency. 

Mr. Byrnes. They have got me all confused with the various 
agencies we have around here, and their titles. When items are re 
ferred over to what we might call to Commerce. they are referred t 
as NPA items, aren't they ¢ , 
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Mr. Harrison. That is NPA; yes, sir. 
Mr. Byrnes. When you pick out, as you have done so far, certain 
areas which you consider critical to give priority attention, my under- 
standing is that you work under these ground rules that are set forth 
in this memorandum. Then do you adopt a policy as far as the 
issuance of certificates based on those ground rules for the particular 
area ¢ 

Mr. Harrison. Yes, sir; we do. 

Mr. Byrnes. When that policy has been adopted, is that policy then 
announced to or expressed to the delegate agency that furnishes you 
the factual information so that they are in a position to advise the 
people who inquire of them as to the possibility and potential of a 
certificate, and so forth? 

Mr. Harrison. I would think, sir, that the delegate agencies would 
be very unwise to discuss with the applicants the possibilities, per- 
centages or any variation of them, because the final certification must 
come from our office, and I can think of no greater confusion that 
could result in the Government than one delegate agency telling th: 
contractor that he has recommended y percent and that it has gone 
over to the Defense Production Administration. I would hope that 
the delegate agency would stay away from such discussions. 

Mr. Byrnes. I can understand that phase of it, and I certain!) 
agree with you. What I have in mind is that there certainly are some 
areas where it would be determined that under given situations a cer 
tilicate for accelerated amortization would not be consistent with 
policy, and the particular industry or the particular plant that } 
inquiring about the possibility of obtaining a certificate could be so 
advised. It might be very desirable to save their time by being abl: 
to tell them that as of this date it is not in keeping with the policy 
that has been adopted. 

Mr. Harrison. I am sure that it is not a matter of written record. 
These discussions are day-by-day, case-by-case discussions, partic 
pated in all the way along the line of administrative circles. Thi 
most usual practice is, General Farrell has to finally sign the certifi 
cate. What General Farrell frequently does is bring the delegat 
agency people in and they sit around a table and discuss the thing 
Am I correct ? 

Mr. Farrevni. Yes. 

Mr. Harrison. That is the way these things are done. 

Mr. Byrnes. The reason I inquire particularly about that is b 
cause a rather peculiar situation came to my attention just with! 
the last couple of days. It may be explainable. In the pulp an 
paper field it is my understanding that they issued seven or eight 
certificates, maybe more, I forget what the exact number was, an 
it was contained in the press last Friday. It is my understandin; 
that that particular subject matter goes to NPA, to the section « 
NPA dealing with paper and pulp. As of yesterday, however, t! 
people in NPA in the paper section had no information that the cer- 
tificates had been issued and had no knowledge of the certificat 
having been issued, except that they knew that applications for cer 
tificates were in the works. It would seem to me that that was 
rather peculiar situation since they were the delegate agency, and 
at least 3 or 4 days had transpired from the time it first appeared 1 
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the press. I was wondering if you were functioning in a vacuum 
even though there is a reference of the matters from one agency to 
another. 

Mr. Harrison. I think you are quite right. There has been an 
administrative weakness and it would seem to me that a week or two 
ago that question came up and arrangements have now been made 
whereby, as a certificate is approved, a copy of that approval goes 
back to the delegate agency. I must say now that by the time it gets 
to the Administrator's office of the NPA where we send it until it 
finally gets down to the individual in the division processing it, it 
may well be several days. 

Mr. Byrnes. In this particular instance it is my information that 
it was the head of the section, not semebody down in some subdivi- 
sion who still had not received word as of yesterday. 

Mr. Harrison. I think you are quite right; there has been some 
administrative weakness and Mr. Woodside is itching to explain that. 

Mr. Woopsipe. I would like to explain what happened. I think 
you are referring to certain paper and pulp cases that were published 
Friday. There was a release from our publications office which listed 
a number of companies to which certificates had been issued, and in- 
cluded in that list by mistake were a half dozen pulp and paper cases. 
Whoever had taken the figures off for that news release had gotten 
hold of the wrong pieces of paper. We have been trying to explain 
ever since that those certificates had not been issued. It is a clerical 
mistake in the news release and it caused unfortunate repercussions, 
but that is all there is to it. 

Mr. Byrnes. It is of considerable importance to me in a sense, in 
that my area is quite a paper- and pulp-producing area. What are 
the facts? Do I understand that some of those certificates listed in 
the paper were not issued ¢ 

Mr. Harrtson. Could Mr. Woodside call you this afternoon and 
give you the particulars of the case¢ I think as a matter of public 
record there might be some misunderstanding about it. I think if 
Mr. Woodside called you it would be better. 

Mr. Byrnes. There is no particular need of encumbering the record 
with it at this point. 

Mr. Harrison. I will put it in the record, if you wish. 

Mr. Byrnes. There is no particular need for it in the record. I am 
pleased to know that there will be an effort made to keep liaison with 
what you call your delegate agencies. 

Thank you. 

Mr. Simpson. I have one question: Has there been any stoppage of 
a temporary nature with respect to issuance of certificates / 

Mr. Harrison. As far as I know, no, sir; but I tell you what has 
given rise to some talk to that effect is that again we are trying to 
group all the certificates for a given industry and treat them as a 
whole. There are a great many people who are very impatient and 
properly impatient because the ‘y have had certificates with the dele- 

gate agencies for a couple of months and a decision has not been 
Teshel The reason a decision has not been reached is that the in- 
dustry was trying to develop the demand for the product, study the 
supply, and see what ought to be done on a program basis. That 

gave rise to the decision that we are not ap proaching anything In 
this field until we have « e comple ted our study. 
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Mr. Srupson. After you have studied and reached your conclusion 
there is no arbitrary holding them up on your part ¢ 

Mr. Harrison. I know of none, sir. 

I might say—and, please, this was not an arbitrary hold-up—the 
chairman asked me to withhold action on a certain group of cases 
until there was opportunity to discuss them. Every once in a while 
that comes up, but I do not consider that any w ithholding. 

Mr. Suson. Have you had that opportunity to discuss those cases # 

Mr. Harrison. The chairman was good enough to arrange this 
meeting very promptly. The request was only a couple of days ago. 

Mr. Sutrson. Did you discuss it this morning? 

Mr. Harrison. I was going to make it a point t of business this after- 
noon or tomorrow to get in touch with the chairman’s office and find 
out if there was sufficient information and whether he wished that 
there be further study of the broad matter or not. I was going to 
presume to do that after the meeting. 

Mr. Srrrson. General, are you holding them up with respect to 
that particular subject about which the chairman contacted you or 
with respect to something else ? 

Mr. Harrison. Nothing else; no. I don’t consider that a hold-up, 
but I did want to mention it in case there was any misunderstanding 
about it. 

Mr. Simpson. Of course, I am confronted with the question now 
wondering whether that might be one in which I am interested. Do 
you plan holding it up very long? 

Mr. Harrison. No; there hasn’t been any hold-up in the sense that 
we ordinarily talk about a hold- up. 

Mr. Simpson. I am not going to ask you to identify it because you 
doubtless have good reason not to do it, but it does seem to me that, if 
it is a matter of public discussion, we ought to have it here in the 
committee. 

Mr. Harrison. I am sure there will be no difficulty in reaching 
action whether or not to go ahead or whether the committee wants 
some information on the particular case. 

The Cuairman. This matter was brought to the attention of the 
chairman some days ago by a member of the committee, and that is 
the reason the inquiry into the subject was raised. We will be glad 
to communicate with you about it again very promptly. 

You are Defense Production Administrator and head of the De 
fense Production Administration. Then there is the National Pro- 
duction Authority. At present to what extent do those two authorities 
or agencies run along the same lines and to what extent, if any, are 
their efforts and work coordinated‘ The titles sound so much alike, 
they sound like they might be first cousins or very closely related. 

Mr. Harrison. Mr. Chairman, there is no duplication of effort, I 
can assure you. 

The Cratrman. I did not mean duplication, but whether or not you 
work together and coordinate your efforts in any of your work. That 
is What I wanted. 

Mr. Harrison. Mr. Chairman, to the best of my knowledge and 
belief there is complete coordination in this field. 

The Cuamrman. You must have somewhat the same responsibility 
if there iscoordination. I just wanted a little information about that. 
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Mr. Harrison. Basically my responsibility is the responsibility that 
has been imposed upon Mr. Wilson by the President to direct and co- 
ordinate activities in this field, and in broad terminology the Defense 
Production Adeniniehration works in the field of the material things 
involved in the defense program. The Economic Stabilization Ad 
ministration works in what I would call the economic field. So every 
thing encompassed in the authorities given to Mr. Wilson have been 
delegated to me as Administrator of the Defense Production Admit 
istration in the field of materials. I make that broad distinctio 
Does that answel! your qu iestion 4 

The Cuatrmman. If it were desired by the committee I do not know 
for certain about it right now—would it be convenient for you to 
come back tomorrow morning at 10:30 if we let you know this after 
noon / There has been some suggestion that we would like you and 
Mr. Fleischmann to come and testify about a matter. We are not 
certain about that. 

Mr. Harrison. | have an appointment, sir. before another commit 


tee at 10 o'clock tomorrow morning. For the life of me | cant re- 
member what committee it is now, sir. I am afraid that will be in 
col flict 


The CuatrrmMan. Would that conflict come tomorrow afternoon ? 
Mr. Harris iN. | think tomorrow afternoon we wor nile ] not encounter 
this conflict that I have. — the other hand, I will Say that while I 


would be ve ry happy to RE) ar, 1 think Mr. Fleischmann is very wel 
nformed on the ope 1 of the National Production Authority and 
the relationship between the National Production Authority and the 
Defense Production Administration. , 

The Cuairnman. We will communicate with you again this after 
noon if we would like for you to appea ir tomorrow afternoon. 

Mr. Harrtson. I will be glad to. Might I say, Mr. Chairman, aan 
it has been a privil ve on my part and on the ee al of my st: aff t 
here and vet the benefit of th point of iew of committee hy 


i 
cause What we are trying to do is to piuiiaieinn - aisigaiieeian with 
the intent of the Congress and it is helpful to us to have the point of 
view of this committee. We have benefited very greatly by the op- 


. 
portunity to be here this morning. 
The Cuamman. I think the committee has benefited by your testi- 


mony. We appreciate your appearance and the appearance of youl 


stafl and the information ind help you have cviven this comm! ittee. 


We thank you very much. 
(Where a at 1:15 p. m., the committee recessed subject to the 
all of the Chair. 
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WEDNESDAY, MARCH 21, 1951 


Hovse or RepreseNtTATIVES, 
ComMITTEE ON Ways AND MEANS, 
Washington, D.C. 

The committee met at 2 p. m., pursuant to recess, in the Ways and 
Means Committee room, New House Office Building, Hon. Robert L. 
Doughton, chairman of the committee, presiding. 

The Cuarrman. The committee will please be in order. 

The first witness on the calendar today is Mr. Manly Fleischmann, 
Administrator, National Production Authority. 

Mr. Fleischmann, will you please give your name and address and 
the capacity in which you appear and the position you hold to the 
stenographer for the benefit of the record. 


STATEMENT OF MANLY FLEISCHMANN, ADMINISTRATOR, NA- 
TIONAL PRODUCTION AUTHORITY, ACCOMPANIED BY GLEN 
IRELAND, DEPUTY ADMINISTRATOR, NATIONAL PRODUCTION 
AUTHORITY, DEPARTMENT OF COMMERCE 


Mr. Fietscumann. Yes, sir. May I have Mr. Ireland sitting here 
with me, if that is satisfactory. 

My name is Manly Fleischmann. I live at 212 Prince Street, Alex- 
andria, Va., and I am Administrator of the National Production Au- 
thority in the Department of Commerce. 

The Cuatrman. Mr. Fleischmann, the reason you were invited to 
appear before the committee this afternoon was on account of testi- 
mony that was given before this committee by Mr. C. M. Hester, the 
Washington counsel for the United States Brewers Association, in 
regard to the excise tax on beer. Also some members of the com- 
mittee have considerable apprehension about the effect on the revenues 
of the Government of certain orders your Administration has promul- 
gated or is expected to promulgate with regard to limiting or pro- 
hibiting the use of tin in the canning of beer. The industry claims 
that it cannot procure bottles to replace tin cans. If this is true, there 
would be a loss of revenue to the Government. Our chief and primary 
purpose at present is to seek revenue for national defense. 

I will read just one paragraph from Mr. Hester's testimony which 
bears on the matter of revenue. He states: 

If the National Production Administration should prohibit the use of cans 
by brewers 
that means tin cans— 
such action would immediately reduce beer production and sales approximately 
20 percent as approximately that much beer was sold in cans in 1950. At the 
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present rate of SS per barrel this would mean a loss of excise tax revenue to the 
Federal Government of approximately $135,000,000, At the rate of $12 recom 
mended by the Secretary of the Treasury, this would mean a loss of excise 
revenue to the Federal Government of approximately $200,000,000. And think, 
too, of the untold millions which the States would also lose. 

In the first place, we would like to know what action you have 
taken or contemplate taking about this matter, the importance of it, 
and if you have considered the revenue phase of the situation. 

Mr. FLeEtscHMann. Yes, sir. Mr. Chairman and members of the 
committee, in the first place, if agreeable to you, in the course of my 
testimony I will not use figures about the tin stockpile because they 
are classified and we will submit them to the committee in executive 
session. 

The Carman. Proceed in your own way. I would like to state 
at this point that Representative Dingell phoned just before we came 
in to say that he was very much interested in this subject and that he 
had introduced a bill in conection with it, H. R. 3321. He is not well 
today and regrets very much he could not be here. Now you may 
proceed. 

Mr. FurtscuMann. Very well, sir. As I say, I will not give the 
figures on tin because they are highly classified, and I will submit 
them if the committee wants them im executive session. 

Let me first say that I have with me Mr. Glen Ireland, who is 
Deputy Administrator of NPA. He has handled this particular 
matter and knows more about the details than I. As soon as I outline 
the general considerations, Mr. Ireland will be available to answer 
more specific questions about what we think it necessary to do. 

I will start this way: Tin is a most vital strategic material in any 
war economy. We have, as you know, to import virtually all of our 
tin. Because of the world situation today, we are in a very difficult 
strategical position, most of it coming from very long distances and 
we being very vulnerable in that respect. 

The tin-stockpiling program has been under way as you know, but 
up to the present time it has not progressed toa point that is thought 
to be at all safe, and the consensus of opinion of all those who have 
had to deal with it is that it would be a most dangerous and foolish 
thing to draw down on our small stockpile of tin. That is the back 
ground of why we felt it necessary to take action with respect. to tin. 

The CHarrman. Just what action have you taken up to this point 
and what further action do you contemplate / 

Mr. FietscuMann. We have taken two general types of action. In 
the first place, we have restricted the use of tin for civilian and in 
dustrial purposes with a rather strong hand. We have eliminated 
I think most of the frivolous uses of tin and we have cut down indus 
trial uses to the limit that we think is safe. Meanwhile, military 
requirements for tin in a variety of items, patricularly industrial, will 
continue to go up very steeply during the balance of this year. 

We made effective for the first quarter of this vear to an over-all— 
I can only call it—allocation of tin whereby this comparatively small 
supply of tin was distributed among competing uses as fairly and as 
sensibly as we thought could be done. Shortly after the first of the 
year when the price controls went on tin and on other items, the import 
of tin virtually came to a halt entirely. As you gentlemen know, I 
think, the price of tin on the world market had soared out of all pro- 
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portions, so that a Senate committee said that the United States was 
being terribly gouge .d in the world tin market, and that is true. We 
were paying terrific amounts for our tin. 

The import of tin, however, substantially altered and acting on the 
best advice we had as to the way of resu ning the import of tin and at 
the same time making some attempt to control the ridiculous world 
price, the Reconstruction Finance Corporation was set up to purchase 
tin for resale to industry as needed. The result of that action by the 
Government was that world tin prices did in fact fall and are still 
much lower than they were a month or a month and a half ago. If 
general importation of tin were resumed at the moment, the consensus 
of everybody who ee about it is that the price of tin immediately 
would soar out of range again. 

Having done everything we could to reduce the industrial use of tin, 
a decision had to be made in the first place as to whether the Govern- 
ment was going to draw down on the very short stockpile of tin that 
we have in this country, and the decision made by those of us who 
had the responsibility, including Mr. Harrison, was that in this time 
of national peril, as we think it is, we shoul | not use up this very short 
supply of strategic tin, but that the country generally speaking would 
have to get along on what tin could be produced and what tin could 
be imported. 

We had reduced the industrial use of tin, as I say, to the a and 
most of the rest of the tin or a very large proportion of it, as Mr. 
Ireland will show you, having the figures, goes into containers, includ- 
ing beer containers, and including cans for food, nonfood, and other 
similar uses. 

In the first quarter of 1950 the use of tin for containers and for 
industrial uses was | mited. It was not a drastic cut because at that 
time we had of course oped that we would be able to keep up tin 
imports, but it was limited in the first quarter. Because of the greatly 
reduced import of tin that we are now vetting it is obvious that some 
additional neasures m { be taken for the second quarter. As to what 
measures might be taken I can only describe it this w: ty : The Agricul- 
ture Departme nt has du ng the past year—and it ink ga a 

stimulated maximum production of agricultural es erties including 

he pe ‘risha ble | au k. as it 1s called. The Agi iculture Department and 
ourselves have tried to work out jointly how the reduced supply of 
tin coule " ‘st and m iciently from the standpoint of the mobiliza- 
tion effort be divided among users of tin cans. It was Agriculture’s 
position, ‘ina we have accepted their recommendation, that the perish- 
able food pack which otherwise would be lost if left on the ground, 
must receive substantially 100 percent in order that it may be put into 
‘ans Immediately. 

The Cyaan. In other words, what you have done up to the pres- 
ent has received the approval of the Department of Agriculture. 

Mr. Freiscumann. Y Ss, sIr. It has been done on their recom- 
menadation, 

The Cuamman. O heir re yl , 

Mr. FieiscumMann. Yes, sir. They are here today to speak to that 

In other words. ws ave said out of the yf as pam ee supply of tin 
hat. can be made available for contai ners, vou must take « ‘are of the 
If that cle is1Ol 11s wrong, then we are wrong, 


perishable food pa 


we think that de¢ision is right. 
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The Carman. You would not call beer a perishable food product ! 

Mr. Fie1scumMann. No, sir; I do not. After taking care of that 
perishable food pack, there is a greatly reduced amount of tin avail- 
able for the other items that have to be packed or that up to the present 
time have to be packed in tin. The order which we proposed to put 
out, the order which we are considering, let us say, will necessarily 

reduce the amount of tin available to go into the beer pack simply be- 
cause 2 and 2 make 4, and that is all the tin there is. 

As to the loss of revenue involved, let me simply say that the figures 
which have been cited to you presume that all of that beer for which 
there is no tin is going to be lost and that nobody is going to provide 
other containers. Actually what must be done, and it must certainly 
be done either this coming quarter or in succeeding quarters as the 
military program goes up, beer brewers generally will have to shift 
into bottles. They don’t like that. It is more expensive. And we 
don’t like to have to make them. It isn’t fun to attempt this kind of 

regulation. Nevertheless, faced with the choice between losing the 
perish able food pack and having unlimited tin for beer, we ade the 
decision to take the perishable food pack. 

At the same time, carrying out our duty, we are arranging the most 
intensive efforts to increase the bottling capacity of the Nation so that 
the beer people can turn their product steadily into bottles. I have 
no reason to believe that any such loss of revenue will be suffered as 
has been predicted, because we believe that with special assistance from 
us, Which we will give, most of this loss of beer can be made up by 
putting it into bottles. Of course, the tax is not on the tin, it is on 
the sale of beer. 

Mr. Doughton, if I may say so, this is a very difficult decision. 
Nobody likes to see the brewers or any other substantial element of 
industry suffer, and clearly they are suffering. 

The Cuamman. Have you looked into the situation as to bottles far 
enough to be satisfied that the industry can secure suflicient bottles to 
meet their needs? 

Mr. Fieiscumann. I think Mr. Ireland is a little better able thar 
1 to answer that, but I will say that I have looked into it sufficient!) 
that I am certain there will not be anything like the loss of revenue 
that has been predicted here. I would not be so foolish as to say that 
in a fast change-over such as we have here there will not be some los: 
of revenue. I regretfully conclude that is probably true. But we 
will move just as rapidly as we can to provide extra bottling capacity) 
for this industry. I believe from what I know—and Mr. Ireland hae 
looked into it a little more than I—we will be able to make ve 
substantial additional bottling available at once. 

The Cuarmman. The beer people claim very definitely they cann 
procure the bottles, and that is the reason I asked you the questio. 

Mr. FietscumMann. Yes, sir; and it has been our concern to try to 
find out whether or not it could be done. 

The Crarrman. Mr. Ireland, do you wish to make a statement’ 
If so, please give your name and address to the stenographer. 

Mr. Irenanp. My name is Glen Ireland, 4000 Cathedral Avenue. 
Washington, D. C. 

I might add on this last point about bottling capacity, the questio 
may be whether we use nonrefillable or refillable bottles. We think 
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it will have to be done through refillable bottles. We agree that there 
will not be sufficient capacity for nonrefillable bottles. We plan a 
graduated program in which there would be a gradual step-down 
from tin and a step-up in bottles, perhaps 25 percent in the second 
quarter, perhaps another 25 percent in the third quarter, and another 
in the fourth. The exact amount of that would depend upon our 
progress with the bottling people. 

I don’t believe I have anything further. 

The Cuarman. Your contention, as I understand it here, Mr. 
Fleischmann, is that the military needs transcend the revenue needs 
in this problem. 

Mr. FLeiscumMann. Yes, sir; that sums it up, although we certainly, 
being taxpayers ourselves and recently from private industry, are 
going to do everything we can to minimize this impact on the revenue. 
We have taken that into account. We have given it the most serious 
consideration that I am capable of, and we come out there. We think 
that tin is so indispensable here that we just can’t afford to do other 
than as we are doing. 

The CuHarrman. ‘There is a big difference between your testimony 
and the testimony of Mr. Hester both as to the scarcity of tin and 
as to the availability of bottles. Is it your contention that there 
will not be a serious loss to the business on account of not being able 
to secure bottles and that it will not be so serious and important as 
the matter of the availability of tin to the Government ? 

Mr. Fieiscamann. Mr. Doughton, as far as the figures on tin, 
I respect fully suggest that we do know the figures, which Mr. Hester 
does not. We would be glad to submit them to you in executive 
session. Of course they are highly classified, but obviously the Con- 
erTress is entitled to the stockpile figures and everything else. If you 
want them, we will make them available. 

The Cuarrman. Would you concede that the beer industry repre- 
sented by Mr. Hester perhaps knows more about the bottling situation 
than you? 

Mr. Fierscumann. I think that is probably true, although in line 
with our duty we have tried very hard to find out the facts. 

The Cuatrman. Does that complete your main statement ? 

Mr. FieiscuMann. Yes, sir. 

The Carman. Mr. Reed. 

Mr. Reep. I want to ask you just one question, Mr. Fleischmann. 
I have been watching the exports of critical items, and notice that 
as of March 12, 1951, tin plate, called terneplate, $200,000 worth was 
shipped out. Are we exporting much tin in view of our shortage ? 

Mr. Iretanp. We have always exported some tin for tin plate, 
mostly in the form of tin plate, to friendly countries. 

Mr. Reep. Are we doing it now? 

Mr. Irevanp. Yes, sir; in limited quantities. 

Mr. Reev. About how much? Have you and idea? Do you have 
it in percentages ? 

Mr. Iretanp. I would say it was about 4 percent of the total for the 
second quarter only. 

Mr. Reep. What would that amount to in tons? 

Mr. Iretanp. It is about a thousand tons of tin. That is pig tin. 

Mr. Reep. Are we exporting any other form of tin? 
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Mr. Irevanp. It would be in pig tin which would be made into tin 
plate. Ido not have the weight in terms of tin plate. 

Mr. Reepv. Where does the tin come from that we are exporting? 

Mr. IreLanp. It comes from our stock and our imports. 

Mr. Reep. I see. 

Mr. Iretanp. From the smelter. 

Mr. Reep. If it isn’t a military secret, why is it being shipped out 
when we are so short of it? 

Mr. Iretanp. It is not a military secret, sir. We have always ex- 
ported tin for tin plate to some of these European countries, friendly 
countries, who have depended upon it in turn to put up their food 
packs. For example, we have a very urgent appeal from Portugal] 
at this minute that we get them tin plate so they can take care of their 
sardine pack. 

Mr. Reep. What about our own? 

Mr. FietscuMann. Let me say this on the export. 

Mr. Reep. I am curious about this because we are so very short in 
our country. Not only tin, but copper, things in which we are very 
short, have gone out. 

Mr. FietscumMann. Let me make this general observation on that 
subject. Over a period of years the United States, being a rich 
Nation, has supplied, whether rightly or wrongly, many m: terials to 
many nations on which their economy came to depend, their essential 
civilian and industrial economy. As ours get scarcer I think you will 
find, Mr. Reed, that without exception the allotments for export have 
been very drastically cut down far greater in proportion across the 
board than our own economy has been cut down. It may be that 
we in these tight situations should discontinue those exports entirely 
That might be. This isn’t a matter that I have to decide, but the 
other side of the coin is that many friendly countries have no = r 
source of these materials at all, and over a period of years they have 
dependen on these exports from the United States, and it has . 
thought by those responsible for those decisions that instead of cut 
them off overnight, it ought to be gradually reduced, and that is be 
done. 

Mr. Rerep. Of course, I am not going to argue with the point you 
have made. I am just somewhat alarmed and wondering about the 
reason. Of course in time of great emergency we can't deprive ow 
selves of these vitally needed metals just to retain friendship. Thos 
countries must realize that. We must look out for ourselves fii 
particularly in time of war. I don’t know how many tin cans a thy 
sand tons will make, but this submitted list of exports of vital ma 
terials that we need is alarming. 

Mr. FieiscuMann. Yes, sir; it isa very difficult problem. Take s 
fur for example, which is a good example, during the interwar peri 
we have exported a great deal of sulfur to Great Britain and ot! 
friendly countries. They have come to depend on that instead 
using higher-priced pyrites. We have in fact warned them that they 
must convert to their own sources of supply. It has been felt t! 
they should have a short time to make that conversion. 

Mr. Reep. I am certainly not advocating liquor of any kind so far 
as that is concerned, except I do know that it is a part of our economy 
and affects the thousands who are employed in that business. I know 
nothing at all about the history of the bottle situation. Mr. Do 
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ton asked if you had looked into that very thoroughly. I wondered 
f you knew to what extent the conversion had been made. Of course 
we are interested in trying to raise revenue. 1 would like to have a 
further statement of your point of view on that, and I would like to 
hear from the others to see if they have made any further investiga- 
tion than you people have. 

That is all for the present. 

Mr. Forano. Mr. Fleischmann, I am sure you appreciate the fact 


hat we are having a terrible job on this committee trying to raise the 
revenue the President has asked us to raise. I am sure also you 
people handling the defense program are interested in not disturbing 
the domestic economy any more than is necessary to meet the circum- 
tances of the defense program. 

Mr. l’':eiscuMann. That is correct. 

47 ] 


Mr. Foranp. My great interest in this program is that we were told 
hat. about 20 percent of all the beer now sold is sold in cans, and if 
ais should be e] mil ated it would mean the loss of approximately 
$133 million in Federal revenue under the present tax rate of $8 a 
barrel, and under the proposed $12-a-barrel tax we are facing a loss 
of revenue of $200 million a year, which to us on the committee are 


vreat big items. I am sure we all want the national defense program 
o go ahead without interruption if at all possible, but we also want 
to be ire that \ ire not injuring the domestic economy beyond the 
point where it is absol itely necessary to do it. 

I heard a few days ago that the Government has stopped purchas- 

{ in for the sto Kp le. Is that correct? 

Mr. FueiscumMann. It was announced publicly that the Governme 
has stopped buying tin for the stockpile. That is true, I believe, al 


though that isn’t my responsibility. The reason, as you probably 
is that the world price of tin has soared almost out of reach. 
Mr. Foranp. To about $2 a pound. 


Mr. FuriscumMann. Yes: it got up in that general neighborhood. 

Of course it wasnt o lv the (;,overnment that stopped b ving. In 

ustry had stopped buving. too. Nobody was buying any tin at that 
pont 

. , . . . * 

Mr. Foranp. Is the Government preventing private purchase of 


Mr. FixiscumMann. At the present time the Government is handlin 
| purchases of tin. 

Mr. Foranp. The price dropped from the price administration 
ev of S1.83 to $1.55, Lam told 

Mr. FreiscuMann. Yes, sir: that is correct. 

Mr. For IND. | it can well he taken as an indication. if we Stop 
iving, that the stockpile is sufficiently high that we don't have to 


cont nue buying for the moment. Isn't that interpretation correct / 
Mr. FueiscumMann. No, sir: it is not correct. 
Mr. Foranp. The still need for more tin in the stockpile? 
Mr. FrerscumMann. Yes, sir. In my opinion—and I say I would 


e glad to deve lop this in executive session—li would be most un- 


eto draw down from the stockpile. 

Mr. Foranp. Am I to understand that the only reason whv the 
purchases have been stopped was because of the exorbitant price being 

ed for tin, or is there some other reason ¢ 
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Mr. FLetscuMann. With all deference, sir, I think this part should 
be discussed in the executive session. 

Mr. Foranp. I don’t want you to reveal for the record things that 
should not be revealed, but I would be very much interested in dis- 
cussing it with you. 

Mr. FieiscumMann. I would be glad to come in and discuss it with 
vou privately. 

Mr. Foranp. There was talk about putting beer in bottles, but the 
thought occurred to me that not only bottles would be involved, but 
also equipment for bottling. 

Mr. FietscuMann. That is right. 

Mr. Foranp. In view of the steel situation, and I believe most of 
these machines require some steel, what would be the situation there / 
Would the equipment to do the bottling be made available ? 

Mr. Fierscumann. I think the best way on that is for us, if the 
committee would like, to submit a report on what we have done 
about the bottling picture and what our estimates are of what can 
be done. We have that data, generally speaking, available. I am 
not an expert on the matter myself, but I have received assurances 
that it will be very far from the fact that all of this revenue will be 
lost. 

Mr. Foranp. I think that information would be very valuable to the 
committee and I hope you will supply it. 

Mr. Fie1iscumMann. We will submit that. 

(The information referred to above was not furnished by the 
witness. ) 

Mr. Foranp. I understand that Mr. Crosley, the vice president of 
the Owens-Illinois Glass Co., said that it would be impossible for the 
bottle manufacturers to supply sufficient bottles to offset even the 10 
percent cut, let alone a 25 percent cut. 

Mr. Fieiscumann. I don’t know as to what he may have said, sir. 
Mr. Foranp. He is one of the men well versed in the bottling in 
dustry. I understand he is a member of the board of directors of the 
United States Brewers Foundation, and he gave that information to 

the foundation just a short time ago. 

Mr. Iretanp. We have some members from the bottling industry 
in NPA as consultants and advisers. 

Mr. Foranp. So they can get that same information. 

Mr. Iretanp. They have the same information. The difference is 
whether you are talking about nonrefillable or refillable bottles. It 
makes a big difference in the amount of glass. 

Mr. Foranp. I understood you to say a few minutes ago, Mr. Ire- 
land, the question of nonrefillable bottles was a grave one, that most 
likely refillable bottles would have to be used. Is that correct? 

Mr. Irevanp. Yes. 

Mr. Foranp. I understood you to say that. 

Mr. Iretanp. That is right. 

Mr. Foranp. Of course that entails a great deal of breakage and re 
placement that would have to be taken into consideration, too. Then 
in addition to that, I understand there is some shortage of soda 
ash that they use in making bottles. Are you aware of that fact! 

Mr. Irevanp. I am aware of that, and we believe that to be largely 
a temporary condition. 
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Mr. Foranp. You think that will be taken care of ¢ 

Mr. IrReLanp. Yes. 

Mr. Foranp. How about the paper situation? It is well under 
stood that you require more cardboard for cartons of bottled beer 
than you do for canned beer. Would that make much of a difference ‘ 

Mr. Irenanp. We think not. We have weighed into the balance all 
those things, sir; the cardboard containers, the caps, the machines. 
Considering the vital necessity of tin and the conservation of tin, we 
believe that outweighs these other considerations. ‘That is not to 
say that in a normal economy that would prevail. because obviously 
it doesn’t, but we believe that under these conditions this is the more 
advisable thing to do. 

Mr. Foranp. Do you think the military demands are going 
such that you have to go to the extent that you are going in the 
tailment of allocations rf tin / 

Mr. [retanp. ‘The combination of military demands for K rations 
plus the extremely high food pa k that we are all working to get, 


Cul 


agriculture in partic lar, in this vear is what causes the |} igh demand 


Mr. Fieiscumann. Mr. Forand, may I make one observation. It 
is the question of alternatives that troubles us here. There are only 
two ways in which this ti ld be made available to the brewing 
industry. One is to take it out of the stockpile, the other is to take 
it out of the perish ible food pa k, as far as we can see. 

Mr. Foranp. You have the third alternative of getting more tin. 

Mr. Fu 1M x. We are getting e!! the tin we can at ku 
( f reasonavie pl >, it is tlie COnsensu rf Opinio ana | think you 
would find it profitable to hear from the people who are buying ti 
for the RFC as to how thin a market this is-—the minute that you 
start buying tin, up goes the world price up to the levels that it was 
at before. It isn’t a question of industry buying tin, because industry 
was unwilling to buy tin at those prices and stopped entirely buy 
ing tin. 

Mr. FORAND. The tin that we get comes frorn friendly countries. 
doesn’t it ? , 

Mr. FietiscuMann. I would say on the whole friendly or neutral 
countries. It comes from Asia. 

Mr. Foranp. Not our enemy, in other words. 

Mr. FLetscuMann. No; that is correct. 

Mr. Foranp. Has your organization made known this situation to 
the State Department to see if they couldn’t make some kind of ar 
rangements to stabilize this world price é 

Mr. FieiscuMann. Yes, sir; and they are trying to do that right 
now. They are having international conferences I think this very 
minute, if I am not mistaken, at least they have been scheduled and 
they are trying to do it. 

Mr. Foranp. Thank you very much, 

That is all for now. Mr. Chairman. 

The CuatrmMan. Mr. Simpson. 

Mr. Srwpson. I was late getting in. Did I understand that vou 
are not buying tin now in the world market ? , 

Mr. Fieiscumann. | wonder, again, if you feel it proper for me to 
discuss the world market situation here. 

Mr. Simpson. As far as I am concerned, I do. I think it is a big 
mistake not to. 
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Mr. Fieiscumann. All I want to say is that I would prefer to dis- 
cuss it In executive session. 

Mr. Srvrson. It is entirely economics that I want to discuss. 

Mr. FieiscumMann. Let me say it this way: I believe I can answer 
it sufficiently for your purpose—— 

Mr. Stmpson. All right. What 1 want to know is why we stopped 
buying tin at a time when we still needed more tin and then we sent 
more tin abroad during that period, shipped it abroad, 1,000 tons or 
thereabouts, to countries in order to make them more friendly to us, 
and I wonder whether they are the same countries that we buy 
from. 

Mr. Fieiscrmann. The point is this: We have not entirely stoppe: 
buying tin. The purchase of tin has been centralized in the Govern 
ment. Nobody else may import tin. The announcement was that we 
stopped buying tin for the stockpile. What is being bought is th 
very minimum amount necessary to keep industry going. 

Mr. Soeson. If I may suggest, it is not the minimum amount neces 
sary to keep the war effort going and to take care of civilian needs, or 
we wouldn't have this problem before us we have today. 

Mr. FLetscHMann. It is not the minimum amount necessary to keep 
the use of tin at, say, the 1950 levels. 

Mr. Srurrson. Why are we shipping it out of the country now ! 

Mr. Fieiscumann. The reason so far as I know—and I don’ 
decide how much tin is shipped abroad, my job is to distribute what 
tin we have among those who need it. 

Mr. Smwrson. My question is why do we ship any abroad when we 
need it for our defense? 

Mr. Fietscumann, The only answer I can give you is that over a 
period of years certain friendly countries have had their industry 
depend almost entirely on American tin. The thought is that to cut 
them off entirely overnight would not be wise from the standpoint 
of our policies. I don’t say that is right or wrong. Those are the 
reasons that have entered into it. They have been reduced. 

Mr. Smupson. Are they not the countries that we buy tin from? 

Mr. FiriscumMann. To some extent, although not primarily, I be 
lieve. I think tin is being exported primarily to so-called Europes 
countries whereas most of the tin actually comes from the Far East 

Mr. Suurson. Is it reasonably certain that we will have to begin 
buy tin again on the world market? You said we were short. I am 
not disclosing anything that you haven’t already stated. 

Mr. FieiscumMann. I really don’t feel I can answer that. TI am not 
trving to cover it up, because I don’t know. 

Mr. Simpson. If we are short of tin now, it is fair to assume, as 
you have already said, that we are trying to get a price agreement 
among the producers so we can buy cheaper. Why did the price go up 
so terrifically ? 

Mr. FLerscHMaAnn. Because of the world shortage. 

Mr. Simpson. Weren’t we in the market in the years past? 

Mr. FietscHMANN. Yes, sir. 

Mr. Stwpson. The price did not go up then. 

Mr. FietscHMann. The price has gone up. I am not an expert 
in international tin, but the price has gone up very markedly ever 
since the start of the Korean war. 





REVENUE REVISION OF 1951 2753 


Mr. Srwrson. Did we speed up our purchases then ? 

Mr. FietscomMann. I don’t know, sir. 

Mr. Stimpson. Is there more of a demand now than there was prior 
to Korea ¢ 

Mr. FLEISCHMANN. Yes, sir. 

Mr. Simrson. All right, thank you, sir. 

Phe Cuaimman. Mr. Eberharter. 

The Chair would like to make the observation before Mr. Eberharter 
asks his questions that if there is information in your possession that 
you don't feel at liberty to give, but feel you would be willing to give 
in executive session, the committee might like to have an executive 
session. Would that be agreeable? 

Mr. FieiscnmMann. I am perfectly willing in executive session to 
make any figures available that the committee wants. 

Mr. Rerep. May I ask, do you have it with you so that if we did 
go into executive session, you would be prepared now ? 

Mr, FietscHMann. The only one I would have any doubt on, and 
I would want military clearance on, are the figures relating to the 
stockpile. As to those I think you would agree I would need to get 
military approval. 

Mr. Reep, Although I favor it, there is no use going into executive 
session unless we can develop what we want right here and now. 

Mr. Simpson. Mr. Chairman, I want to make myself perfect ly clear 
on this matter of the executive session. I have said before in this com- 
mittee that I don’t like the idea of people tying our hands and our 
ears and our voices on matters where they have the sole discretion 
as to whether a matter is fit for the public to know. This matter 
that I have been talking about is simply an economic one. It involves 


e onomics, and it requires the light ot pul lie opinion to account for 


such a thing as whether we need a material when we have stopped 
buying it and then get rid of what we are short of at that very moment. 
It ust does not make e e, particularly as we know that the supplies 
are a closes } ition, and we know that they are going to set 
e price when we go back in the market in that area. I do not think 
e State Departm l S Foil Yr To be able to he ld that price down, 
| 1 think we are making a mistake today in not buying tin. 
The Cuarmman. The Chair recognizes Mr. Eberharter. 
Mr. Evernarrer. With respect to this question of shipping some 
ibroad, I happen to have made an inquiry a week or two ago, and 
was informed that some of this tin was allowed to go, for instal ce, 
Italy with the proviso that they use it for canning special Italian 
itoes and shipping it back. Are you prepared to say anything 
about that ? 
Mr. FieiscumMann. I am sorry; I don’t know. 
Mr. Enernmarrer. Mr. Ireland? 
Mr. Irenanp. I don’t know. 
Mr. Eseruarrer. I was informed that there was a requirement that 
» material be used to can and to ship back these tomatoes, Italian 
tomatoes of a special] kind, for which there is a demand here, and I 
derstand the military is buying them, too, 
Mr. Iretanp. I know the canned tomato supply is short. 
Mr. FueiscumMann. We will get that information and submit it to 
vou. 
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Mr. Exsernarrer. I would like to know. It seems to me that if we 
are shipping some of this tin overseas we could tie a string to it, as 
they told me they were doing with respect to tin for the Italian toma 
toes. It is of some use to our economy if we can get a supply of food 
that we are short of. Are either you, Mr. Fleischmann, or you, Mr. 
Ireland, prepared or willing to tell us right now just what steps y 
have taken or contemplate taking with respect to helping the bot 
industry to supply the needed supply of bottles to take the place of 1 
cans or would you rather discuss that in executive session / 

Mr. Irevanp. I can answer that, sir, in general terms. As I sa 
we have one or two experts from industry in our container divisi: 
now. They are studying this matter and are in contact with the b 
tling industry. We propose to have representatives of the bott!i 
industry in to discuss this very matter within the next week. VW 
will be prepared to talk about programs and to help them with th 
bottling facilities. 

Mr. Exeruartrer. Are you prepared to dispute what Mr. Fora 
brought to the committee's attention, that the chairman of the boa 
or the president of this big glass company said that they would 1 
be able to supply the necessary bottles ¢ 

Mr. Iretanp. I have quoted that statement directly to one of « 
experts. I am not a bottling expert. I have raised that questi 
directly with one of our experts, and incidentally he is a man of rat} 
high rank from the same company as this gentleman who makes t 
quotation, and he says that that statement is true if you are talking 
about nonrefillable bottles, but if you talk about refillable botiles 
where you can use them over again, it is practicable to gear up t 
industry to take care of this. We did not plan to do this overnig 
We planned to take care of some the second quarter, some the th 
quarter, some the fourth quarter. It depends on whether anybod\ 
talking about doing it overnight with nonrefillable bottles or whet! 
you are talking about a program over a period. 

Mr. Enernarrer. 1 have been informed, Mr. Ireland, that a 
percent cut would mean 2 million gross bottles, and that the bottle 
industry certainly couldn’t supply that for the next quarter. Two 
million gross is a lot of bottles to step up in production. They w 
robaby be called on to supply more bottles for other items, to 
Senin of the shortage of tin. 

Mr. Inetanp. I think the best way to answer that question is to give 
a report to this committee, as Mr. Fleischmann suggested, in which 
we will indicate it. 

Mr. Enernarrer. Are you prepared to give it now? 

Mr. FieiscuMann. I suggested that we submit a written report and 
then have one of our people who is an expert come up here. We didnt 
know exactly which phases of this you wanted to go over, and neither 
Mr. Ireland nor I could qualify. We have to take advice from the 
people that we have for that purpose. We will have them come up 
here if you would like. 

Mr. Esvernarrer. I think that is important before we can make a 
real determination. 

Thank you. 

Mr. Foranp. Mr. Fleischmann, how soon can we expect that re} 

Mr. FietscHMann. Today is Wednesday. We can have a writ! 
report of our findings by Friday. 


} 





REVENUE REVISION OF 1951 2755 


Mr. Foranp. Does that mean that in the meantime you wouldn’t 
take any drastic action concerning this or that, you would go right 
ahead, anyway, regardless of what the situation may be found to be? 

Mr. Fietscumann. We have only this responsibility: I will be glad 
to get those up here Friday, and I will say that if it is the feeling of 
this committee we should not we will hold up until the first of the 
week on this matter. But what we are doing is allocating the supply 
of tin for that second quarter, and the second quarter is about ti 
begin. This isn't just an order directed at the brewing industry. 

As I say, we are faced with these alternatives. It would be a 
happy thing if I could say to you today we are not going to cut 
beer industry, but that will simply mean that we will have to cut 
perishable food pack. 

Mr. For ND. You realize, of course, I am sure, th: 
the only excise-tax revenue-producing product that 

Mr. Fieiscumann. I know. 


Mr. Esernarrer. That in itself makes it a very importa 
FLEISCHMANN. Yes, sir; it is a very important subject and 
welcome this opportur itv to discuss it with you because I know it 

Mr. Foranp. I am still worried about the revenue. 

Mr. FierscHMAnn. So am I, sir. 

The Crarman. Mr. Byrnes. 

Mr. Byrnes. Mr. Fleischmann, you have already 
restricting the use of tin; have you 

Mr. FLEISCHMANN. Yes: we have. 

Mr. Byrnes. Do you have any information as to whether t) 
tries to which our exports of tin are going have similarly res 
the use of tin? 

Mr. Fieiscumann. When you put it that way I cannot cite chap 
ter and verse. My impression is that they are much shorter of tin 
than we are, but I will b glad to document that. 

Mr. Byrnes. It is my understanding, for instance, that some of thi 
tin is presently going from this country to areas that manufacture 
beer and put it up in cans. 

Mr. Ky EISCHMANN., I will have to check that because I dont ki ow 
f illy on that subject. 

Mr. Byrnes. Who has charge of the general export regulations con- 
erning tin and who could give us the background and the philosop! 
surrounding the policies that have been put into operation / 

Mr. FieiscumMann. I would say the best person for that, that that 
er, agama in the past has been basically Secretary Sawvyer’s, and 

has exercised that through the Office of Inte rnational Trade. of 

th Mr. Ray Miller is currently the head. That kind of evaluation 
that you speak of is bei ne mi ade tod: L\ by that agency, and I would 
think Mr. Miller and his staff would be in the best position to explain 
or defend their policy. 

Mr. Byrnes. What vou are recommending or in the process of rec 
omme nding as far as the restriction on the use of tin 1s more severe 

n the restrictions that were put on during the height of World Wat 
I. Is that correct ? Is it not more severe than we had then? 

Mr. Furiscumann. I believe not. although I haven’t made that 

omparison. 


79120—51—pt 
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Mr. Byrnes. I don’t know just where we are today as compared to 
where we were during the height of World War II, because certainly 
tin was short then. I don’t know whether it is any shorter now or 
whether there is greater need for restriction now. 

Mr. Fieiscumann. I would like to furnish that information to the 
committee, and I will do so. 

Mr. Byrnes. If you would, please. 

During the last war there was a period of time at least during w 
we carried on a salvage operation covering many strategic items. | 
remember it was particularly true of tin cans. The housewives were 


encouraged to save tin cans, and they were sent to central places and 
Was that basically for the tin 


hic hy 


were p rocessed in some way or other. 
content; do you remember? 

Mr. Firs HMANN. I believe it was at that time, sir. I have had a 
study made of the possibility of doing exactly that at the present time, 
and the result is that due to principally the changes in technology 
which I am not qualified to discuss but I have a report which I can 
submit to you right away on it, you will get practically nothing out 
of tin-can-scrap collection. There has been such a change in the 
method and cookiaalaas that you would get very little out of any t 
scrap € ampaign. I have that study available and will be glad to give 
it tothe committee, or a copy of it. 

Mr. Byrnes. You don’t mean that technically we are moving back 


ward so that we can’t get as much tin out of salvage as we did 5 or 6 
; 


years ago! 

Mr. Irevanp. I think the reason is the contrary, that we have made 
technological advances in the way of using such thinner coats of tin 
that what you can get back from tin cans scarcely pays for the han- 
dling. I think that is the point. 

Mr. Byrnes. Then it would seem to me as far as the need for 
restrictions on the use of tin cans at this time as compared 
restrictions during the last war would be less. 

Mr. FuriscuMann. I think that is right. 

Mr. Irevanp. The point is that our supply of tin has not increas 
but with the growing population we use many more tin cans tha 
did before. The total area has grown a very great deal. 

Mr. Byrnes. Mr. Fleischmann, I understand you are going to sup 
ply some of that inform: ition. 

Mr. F'LetscuMann, I will give you first a copy of the report we 
the desirability of a tin-can-serap drive. I have just had tl 


‘est! 


have 


On) 
finished. Secondly, I will give you a report on what type of 1 
tions there were during World War II. Third, if you want to disc 
the foreign situation, “Mr. Miller or somebody from his staff would 

know better than I. 

The Cuatrman. Mr. Kean? 

Mr. Kean. You said that it was the Department of Commerce t! 
decided on how much tin we export; is that true ? 

Mr. FietscumMann. Let me say this: I have to clarify that situatio 
All during the past year and up to the present time all exports of t 
have been controlled through the device of export licenses issued by | 
Department of Commerce. That is correct. Now we have set up this 
new mobilization structure and included in that is the so-call 
re quirements committee which decides the basic distribution of mate 
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rials. As you know, that organization is just getting into operation, 
and I won't claim that it is yet fully in operation. At the time that is 
in operation, it would seem to me that the basic decision as to who got 
how much tin or steel or aluminum or anything else for export or 
otherwise would be made by Mr. Harrison as chairman in effect of the 
requirements committee. Over the years and up to the present time 
xports have largely been the job of the Office of International Trade in 
the Department of Commerce. 

Mr. Kran. Then is Mr. Harrison—— 

Mr. Furiscumann. That is Mr Ray Miller. 

Mr. Kean. You said Mr. Harrison was head of requirements. 

Mr. Fuerscumanyn. Mr. Harrison is the Administrator of the De 
fense Product on Admn tration, and when we vet that organiza 
tion operating—Heaven forbid this strings out into a long opera 
tion—l1 think those bask decisions will eventually be made by him. 
He is not vet staffed up and in operation to take up every one of 


se decisions. | p to thie present time the decisions with respect 
most export items have been made in the manner I have described, 
vy the Office of International Trade. 
Mr. Kean. The membership of that committee hasn’t been set up 
vet—the requireme nts committee ? 
. Mr. Ki EISCHMANN. | he requirements ¢ ommittee ? Yes: it } as been 
set up, and we do have re pre entatives of th agencl s of the Govern 
ment such as Avricult re, al dso forth: but it hasn’t yel really started 
» function. 
Mr. Kean. How is that ip? One member from Agriculture, 
e member from other departments / 
Mr. Freriscumann. There is one from the military, that is, from 
\ mitions Board. Lhe re is one from Agriculture. re will 
ther one or two f ! the Commerce Department. one represent 


r\ shop und per! ips two from our place, one representing, if 


will eats trial ‘Ol omy and one the ( vilial requirements 
sti , ndustrial economy. There will be at least 


‘ 


’ roreign demand for these materials, and 
ild be from this Office of International Trade, 
hough I think the details on that have not been worked out. Then 
re will be one or possibly two men from the Interior Department 
resenting electric power, petroleum, solid fuels. There will be 
from the Atomic Energy Commission. I think those are the 
pal ones, and also perhaps the Maritime Commission, which 
lid not mention. 
Mr. Kean. You mentioned Portugal. Of course, Portugal is known 
s(rreat Britain’s oldest lly and the larg st source of tin comes from 
Malaya, which is inthe British orbit. It does seem that that tin going 
to Portugal should come from the British. 
Mr. Fieiscumann. I can’t comment informatively on that individ 
ise, but I think there is tin plate rather than tin. 
Mr. Kean. You have already or are about to make a 25-percent 
Mr. Fietscumann. That is right. 
Mr. Kean. Did I understand you to say that you would not cut this 
supply further for the next quarter until you were assured that bottles 
were available? 
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Mr. Fieiscumann. What Mr. Ireland said and what I adopt 
this: By the very nature of this mobilization effort, you can’t mak 
any kind of the commitments more than a month ahead. It is simp 
impossible. If a war should start I think it would be the unanimo 
decision, because of our critical tin supply, that everything had 
be taken out of tin at top speed. You understand that would char 
overnight. What we have said and what as long as we have the 1 
sponsibility we are going to try to do, is to time and synchronize thy 
cuts with new available sources of bottles because we want to minin 
dislocation. Revenue is one thing, but for example, the effect on | 
labor situation and unemployment and all of that kind of thing m 
be considered. We want to minimize that to the fullest extent 
can. ‘There isn’t anybody in my shop who believes in regulatix 
for the sake of it. Our background is all different. 

Mr. Kean. I don’t think it is a question of unemployment becau: 
takes 41% times as many men, I understand, to make the bottled | 
than it does to make the canned beer. Therefore, it is a questio 
finding the scarce manpower. 

Mr. FietiscuMann. What I was speaking of was this claim t! 
had been made by Mr. Hester that there just wouldn’t be any fac 
ties available for bottling. We don’t believe that is true, and if 
were true—— 

Mr. Kean. In other words, you can’t make any promises but w) 
you were going to try to do is not to cut them any further after t 
until you fee] that they can get the bott!es or some substitute. 

Mr. FietscuMann. I want to be very clear because I don’t want | 
make commitments that I can’t deliver on. 

Mr. Kean. | unde ‘rstand that. 

Mr. FieiscumMann. The tin supply to my way of thinking is cr 
to the safety of this country. Our principal attention is on tin, just 
as the attention of this committee has to be on revenue. Tin is a \ 
material to us. We are not going to cut it one bit further than w 
think is absolutely indispensable, and to the extent we cut it we ar 
simultaneously going to try to make glass available. I want to mak 
it perfectly clear that I am not a free agent in that respect. There is 
just so much tin. It does not seem wise to me for example to let 
perishable food packing go to help all-out production of beer. 

Mr. Kran. How about the perishable food pack? Isn't ther 
considerable surplus of supply in most of the perishable foods / 

Mr. Fieiscumann. The gentleman from Agriculture is here 
us and he knows all about that subject. 

Mr. Kean. I understood that there was a considerable surplus of 
lot of the perishable foods. 

Naturally the farmers want to get their crops sold and we can w! 
derstand that, but so do my people in my district want to get a litt! 
relaxation by having a glass of beer to help them out so they fee! 
better to work the next day. 

Mr. FLe1scuMann. I am sure you will hear from the Agricultur 
people. I want to tell you their information is exactly to the contra 
of that. They are here today, Mr. Kean. 

Mr. Kean. I don’t know the agricultural situation as far as C 
fornia is concerned, but as far as most of the « cig pe is concerned t 
pack of vegetables comes fairly late in the year, I suppose. 

Mr. FieiscumMann. I don’t know. You see, we have taken the 
tion, which may be right or may be wrong, that beer is in a sense a { 
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like any other food. We must under our Government set-up look to 
\griculture for recommendations, since there is only so much tin 
available, as to how we think this tin should be distributed. This pro- 
posal we make is the joint determination of Agriculture and ours as to 
the best w ay to do this. 

Mr. Kean. You are not passing the buck to Agriculture, are you 

Mr. FieiscuMann. I participated in it and subscribed to it. 

Mr. Kean. The final decision was made by the Agriculture people ¢ 

Mr. F.ietscHMann. No, sir; I would say the final decision was 
made by me. 

Mr. Kean. Thank you. 

Mr. Foranp. Just one question, Mr. Chairman. 

The Cuamman. Mr. Forand. 

Mr. Foranp. Mr. Fleischmann, I was very much interested in your 
discussion relative to perishable fruits and vegetables. Has thought 
heen — to the possibility of having that frozen instead of putting 

in cans‘ There is a great demand for frozen foods now, and | 
know that many of the housewives prefer the frozen vegetables to the 

inned vegetables. That would eliminate a great demand for tin, 
tld it not? 

Mr. FierscumMann. Mr. Forand, I actually don’t know. I believe 

e Agriculture man here has all the figures on that. I can’t honestly 
say that I can answer that I don’t know. I should but you don't. 

Mr. Foranp. I hope someone is able to answer that question because 
| believe it is vital. 

Mr. FieiscumMann. I agree with you. I think we should have an 

swer to that. 

CHarrmMan. Mr. Martin. 

Martin. Mr. Fleischmann, I would like some information 
regarding the jurisdiction that you have over the Munitions Board. 
{re they directly under your supervision ¢ 

Mr. FietiscuMann. No. I will describe it in this way. I have the 
uthority to distribute most of the basic materials under the Defense 
’roduction Act. I am the operation man. I have the unpleasant 
b which we have been describing here. The policy determinations 
as to what the program Is to be over-all is vested in my superior in 
the line of command, General Harrison, the Defense Production Ad- 

nistrator. General Harrison has the right, for example, if there 

't enough steel to go around, to say that the military program must 
e cut back or the farm-machinery program must be upped or one 

ung and another. So the basic authority to determine between mili- 
tary and civilian is in General Harrison. 

On the other hand, I have similar authority in a lesser sphere. For 
example, I would have the authority to deny tin to the military for 
ertain purposes if that is the precise area that you are questioning 
ibout. 

Mr. Martry. I had in mind the stockpiling program itself, the allo- 
ition of newly acquired supplies of strategic and critical materials, 
is to whether or not they shall go into the stockpile and at what rate. 

» has the final say on that? 

ye FLeIscHMANN. I would say General Harrison has that, sir, 
is to whether or not we are going to stockpile and if so, at what rate. 
As to whether or not we are going to stockpile less, that is on the rec- 
ommendation of the military. The rate of stockpile acquisition I 
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would say rests with General Harrison and I might say nobody can 
draw anything out of the stockpile without Presidential directive. 

Mr. Martin. That is by congressional act, of course. 

Mr. FueiscumMann. Yes; that is right. 

Mr. Martin. The reference made in this correspondence of 
by the Munitions Board to what they call the Defense Product 
Authority left me up in the air. I do not know whether they 
talking a bout you or talking about Harrison. 

Mr. Fietscumann. I think they are talking about the Defe 
Production Administration, which is General Harrison. I don’t ki 
what the correspondence is, but I should think that would be it. 

Mr. Martin. Do you have the supreme word as to hat proport 
of newly acquired strategic and critical materials shall go int 
stoc kpile ¢ 

Mr. FierscumMann. I would say General Harrison has that, sub) 
to being overruled, as all of us can be, in his case by either Mr. Wils: 
or President Truman, or Congress, of course. 

Mr. Martin. The Munitions Board, then, is powerless in the ma 
as far as final authority is concerned ! 

Mr. FietscuMann. That is true at the present time, in my view 
former lawyer. 

Mr. Martin. I have more interest in it than that. 

Mr. FierscuMann. I mean that is my view at present of w 
authority is. 

Mr. M srntin. I picked up this article from the newspapers of F 
ruary 2 panay reduction of the stockpile of copper by 50 percent, 

1 went afi the Munitions Board on that point and I was refe: 
to the Defense Production Authority, which is a strange alphabet 
agency tome. I can’t find any information on it anywhere. Bet 
as it may, the important thing is, we did set up a very definits 
stick in this stockpile law, Publie Law 520, of th Seventy 
Congress. 

Mr. FieiscHmMann. Yes, sir. 

Mr. Martin. The Munitions Board and whoever else may ly 
there have failed miserably in attaining the objective of that 


of Congress. That was signed into law July 23, 1946, and 


a 5-year program for acquiring : a stockpile that measured up to a g 


] 


V: mm, be ick. ‘That yardstick was that amount of a strategic or « 
item needed for a five -year war emergency at the maximum annua 
of col sumption that we experi need in W orld War I l, less that ame 
of such item that we could reasonably expect to be produce 
Western Hemisphere in a similar period of time. That is your y 
stick. The stockpile objective was to be attained mn full in 5 \ 
Now 5 years will have gone by next July, and I find that 
percentage of achievement in obtaining the stockpile on Janua 
tands at approximately 30 percent for the 71 items. You 
stick now calls for $8,869,000. Your total attainment is $2,718, 
approximately 30 percent. That failure, together with internat 
competition for these scarce items after the shooting start 
brought home to roost right now the proble m that we tried to 
stall and anticipate and to prepare against when we wrote Publi 
Law 520 in 1946. We are paying dearly for it. To my amaze 
you have done what Mr. Simpson alluded to here awhile ago. 
have lifted yourself completely out of the market. If we go 
an all-out shooting war, you are now going to hobble through t 
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war on a 30-percent stockpile. lpn is not classified 
because I am talking about the Tl asa group. 

I am glad to hear you refer to the fact that it 
Congress to disturb this stockpile that is already in bei 
am just about as disturbed when I realize that you Gren ne ah 
power to choke off that stockpile and leave it at 
possible all-out shooting war. 


Mr. FietscuMann. Let me say this, sir. In the first place, as far 
as m\ participatior > lhe ; here until the middle of Septem! e] 


information. 


takes 


50 percent for 


Mr. Martin. I am not talking about you personally. I 
ibout the alphabet 
Board. 

Mr. Fu ISCHMANN. I feel just as strongly 


to get togeti her 


am talk 
that you are in. and the Mun 


as you do about the failury 


on a stockpile during the interwar period. We found 
what we found whe 


ve got here, and we have been trving to make 
up ever since. 


As far as trying to get ahead with the stockpile, we 
certainly Se Personall v I think it would be a major 
mistake to tear d small stoe kpiles we ive ue tha cea t 


Essa pAaIEE. [ know that indi 


i 
“AUS indu *\ 


~~ Mee time. 
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as failed even more miser ably in preserving a1 
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; 


upp ; but they took S11 billion ' th 


strategic and critical materials that the RFC h andled in World War 


‘ 
i 
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Mr. Fieiscumann. That is the reason for our decision, sir, and ] 
think it is right. ' 

Mr. Marrin. That leads me to go back to Mr. Simpson’s question : 
Do you think that it is wholly justified to lift yourself completely out 
of the market for tin? 

Mr. FieiscumMann. As I said, that isn’t quite what is being done. 
The Government is currently buying some tin, but the thought is 
and those who are buying it would be better qualified than I to speak 
of the theory of it—to keep the purchases down to the point where wo 
will not again be gouged by this terrific world price. That may | 
wrong or it may be right. 

Mr. Martin. I am not on that committee now and I don’t know what 
the actual buying activity is among foreign nations for tin and these 
other 70 strategic and critical materials, but from the news report 
which is all I can rely on, the competition is rather severe. 

Mr. FietscuMann. Yes; it is. 

Mr. Martin. I personally witnessed from behind the scenes 
World War II, the Japs and the Germans going into foreign land 
like Brazil, for some of those items that they had for sale, our o1 
source of supply, like quartz crystals. There was no price tag 01 
that. They went in and asked no questions. They took all items 
available because it meant whether or not they had communicatio 
facilities in their airplanes. They didn’t stop to ask questions. It 
seems to me if this publicity in the papers reflects a situation as strong 
as is indicated and we have removed ourselves completely from th 
world market, we may be seriously crippling ourselves. I hope t! 
the newspaper reports are overstated on that. 


I have just one request. Are you in position or should we go to t! 
Commerce Department to get the exact figures of export, and those ar 
not classified because I get them across my desk every day, but | 
haven't had time to summarize them. Can you have it done for | 
and supply at this point in the record a list of all strategic materials 
of the 71 of them, very few are exported—all strategic and critical 


; 


materials that have been exported, say, since the Korean war started 

Mr. Fixiscumann. I think, sir, they have that, and I will undertake 
to provide whatever information is available on these items. We wil 
do that. You understand that may take a few days. I don’t k 
what the condition of the record is. 

Mr. Martin. I know that. 

Mr. Fie1scumann. I will undertake to supply it. 

Mr. Martin. I want to be fair in what I ask you to do, but | 
want what you can get for us. 

Mr. FietscumMann. I think we have that. I think the Office of 
International Trade has all that. I will let you know if there is any 
delay. 


(The information referred to follows :) 


OFFICE MEMORANDUM, UNITED STATES GOVERNMENT 
ApriL 25, 1951. 

To: Mr. Milton M. Thompson. 
From: Mary Dublin Keyserling. 
Subject: Data for House Ways and Means Committee. 

Transmitted herewith is the table which you requested for submission t 
House Ways and Means Committee relating to strategic metals. We have shown 
in this table all metals in the list of critical and strategic commodities as ©! 


the 
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piled by the Munitions Board. You will note that the table presents statistics 
on exports in 1949 and 1950 and for the last 6 months of 1950, shown separately ; 
1949 exports are shown as a pereent of total supply, the figures for which are 
also given. In all cases except molybdenum, the ratio of exports to total supply is 
relatively small. We were unable to furnish data for supply in 1950; they are 
ot as yet available. In the case of most of the metals, total domestic supply in 
1950 was higher than in 1949, so that even in the few instances where exports in 
00 were somewhat higher than in 1949, the ratio of exports to supply would 
ave been lower in 1950 than in 1949. 


United States total supply, imports and exports of selected metals 


nports of metals 
ts for consumption 
rts include crude and se! 
terials and reexports of 
s imports of metal ar 
4 ti 

lable 

of metallic cadmium amounted to 157,000 pounds in 1949 
ined quantity of cadmium w »btained from imported ores anc 
tion in the United States represented 89 percent of world producti 
sented largely withdrawals fr bonded warehouses, General imports 


eunit 


specif 


| 


t available; in 1947 imports supplied 32 percent of United States requirements 


Bureau of Mines of th« epartmer the Interior; Bureau of the Census, some 
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The Cuarrman. Mr. Fleischmann, I know you realize the concern 0! 
this committee about the revenue aspect of this matter, and natura 
we were concerned about loss of revenue. Your testimony to so: 
extent corroborates that, for you state there will be a loss of sor 
revenue. You can’t tell how great it will be, but you admit there wil] 
be a rather substantial loss of revenue for a while. You can see fro 
that standpoint why we were uneasy about the matter and why we 
invited you to come up here to make a fuller explanation of the sit 
ation from your standpoint. 

Now I would like to ask you just one question. Have you <liscussed 
the revenue aspect of this matter with the Treasury Department? | 
understand you have discussed tin allocations quite fully with ¢) 
Department of Agriculture. To what extent has the revenue featur 
been considered ? 

Mr. FieiscuMann. No, sir; I can’t say that I have discussed it w 
the Treasury Department. Let me say this on the general subj 
When you say that I say there will be a loss of revenue, I want to ma 
my position clear: I don’t believe there will be any loss of reve 
myself, but I cannot rule out the possibility in frankness here. 
believe that they will be able over a period of a year to convert 
bottles sufficiently rapidly so that there will be practically no loss of 
revenue. 

The Cuamman. You think there will be no loss of revenue i: 
next fiscal year ¢ 

Mr. FietscumMann. That is my own view, I cannot rule out 1 
possibility. You want a frank answer from me and I[ am trying 1 
ive it. I think it is possible that. particul: arly in the next mon 


i 


two, the over-all beer production may temporarily decline, but 


my own view that we will have very large production of beer and 
all other items, short of a shooting war. If I had to make a prop! 
I don’t believe there will be any substantial loss of revenue. 

The CuarmmMan. It occurs to some of us, with all due deferer 
that it would have been just as important for you to discuss 
revenue aspect of this matter with the Secretary of the Treasury 
someone in the Treasury Department, as it was to discuss the matter 
food with the Department of Agriculture. You can’t do much ; 
national defense without both revenue and food. They are 
essential. They are practically indispensable. I regret that you 
not discussed this : aspect of it with the Secretary of the Tre isury. 

Mr. Fietscumann. I will only say this on that subject, Lg 
many of the actions that we are being forced to take ot re 
limiting the use of materials, for example, the manufacturers of 
mobiles, for example, do have unquestionably revenue impli 
I think your suggestion is a good one, that we should set up some 
of regular liaison with Treasury so they could be kept informed 
make a joint study with us of the effects. I will say that we |! 
been in oper ation only a short time and I don’t recall that that 
ever done during World War II, and it got overlooked this time. 
I will undertake to attempt to make such arrangements. 

The Cuairman. It might prevent some misunderstandings 
did. 

Mr. Fie1scumann. I think so. 

[ think it isa good idea and I will endeavor to do it, siz 
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The Cuatrman. Are there any further questions / 

If not, we thank you very much for your appearance and for the 
information given the committee. 

Mr. Fietscumann. Thank you, Mr. Chairman, and members of 
the committee. 

The Cuatman. Mr. John I. Thompson, Assistant Administrator 
for Marketing Production and Marketing Administration, Depart 
ment of Agriculture. 

Is Mr. Thompson present ? 


STATEMENT OF JOHN I. THOMPSON, ASSISTANT ADMINSTRATOR 
FOR MARKETING, PRODUCTION AND MARKETING ADMINISTRA- 
TION, DEPARTMENT OF AGRICULTURE 


Mr. Tuompson. My name is John I. Thompson. I am the Assistant 
Administrator for Marketing of the Production and Marketing Ad- 
ministration, United States Department of Agriculture. I live at 
1411 Thirtieth Street NW. 

The CHAIRMAN. In view of the d scussion and testimony we have 
had this afternoon and the questions which have been asked, have 
you anything to say that you think will help us out in the problem that 
we are dealing with? After that, I would like to know if in your con- 
sideration of this matter you did give full consideration to its revenue 
aspects. Mr. Fleischmann indicated that they were following your 
recommendation in the action they took. If that is true, I would like 
to know what consideration you have given to the revenue aspect, 
vhether you have considered it of any importance, of secondary 
mportance or what consideration you gave to it. 

Mr. Tuompson. I would like to answer the revenue question in a 
moment, First, I would » to sav that Mr. Fleischmann has 1 
licate d our Posit1ol ancd our cooperation ‘ ith him rather completely. 


hy 
hk 


{ 


We have been worki g¢ very closely together in connection with this 
problem. Our responsibilities in the Department of Agriculture rest 
ntirely on the food s de as delegated in the Ixecutive order to the 
eretary. Therefore, if any action is required in the hard goods field 
‘the chemical field that mav affect food, we become interested and 
‘is a very complete cooperation. 

In this particular case we were advised of the target that was neces- 
to maintain the stockpile in the condition it was in, and that de 
of course was not in the Dep irtment of Agriculture with re spect 
a stockpile of a material such as tin. We accepted the target, and we 
vere faced with the neces ity of taking what I might describe as the 
vhich is too small a } ie in this particular situation. and divi ling 
ple among the « omm dities for w hich we are responsible and in 
wccordance with the responsibilities that rest in us as delecated to us. 
We studied that problem with a number of considerations in mind. 
() f the major ones of course is the military requirements having to 
th food. Particul rly in the case of a military campaion long 
lines of food in tin cans become very important to them, and the 
tv that thes must have in those pipelines is rather tremendous 
tself. We also, in consideration of the international situation, 
d very carefully the size or production of agricultural com- 
‘s, particularly those that could be stored any length of time 

e would feel more safe with. 
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Those two figures together added up in the case of these canne«| 
commodities to about 17 percent more than were packed last yea: 
That figure was not salted out of the air, I can assure you. We co. 
sidered a lot of other items in connection with that, faced with the 
limited amount of tin to be used for tin plate for these canning pur- 
poses. We certainly examined any of the food items that might be 
a less essential or superfluous, or as Mr. Fleischmann said, frivolou: 
nature, and incidentally we also examined very carefully, as we felt it 
our duty to, the restrictions placed on nonfood items just to sug- 
gest if there were any possihilities that might somehow or other be 
overlooked because we might be looking at it from another viewpoint. 
We also considered what changes in specifications might be mac 
There has been mention of how much lighter the amount of tin « 
plate is than was the case previously. As a matter of fact, advanc 
ments in technology have reduced tin coatings in certain circumstance: 
to about a third of what they were prior to World War LI. 

With those considerations and faced with the situation concerning 
the stockpile which has been talked about by Mr. Fleischmann, w 
studied where cuts could come, because the pie was too small. We 
also felt very keenly the dislocation that might result in any drast 
cut and discussed and worked out in connection with Mr. Fleischman 
a graduated reduction of tin cans for beer and a few other items during 
u period of time. We are going to give them every possible assistanc 
in that conversion so as to minimize its effect on the actual product ior 
which we were thinking about, the actual employment and the actual! 
consumption of food, because beer is a food, a very gradual change- 
over with all the assistance that can be given to accomplishing it. 


I am frank to say that we did not consider the revenue aspect as 
far as the Department of Agriculture is concerned. 
The CHatrman. Isn’t revenue not only important but absolutel) 


/ 


indispensable and as necessary to national defense as producing fv 

Mr. Tuompson. Yes, sir. 

The Cuatrrman. Isn't it strange you overlooked that, then, if 
is clear that you could not do much for national defense without 
revenue? Since you are interested in food, I should have thoug)' 
that along with food you would have thought somewhat about tle 
revenue necessary to produce the food. 

Mr. THompson. You are right, sir. I feel, however, that whe 
rot into the problem, from our assurances from those responsibl 
the hard-goods side, the people in the National Production Autho: 
it seemed to us that they were going to be able to achieve an orde! 
transition without any loss in volume. I say we had not consider 
any loss in actual commodities available for consumption. I mig 
say that although it may not actually work out that way, so m 
different things can happen, I, along with Mr. Fleischmann, fee! that 
there will be all the beer available for consumption that has be: 
available in the past. 

The Cuairman. Mr. Byrnes. 

Mr. Byrnes. What other foods besides beer are going to be cut back 
in the use of tin plate? 

Mr. Tuomrson. Aside from the frivolous items, crepe suzettes, of 
something like that, the principal item will be the pet foods, dog 
foods, and so forth. 





‘ 
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Mr. Byrnes. No basic foods or items generally considered as essen- 
tial foods are going to be restricted ¢ 

Mr. THompson. As Mr. Fleischmann said, we must only look at 
this thing quarter by quarter or almost month by month. We foresee 
the necessity in the program, where maintaining the conservation of 
tin has to be undertaken, of a transition from tin to other containers 
for some of the so-called dry-pack items. 

Mr. Byrnes. That is what I was leading up to now. I was going 
to ask you to what extent you people down in the Department of 
Agriculture have gone into the matter of encouraging greater use of 
glass in the canning or preserving of other foods than beer and to 
what extent you have gone into the potential of preserving by freezing. 

Mr. THompson. We have considered both those items and they are 
taken into consideration along with the beer and pet foods. The 
matter of some of the so-called dry-pack items—in other words, those 
things that canners pack during the winter season in order to keep 
their plants going and their forces together for the coming summer 
pack—plays an important part in that operation at the a mo- 
ment. We are proposing to the National Production Authority a 
program similar to the program mentioned here for beer, for the 
transition of beer from tin cans to glass. We are proposing and they 
are working with us on a similar transition for some of those items 
there, to pack all those items that they can possibly do so, and still 
have the cases of goods that are consumed on the shelves available 
for consumption. 

Mr. Byrnes. The point I was trying to make was that I don’t think 
beer is the only item that can be packaged in glass jars or bottles, but 
that it also extends into other food-preserving processes. 

Mr. THomrson. You are perfectly right about that. Of course, we 
went through that in World War II, as you will recall. 

Mr. Byrnes. I was also wondering to what extent the freezing 
method has relieved the pressure on tin as compared to what the 
pressure was in World War II. 

Mr. Tuompson. I have no figures at the moment. I can furnish 
them. I can develop some. It has relieved some of the pressure, of 
course. It isn’t as if it didn’t exist at all. It is still a comparatively 
small part of the total production because on the average the frozen 
products are considerably more expensive per calorie or food unit 
or nutritive unit than the canned product. The transition of course 
must take place along with the acquisition of cold storage facilities 
in the home as well as in the whole distributive system. We have 
worked very closely—in fact, within the last week or two I have dis- 
cussed this matter and I discussed it a number of times prior to that 
with General Feldman, to get the military to use greater and greater 
quantities of frozen foods in the zone of the interior. 

They are considering substitution at the present time in that con- 
nection. The military of course have greatly increased requirements 
after last year’s pack. You see, the pack for the year is really planned 
on as of today, as of the spring, actually in the winter when the acre- 
iges are contracted for and the tin plate goes into the mill. The pack 
of asparagus in California commences today, and it is pretty well 

er by midsummer or late summer as far as food purposes are 

erned. They came in. very late this year with greatly increased 
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requirements. Those requirements are no longer in the first hands 
They have passed on from the canners’ hands to the distributors. We 
have had a very difficult time meeting this tremendously increased 
amount for the pipelines that the military have to maintain. There 
fore we have been working with them and they are taking greater 
strides toward going into frozen foods. 

Mr. Byrnes. I suppose you are going to run into the other part of 
that vicious circle a little later on when you have difliculty getting 
freezing equipment. 

Mr. Tompson. I was going to mention that in a moment. 

Mr. Byrnes. That is all, Mr. Chairman. 

The Cuarrman. Mr. Eberharter. 

Mr. Everuarrer. Mr. Thompson, in allocating tin to these variou 
The reason | 


canners, do you specify what size cans they shall use‘ 
am asking that question is this: There is a lot of food packed in very 


mall cans, like 114 size, 2, 3, and 514. If some action was taken t 
a? 


make the packers pack in larger sizes, it seems to me that you would 
save a tremendous amount of tin. 

Mr. Trompson. Yes, sir. The authority to require containers of cet 
tain sizes rests with Mr. Fleischman’s agency. We have been for sor 
weeks now working with them in connection with developing some 
standard container orders, both for tin and for glass. It is just 
as important in glass as it is in tin. For instance, a modernisti 
pickle par is a great waste of glass as well as the cap on the jar. | 


don’t know what the timing is. Perhaps Mr. Fleischmann can tell 


you. Weare working on that, too. 

Mr. Esernarrer. You have under consideration a program of 
saving tin by forcing the less use of the very small containers? Yo 
have that under consideration, you say 

Mr. Tuomrson. Yes, sir; wherever practical. Of course there 
be a considerable waste of food if, for instance, greatly condensed se 
were not allowed to go into any smaller container than a No. 2 
it wasn’t done in the last war because in the average fan 


tamer. ‘Th: 
there would be considerable waste. You must keep pretty well 
mind the amount that comes out of a can. We are planning o 
orders similar to the last war. Rather, we are planning with 1 
National Production Authority orders similar to the last war in t! 
respect. We have had a great deal of experience in that. 

Mr. Kean. You mentioned the 17-percent increase. Is that i 
amount that the farmers want to use or the demand ? 

Mr. Tirompson. That is the amount of canned vegetables and f: 
that we have set as our target in our recently distributed product 
guides which are being carried out through our various State 


county systems. 

Mr. Kean. Is that the result of needs of the consumer for t! 
goods or is it the result of the amount of the products that are gx 
to be grown by the grower? F 

Mr. Tuomrson. No, sir. That is the result of the needs of 
consumer if you can consider the military as the consumer and 
military pipelines and the requirements as we projected them w 
several of the other factors that are necessarily in there. 

Mr. Kean. There is no surplus, then, of canned vegetables the 
there was a year or two ago? 
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Mr. THompson. At the present time the positions of canned fruits 
and vegetables is much lower than normal in first hand. We don’t 
have very good figures as to fu irther on in the distributive channels 
The pack was large last year, not the largest by any means, but there 
may be considerable quantities away down the distributive chain, even 
to the housewife’s cellar, that we know nothing about, but the amount 

the first hands Is clang -rously low. 

Mr. KEAN. Of course, you mentioned the need of the t troops. — 
what I read in the press, the troops have beer pretty ?P leased t ive 
received beer In cahis, al dl it has added a food deal to t] le More m* ay f the 


oops receiving the beer in cans in Korea 
Mr. Tuomrson. I believe that for overseas, for the military require 
beer remained | the cans 0 the last war ind certainly will 
rema nin cans for oversea shipment in this war. Phat is necessary. 


i . 
Martin. Mr. Chairman. 
The Cuarmman. Mr. Martin. 
Mr. M ARTIN, Th re is ho move & cise ontinue send oO be r overseas 


n cans, Is there ¢ 


Mr. Tromrson. No, sir; not that I know of. 

Mr. Martie. On what basis is this 17 percent increase ¢ 

Mr. THompeson. On the basis of the 1950 pack, 

Of course, it is an average 17 percent. It is for specific requir 
at el eins wee v detailed studies 


a Martin. How does 1950 compare with previous years ¢ 
Tuompson. Nineteen hundred and fifty, in this area of so-called 
e! chables, was, as I recall it, about the third highest year. That 
s, there have been two ler years. I have forgotten which ones 
they were. 
Mr. Martin. A few minutes ago you mel tioned that the s iving of 
ni id peeh | erfe ted to such an extent So aS to save a very considera 
unount in the total of the tin required for canning food; is th 


Ag 

Mr. Tuomrson. As a} utter of, we will say, industrial progress, 

rated, of ‘oul at orld War II, the can companies and thie 

| companies have de aed better methods. They are using less 
La ie put it thet was 


Of course, the National Production Authority has cut that back, 
; being advised constat tly by our tes hnical people and the tech 
people of the trade concerned, to an absolutely irreducibl 
im, as we see it now, for the sake of protection, 

lt requires certain things. It particularly worries General Feld 
lt means he must take oreater care, ot course, 1n the casing of 

vegetables. But all 


those risks have been calculated and 


LT 
} 
Ith. 


M oe TIN. How does the tot: al esti mat e requ irement pt tin for t 
eason’s par kk compare with the total tin used in, say, the 1940 
d, some 10 years ago‘ 
Mr. Trompson. I could not give you those figures. 
Acti lly, there has been a considerable reduction of tin per square 
L f tin plate over the years. Also, there has been a considerable 
se In tin cans over the years, 
l could make those heures available. 
Mr. Martin. I am just curious about the use of tin for the keeping 
food, the volume or quantity of tin actually used in the past few 


B 


of 
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years; and then, of course, the comparison of the estimate of need for 
the next year of tin, to see if we can get a picture of it. 

Mr. THompson. Do you want that just with reference to the peris|i- 
able commodities, canned fruits and vegetables, or for the total can 
ning of food ¢ 

Mr. Martin. I do not ask too big a chore, but, of course, my curiosity 
includes the whole field of the use of tin for canning food. 

Mr. TxHompson. I think we can furnish you some tables on that, if 
you would like. 

Mr. Martin. I would appreciate that. 

(The requested information, subsequently furnished, is as follows 


TIN REQUIREMENTS FOR USE IN CANNING Foop For 1951 CoMPARED To 1940 


The following figures are rough estimates secured from the Department of 
Agriculture. No figures were available for the year 1940, but were available fo: 
the year 1941. In 1941 approximately 30,000 long tons of tin were used in thy 
canning of food. In 1951 approximately 20,000 long tons were used. The 1 
partment of Agriculture states that although the figures indicate that there has 
been a decline in the use of tin in these 2 years, this decline is mainly due to the 
fact that less tin is required in making tir cans at the present time than in 1941 
and more steel is now being used in tin cans. This is due to improvement 
techniques. As a matter of fact, much more food is now being canned in tin ca: 

Mr. Stmpson. Mr. Chairman. 

The Cuairman. Mr. Simpson, 

Mr. Stupson. When you referred, Mr. Thompson, to a distributive 
production guide, did you refer to fruits and vegetables, not including 
beer in the list? 

Mr. Tuompson. Do you mean the production guide I was men- 
tioning awhile ago? 

Mr. Sumpson. Yes. 

What do you mean by “distributive production guide” ? 

Mr. THompson. I was referring to the production guide issued }y 
the Secretary of Agriculture for requirements in this year for bot 
grades of fruits and vegetables and all agricultural commodities 

Mr. Sumpson. Does it include beer? 

Mr. Tuompson. Only insomuch as the beer would be included 
the grain figure. 

Mr. Sumpson. Does that cover the canned foods and frozen foods 
and otherwise ¢ 

Mr. THompson. Yes, sir. 

For instance, the guide specifically covers the several processed 
perishables and the crops that are expected to meet the usable produ 
tion of wheat. 

Mr. Srmpson. Is it broken down to the part that may be frozen and 
the part that may be canned, and soon? Or is it all-inclusive ! . 

Mr. Tuompson. In the form that it went to the farm it included 
both: in the form in which it was prepared for our administra 
use, it is broken down. 

Mr. Srmpson. That covers, then, those products that are us 





within the United States by the citizens and includes what the Arm, th 
uses anywhere at all; does it not? 
Mr. THompeson. That is right, sir. pl 
Mr. Simpson. What else does it include, with respect to the des! n 


tion of canned goods? 
Mr. Tuompson. That is all. 80 
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Of course, it is made up of not only the quantities that will be con- 
sumed immediately but the calculations as developed between the 
Department of Defense and ourselves, of additional pipeline 
requirements. 

Mr. Srwpson. Or if it is for domestic consumption. 

Mr. Tuompson. Yes. 

Mr. Smorpeson. Is there anything else? Do we not ship abroad 

ed goods in appreciable quantities ¢ 

Mr. Tuompson. We do export some. We have taken in that par- 

lar instance only a normal export, which has been comparatively 
nrecent years. 

- Srorpson. How sizable is that? 

r. THompson. I do not recall. It is not too large, though. 

-. Srwpson. Is it large enough to pay any attention to it, so that 
uuld be a source of saving tin, or do you figure it goes to a dest 
on where we have to keep it going ? 

Mr. Tuompson. That is w hat we believe, because of the price situa- 

of canning food in this country. 

(bout the only canned items that go abroad are such items as de 

rated eggs to Britain or concentrated orange uice for the British 
Government, and those particular items. They go not only to them 

there are some items of that type that are necessary among the 
riendly nations. ‘They require food. 

Mr. Suwpson. That gets me to the point I want to make. If we 
eed the tin. if we have to balance our interests between kee pi @ the 

; and using it for this matter of making friends abroad. that 
I want to make. We pointed out awhile avo—an | you 
ie testimony—that we were short of tin; nevertheless, we 
sending tin abroad for what are called public-relations jobs. 
I just question the wisdom of it. 

l am seeking information as to whether it is wise to do that. and I] 
isk you whether there is any great amount of that that goes abroad. 

Mr. Tuompson. Probably a lot of tin is wrapped around recent pur- 
es of canned tomatoes by the military in Italy, which they badly 

} 


} 


land could not cet from this country because of the short stocks. 

Mr. Simpson. Did that get to our soldiers? 

Mr. Toompson. Yes, our soldiers. 

Mr. Soweson. I am not talking about that. 

Mr. Tuomrson. Probably more tin was in that quantity than in 
shipments that I am talking about. 

Mr. Suwrpson. I am not criticizing what goes to our soldiers, but I 

eeking information to determine whether or not a source of sav- 
would be to cut down on shipping tin to the countries from 
we buy tin anyway if we are in the market. 

Mr. Toompson. Those things, sir, of course, are not the particular 

sibility of our agency of the Government. 

Mr. Sowpson. Can you give me a figure on the amount of tin that 
| for the exporting of food in tin cans to countries abroad, other 
o our armed services ? 

THuomrson. I think that we can come up with a pretty fair ap 
<imation of it. There are some things, of course, where we cdo 
ow just how they leave the country. 
M SIMPSON, Do we sh p oil abroad in tin cans, or anyt! i a of t] 


; 
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Mr. Tuompson. Not that I know of, sir. We would have to ask the 
department that is responsible for that. 

Mr. Simpson. I just want to know if these cans in which we buy oi! 
have tin in them, or not. 

Mr. Tuompson. No; they are not tin cans. 

Mr. Srupson. I knew very little about it; but, as I understand, you 
need tin simply to avoid certain chemical reactions. Is that right 

Mr. Tuomrson. That is right, sir; and for soldering purposes. 

Mr. Stmapson. Thank you. 

Mr. Reep. Mr. Chairman. 

The Cuarrman. Mr. Reed. 

Mr. Reev. Mr. Thompson, I wanted to inquire what percentage of 
tin is used in the tin cans over in Italy for this tomato product they 
turn out. 

Mr. THompson. I would not know that. I would not know about 
the handling of the export of plate. That would be exported in 
the form of plate. That is done by the Department of Commerce, 
and I would not know what plate is exported. 

Mr. Reep. Do you think you could put that in as part of the record? 
Could you get that information / 

Mr. Tromrson. As I recall, I believe you asked Mr. Fleischmann 
to furnish a list of all the exportation, 

Mr. Reep. I want all that. I particularly want the amount sent to 
Italy for their tomato paste, if we can get that. 

Mr. Ireland, I believe you got my request. I want to get an idea 
of how much tin you sent over to Italy for the cans of tomato paste 
and other products they export. 

Mr. Ire.anp. We will try to get that. 

Mr. Reep. Maybe you can also get for me the amount of tin in cans 
that has been sent to the countries under the ECA. The ECA has 
been handling a great many products that are going abroad. I am 
wondering how much of food is going over in tin cans, to be dis 
tributed by the ECA. 

Mr. Irecanp. That will be more difficult, but we will see what we 
can get, sir. 

Mr. Reep. I would like to get it. 

(The information requested, subsequently furnished, is as follows 

Information as to the amount of tin that is used in canning tomato paste in 
Italy is not available. 

The total exports of tin to Italy in 1950 were approximately 250 long ton 
Canned tomatoes and tomato paste were sent to the United States in tin « 
which had a tin content of approximately 175 long tons. This amounts to rouchly 
70 percent of the tin which is exported to Italy. 

Information as to the amount of tin in tin cans exported by the ECA is not 
available. 

Mr. Rerp. I was really surprised at the testimony today that there 
was so little tin that could be salvaged from the collection of tin ca 
There are dumps full of tin cans all over this country. Maybe under 
modern techniques it is only a slight spraying process. 





However, I want to say that in the First World War they were sa! 
vaging everything in the way of tin in the battlefield. I saw it work. . 
As far as I know, we have nobody over there to salvage anything 10! n 

t} 


us how. 
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Of course, they would undoubtedly do it, but whether it would be 
worth while in this country or not, I do not know. The situation 
might become so desperate as a matter of national defense, we would 
have to salvage anything we could. 

They even “saved this ordinary wrapping paper that had a little 
lead in it. in the First World War. They did not waste a thing. 
They picked - all the lead and everything on the battlefie Ids and did 
not waste any at all. 

Of course, I am not fully convinced that insofar as we are exporting 
tin in any quantity at all, on a so-called friendly basis, under the 
vood-neighbor policy and all that, that we may not be as short perhaps 

s the experts seem to feel, 

The CHAIRMAN. We thank you, Mr. Thompson, for your appear- 
ince before the committee and the information you have given us, 

Mr. Tuompson. Thank you, sir. 

The Cuarmman. Mr. Clinton M. Hester would like to be heard for 
about 5 minutes now. If there is no objection, you may proceed, Mr. 


Hester. 


STATEMENT OF CLINTON M. HESTER, ATTORNEY FOR THE UNITED 
STATES BREWERS FOUNDATION, WASHINGTON, D. C. 


Mr. Hesrer. My name is Clinton M. Hester. I am an attorney in 
the Shoreham Building in this city and Washington attorney for the 
United States Brewers Foundation. 

| will just take a few minutes of your time. 

With reference to Mr. Fleischmann’s and Mr. Ireland’s testimony, 
of course, I testified here on the 12th of March on the beer tax. I 


mentioned the tin-can situation. I did that because the Senate Armed 
Services Subcommittee on Preparedness had issued its report on tin 
| had made a recommendation that beer and beans and a number 
of other foods could return to bottles. 
| told you at that time that we had checked with the bottle manu- 
facturers, and it would be impossible for us to return to bottles. 
| told you also that there is on the board of directors of the United 
states Brewers Foundation a director who is selected by the bottle 
manufacturers as their representative on the board. One man for the 
“"—. manufacturers is selected annually. 
| told you that this particular director had met with the United 
ates Brewers Foundation and had informed the board of directors 
that it would be impossib le for the bottle manufacturers, with their 
present capac ity, to furnish sufficient bottles to offset the present LO 
percent cut in tin cans. 
Since that time we have gone into the matter even further. 
Mr. Fleischmann or Mr. lreland told you tod iy that they proposed 
to cut us 25 percent in the next or second quarter, and then 25 percent 
in the third quarter, and in the last quarter we will be out of 
Linh ed- beer busi hess. 
Mr. Fleischmann and Mr. Ireland told you again today that they 
1 consultant in NPA who tells them that the bottle manufac- 
rs can take care of the brewers. I want to reemphasize the fact 
it our information is just to the contrary. 


+} 
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You have asked these gentlemen to submit a report on this, and 
I want to get into the record now verbally a few statistics with refer- 
ence to this bottle situation. 

Not later than this morning we had a meeting with the bottle 
manufacturers, and not later than yesterday I rec eived a wire from 
one of our members, which I would like to ask permission of the 
chairman of the committee to put into the record. 

The Cuamman. You may read it into the record. 

Mr. Hester. The telegram is from Mr. Adolph Coors, of Golden, 
Colo., who wired four bottle manufacturers to get enough bottles | 
offset the 10-percent cut that has been made in the use of cans in the 
first quarter of 1951. This is what his wire to me says: 


Obear Nester Glass Co. reports production sold until September. Thatc! 
Glass Co. production sold for balance of year. Hazel-Atlas and Anchor Hocking 
both claim they cannot take any new customers. 

With reference to the meeting we had this morning, it was not hel 
in this city, but it was held this morning, and I am nee ti 
give you these statistics. Of course, they will be in the record, 
you can check them. 

We have no quarrel with NPA officials; they are very fine gentle 
men. But we want to get the facts straight. I have been appearing 
before this committee for almost 20 years for the Government a: 
on the outside in public hearings and in executive session, and if I 
wrong about this, I am going to be the first one to admit it. 

The situation is this: Last vear the bottle manufacturers of | 
United States supplied to the brewers of this country 3,150,000 gross 
of returnable bottles. 

That is the bottle that goes out and comes back. It goes out a 
comes back 15 times and the trip is generally 2 to 3 months for the t) 

They also supplied 3,150,000 gross of the nonreturnable bottles. 

Those nonreturnable bottles are just like the can. They go out and 
you throw them away. 

That is what they supplied last year. 

Now, last year brewers had a large inventory of bottles becaus 
they were converting to cans. Twenty percent of the production of 
the industry today is in cans. So they had this large bottle inven- 
tory and they were able to use some of that inventory for this purpo 

During the second and third quarters of 1950 the brewing indus 
bottled 25,000,000 barrels of beer. It required 57,500, 000 gross of 
bottles. 

Out of that large amount of bottles, 1,900,000 were nonreturnable 
bottles. 

Now, 6 percent of that 57,500,000 is breakage and loss through 
bottles not returned. So the brewers lost in those two quarters last 
year 3,360,000 gross of bottles. But they had inventories and they 
were able to take some of those losses. 

Sut the situation has changed now and they no longer have such an 
inventory of bottles. 

So you can see what the bottle manufacturers turned over to the 
brewing industry last year. 

What do they say that they can do for these next two quarters! 
I will tell you what the bottle manufacturers tell us. 


og s 
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Now, if my statistics are wrong, I am going to be the first one to 
come up here and admit it, and I will really be interested in the 
statistics that are submitted for the record by NPA. 

They tell us that they can supply about 3,000,000 gross of return- 
able bottles in the next 6 months’ period, and about 2,000,000 gross of 
nonreturnable bottles. 

Now, they have already cut us 10 percent. In that 6-month period 
last year, which is the second and third quarters, we canned 20,000,000 
vross. So they have cut us 10 percent. So we are out 2,000,000 gross 

So we would have to have 2,000,000 gross bottles on the second and 
third quarters to substitute for the loss of cans if the present 10- 
percent cut were continued in the second and third quarters. But the 
rlass industry cannot make up this shortage—cannot substitute bottles 
for these cans. It cannot do this, for the 3,000,000 gross of returnable 
botties covers only norma] breakage and loss, the 2,000,000 gross of 
nonreturnable bottles is only equal to the number used last year. The 

iss industry cannot make up for the lack of 2,000,000 cans. Obvi- 
ously, it could not make up for the loss of 5,000,000 cans which a 25- 
percent cut would entail. 

Che unreturnable bottle goes out and cloes not come back. lt 

we ohs from 61 ° to 5 ounces. The returnable bottle weighs 12 ounces, 

So the glass bottle industry cannot make as many returnable bottles; 

they make about one-half less of the returnable bottles from the 
me amount of olass. 

[ will not say anything more on bottles except that we have come 

here after conferring with the top people in the industry on this 
ng, and they say we cannot go to bottles. The reason I brought up 


he peer-can problem when I testified here on March 12. on the pro 
ed increase in the beer tax, was because of this difficulty. 
Now, as you gentlemen brought out this afternoon, we have the 
sportation problem; we have the manpower problem, and here 
ndustry that has gone 20 percent to cans. They have converted 
percent to cans as an industry, and many brewers have gone much 
» than that. 
| ere is a little brewer down here in Virginia who told me the 
other day he is 65 percent in cans. I know one in New Jersey that is 
iD percent in cans. 
| have one other thing, and that is on the question of tin. I will 
i you our position. 
If Mr. Fleischmann sits here and says, “Mr. Hester does not know,” 
true, because I am not inside the Government and so I do not 
he figures. But you would be surprised, Mr. Reed, at the figures 
the amount of tin that goes abroad. 
Our position is that there is plenty of tin today, and proof of it is 
fact that the price of tin is now at $1.54. 
S tor Johnson's conimittee, the Preparedness Subcommittee, 
broke the market all to pier es. In9 days it tumbled from over 
own to $1.39, and I think yesterday the price was $1.34. 
What I want to say is that the can manufacturers have already been 
sufficient tin for the next quarter to supply all of their customers 
tly the same manner that they are supplying them during this 
juarter of 1951. They have the tin. 
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What they needed was about 8,400 tons for everything. The brew- 
ing industry in the second quarter would at 100 percent use 310 tons, 
The way it worked out in beer, they were going to cut us down to 60 
percent. It would have meant the Government would have saved 
about 92 tons of tin. Now they are going to cut us 15 percent more to 
75 percent and the Government is going to save 46 tons of tin i) 
addition to the 31 tons saved in the first quarter. Each pound of ti) 
saved means a loss in revenue of $48. 

One of the members of the committee asked me to obtain a letter to 
substantiate my statements from the can manufacturers and put it 
in the record, that tin is available and that the can manufacturers 
would buy it if they NPA would permit them to do so; not only 
to supply the brewers with the little additional tin they need, but al! 
of their customers if they would permit them to do it. 

Now, after they came out with that allocation of about 8,400 tons, 
the other day they came out with an additional allocation of 1,000 
tons, Mr. Reed, which goes abroad, and they have given them that. 

They have said, “This is quota-free.” 

So the can manufacturers themselves have the tin to take care of 
all of their customers if NPA and Mr. Thompson over at the Depart- 
ment of Agriculture—a very fine gentleman—will permit them to 
do it. 

I talked this morning on the telephone with the executive vice 
president of the American Can Co., which is the largest manufac- 
turer of cans in the world. He was coming down here to be with me 
today, but he has been ill. He told me that I can make this statement 
to this committee: that the amount of tin that they have been allowed 
is more than necessary to give us our 90 percent, to continue us at the 
90 percent and continue the foods at 100 percent; as a matter of fact, 
the perishable foods at 110 percent. 

The Cuatrman. As you know, this committee has no control or 
jurisdiction over the National Production Authority. 

Mr. Hesrer. That is right. 

The Cuarrman. What more can we do other than what we have 
done, even if we agreed with you 100 percent ? 

Mr. Hesrer. You could not do a thing more, Mr. Doughton. Yo 
have heard these gentlemen ; they have stated their case. 

But Mr. Thompson admitted this afternoon—and I thought it was 
a very courageous statement to make—that the Department of Agri- 
culture had not considered the revenue feature that was involved 1) 
this case. He had simply assumed that there would not be any cut 
beer production by going from cans to bottles. 

You have called it to their attention ; that is all you can do. 

The Cuarman. Their position was first that there would not be 

any cut, and if there were any cut, that the national defense is more 
important than beer, and consequently that should have the right-ot- 
way. 
Mr. Hester. But you cannot operate national defense, as you point 
ed out this afternoon, without money. You get $700.000,000 annually 
out of beer, and your proposed increase would require beer to pro- 
duce in excess of $1,000,000,000 annually or pay one-seventieth of the 
President’s budget. 

The Cuamman. Maybe what we heard this afternoon will have 
some weight with the National Production Authority ; I do not know. 
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They admitted they probably should take more pains to discuss revenue 

phases like this with the Secretary of the Treasury. 
We tried to bring that out, and they admitted they were derelict 

in that respect. There is not anything more this committee can 


possibly do. 

Mr. Hester. That is right. 

Mr. Reep. Any record that you get as to the amount of export of 
tin I want to know, not only as to the question of action that they 
have taken to transfer to bottles and the effect on the revenue but also 
the effect on our national defense. 

I do not want to make a speech, but I remember very well how I 
fought the stockpiling of materials for Japan. We found ourselves 
so short of copper and these other materials that even the school chil- 
dren had to turn in their pennies. 

However, all the time the junkmen were taking this material over 
to the coast and to Japan with which to fight us later. I do not want 
to see that happen again with this export of tin. 

Mr. Martin. Mr. Hester, I go with you fully on this matter of 
taking issue with the export of tin. I agree with you very strongly 
on that. 

Mr. Hesrer. Thank you. 

Mr. Martin. And I think you will agree with me that we should 
acquire some tin if it is available. 

Mr. Hesrer. Absolutely. 

Mr. Marttn. I do not believe you are at cross purposes with my 
concern about the stockpile of tin. 

Mr. Hester. No; we are not. 

Mr. Martin. What I said a moment ago has to do with the building 
up of that stockpile to the 5-year mark that was our best judgment 
of adequate preparation for a new war emergency, and to that extent 
we are In agreement. 

\s to who gets what is allocated to civilian life, I have not entered 
nto that in my discussion; but I will fight until I drop in my tracks 
before I will give up on the building of an adequate stockpile on the 
yardstick set up by Public Law 520 of the Seventy-ninth Congress. 

Mr. Hesrer. We agree on that. 

I would not even show up in this committee room—I would not be 
here today if we thought the tin was not available. But world pro- 
duction today is 165,000 tons; some sources place it as high as 172,500 
tons. World consumption is 145,000 tons, and in 1940 we have had 
one year when the world production was 245,000 tons. United States 
consumption is about 100,000 tons, of which brewers use about 
] percent. 

Mr. Martin. And the mystery is that our stockpile is in the miser- 
able situation in which it finds itself. 

Now, as long as we take ourselves out of the buying market and 

nue to export tin, of course the various parts of the industry are 
going to have quite a struggle to get the tin they want. 

Mr. Hester. That is why we think we have a right to come here and 
present our case to you. ' 

Mr. Exernmarrer. Mr. Chairman. 

lhe Cuarman. Mr. Eberharter. 

Mr. Esrruarrer. There is one thing I want to clarify, in my own 
mind, at least. : 





2778 REVENUE REVISION OF 1951 


Do you say the can manufacturers already have the tin on hand 
ready to supply the needs for the next 3 months? 

Mr. Hester. This man’s name is Mr. William Stolk. He is the 
executive vice president of the American Can Co. There is a letter 
in the record that he has given me, which confirms the statements that 
I made to you at the hearing on March 12. 

He is the chairman of the can committee. He told me this mor 
ing that I can say to you that they have sufficient tin already allocated 
them to enable them to take care of all their customers, just as they 
did during the first quarter, only that they will jump up Riker with 
respect to perishables because they get 10 percent there. 

Mr. Eseruarrer. How will this proposed order work? Will it just 
prohibit them from manufacturing the cans even though they have 
the tin on hand? 

Mr. Hesrer. That is right. It would prohibit them from per 
ting brewers to get and use more than 75 percent of the number of 
cans we used In 1950. 

Mr. Evernarter. Thank you. 

The Cuatrrman. We thank you for your appearance and the informa- 
tion you have given to the committee. 

Mr. Hesrer. Thank you, 

(The following letter was later received from Mr. Hester :) 


Wasuincton, D. C., April 2, 195! 
Hon. Rorerr L. DoverTon, 
Chairman, House Ways and Means Committee, 
Vew House Office Building, Washington, D.C. 

Dear Mr. Doventron: I am very pleased to be able to report to you that th 
glass-bottle and tin-can consultants to the National Production Authority 
confirmed my testimony to your committee on Wednesday, March 21, 1951. My 
testimony was that in the next 6 months, the peak of the beer season, bot! 
manufacturers will not be able to supply bottles as substitutes for cans: als 
that NPA has already allocated sufficient tin to the Department of Agriculture 
to permit continuance in the second quarter of 1951 of the brewers’ 90 percent 
quota for cans permitted in the first quarter of 1951, if NAP and Agric 
will permit can manufacturers to supply brewers with the cans. 

Confirmation by these officials of my testimony took place on Monday, Marc! 
20, 1951, at an Industry Advisory Committee meeting between offic f 
NPA and Agriculture and about 15 brewer members of the Advisory Con 
from all over the United States. This meeting was attended by Representa 
John W. Byrnes of your committee, and Senator Hugh Butler of the S 
Finance Committee. I am sure that both of these gentlemen will confirm these 
statements to yon. 

You will recall that at the hearing held by your committee on Wednesd 
March 21, 1951, Mr. Manly Fleischmann, the Administrator, and Mr. Glen Ir 
land, the Deputy Administrator of the National Production Authority, de 
my testimony and insisted that the glass-bottle and tin-can consultants to N 
would confirm their statements to the committee. They also promised to s 
to your committee for incorporation into the printed hearings a stateme: 
flecting the accuracy of their testimony. I do not know whether that stat 
has been submitted to your committee as yet. 

On the question as to the availability of tin, I have just had brought to! 
tention an editorial on the tin stockpile appearing in the March 26, 1951 
of Barron's National Business and Financial Weekly, a copy of which edi! 
is attached and from which I quote for your ready information the fo! g 
excerpt : 

“Is TIN SHORT? 


“First of all, is tin really in short supply? Tn one sense, of course, it 
is. Among all the other good things which God gave to this country, tin depos 
in any great amount were not one of them. In 1949 the world produced 
162,000 long tons of tin, most of it coming from Malaya, Indonesia, Africa 


s 


nil 
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Bolivia. The United States imported in that year about 95,000 tons. Con- 
sumption has been risiug, but it should be noted that only about 1,900 tons goes 
into tin plate on beer cars. 

“Because the United States is dependent on foreign sources, military men 
and others will always worry about tin when war clouds build up. Yet, before 
Korea it was acknowledged that the world was suffering from a glut of tin, and 
since Korea United States stockpiling has gone on at such a pace that it is 
now estimated that the country has a full 2 years’ supply of the metal on hand 
in public or private hands. Moreover, while it can be argued that Malayan 
supplies of tin might be threatened through a Pacific catastrophe, this reasoning 
does not apply to Bolivia, a completely protected source. Bolivia is now pro- 
ducing around 35,000 tons of tin per year and in an emergency this supply can 


be sharply stepped up. 


“THE STOCKPILE 


From this it follows that the tin crisis has been greatly overplayed. This 
judgment is confirmed by the fact that the United States has stopped stockpiling 
tin which would be criminal negligence if supply were really short 

Since my testimony before your committee on March 12, 1951, and again on 
March 21, 1951, I have obtained information which indicates that the Govern- 
ent may already have ered a large loss in beer excise tax revenue on account 
the order issued by NPA on January 27, 1951, reducing brewers’ use of cans by 
10 percent in the first quarter of 1951. This possible loss of revenue is indi- 
cated by the fact that the Federal Government received in February 1951 almost 
$6 million less in beer excise taxes than it received in February 1950. This loss, 
i all due to the NPA order but a substantial portion of the loss is 


of course, is not 


directly attributable to this order 


You will recall that following the hearings on March 21, 1951, you requested 
Assistant Secretary of e Treasury, Mr. John S. Graham, to communicate with 
Mr. Fleischmann, Administrator of the National Production Authority, and offi- 
( f the Department of Ag ilture, concerning the possible loss of beer excise 
taxes through the curt ent by NPA of the use of cans by brewers. Following 
your telephone call to Assistant Seeretary Graham he sent for me and I had the 
pleasure of presenting our side of this matter to him fully. I understand that 
Mr. Graham has communica 1 with officials of NPA and Agriculture and I have 
no knowledge as to whether Mr. Fleischmann has consulted with Mr. Graham 
regarding the order which Mr. Fleischmann has just announced he proposes to 
issue which would reduce brewers in the second quarter to 75 percent of their 
pre us usage; and then to issue an order reducing brewers in the third quarter 
to a possible 50 percent of their previous usage, the second and third quarters 
t g the peak of the beer seasor 

\t the hearings he m March 21, 1951, you stated that you did not think 
your committee had iy risdiction over the NPA You inquired of me what 
‘ [ thought your cor ttee might take to protect against loss of beer excise 
tax revenue 

May I suggest now that while your committee may have no jurisdiction over 
the National Production Authority, the possible loss of beer excise tax revenue 

portant to your committee that your committee might well adopt a resolu- 

tol xpressing the sense f the committee that no order should be issued by 

NPA without the approval of the Secretary of the Treasury which curtails the 

ust closures, bottles, and cans in which are packaged products upon which 

ied Federal excise taxes Such a resolution would be along the lines of 

al nh keeping with t ntroduced to accomplish this purpose by Repre- 

Ke ves Dingell, Ebe irter, Forand, and Keogh of your committee. 

hed for your co deration is draft of such a resolution. You will note 

tl he resolution resolves that it is the sense of the House Ways and Means 

{ mittee that no such o r should be issued by NPA without the approval 

I secretary of the ‘Treasury This is a reasonable provision and allows 

{ etary de latitude to approve or disapprove of such an order depending 
u] ne emergencies ex ng at the time of the issuance of the order. 

ll observe tl the resolution also resolves that the Secretary of the 

be requests to tt t the views of the committee to the President 

uest that the President in order to protest the revenue amend Fxrecn 

Order No. 10,161, dated September 9, 1950, as amended (15 F. R. 610 16 

F. R. 61 under which the President established the National Production Au- 


and delegated to the Administrator of the National Production Authority 
of the powers conferred upon the President by the National Defense 
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Production Act, one of which powers is to curtail the use of closures, bottles, 
and cans. 

I should be pleased if you and your committee would be willing to incorporate 
this letter and the attached draft of resolution in the hearings. 

May I also request permission of you to deliver immediately copies of this 
letter and draft of resolution and the editorial from Barron's on tin stockpiling 
to Mr. Manly Fleischmann, Administrator of the National Production Authority, 
and Mr. John Thompson, Assistant Administrator of the Production and Mar-. 
keting Administration of the Department of Agriculture, who also testified 
the hearings held by your committee on March 21, 1951? 

With great respect, 

Sincerely yours, 
Ciinton M. HEsSTER, 
Washington Counsel, United States Brewers Foundation 


RESOLUTION OF THE HOUSE WAYS AND MEANS COMMITTEE 


Whereas the National Production Authority issued order M—25 on January 27, 
1951, curtailing the use of beer cans by brewers to 90 percent of the number 
which they used in the first quarter of 1950; 

Whereas in February 1951 the Federal Government received in beer excise 
taxes almost $6 million less than it received in February 1950 ; 

Whereas a substantial portion of this loss of beer excise tax revenue in Fe! 
ruary 1951 may well be attributable to the NPA Order M-25 of January 27, 
1951, reducing by 10 percent the number of cans which can be used by brewers: 

Whereas Representatives Dingell, Eberharter, Forand, and Keogh have intro 
duced bills which would require the approval of the Secretary of the Treasur 
before any order could be issued by the National Production Authority curtailing 
the use of closures, bottles, or cans in which are packaged products upon whi 
are levied Federal excise taxes; 

Whereas on Wednesday, March 21, 1951, the House Ways and Means Committe 
conducted hearings on the possible loss of excise tax revenue in the curtail 
ment by NPA of the use of beer cans; and 

Whereas beer produces annually approximately $700 million in excise taxes 
to the Federal Government and under the proposed increases in beer excise 
taxes recommended by the Secretary of the Treasury, beer would be expected to 
produce annually in excess of $1,000,000,000 or approximately one-seventiet 
of the Federal budget proposed for the next fiscal year: Now, therefore, be it 

Resolved, That in order to protect the revenue it is the sense of the Hous: 
Ways and Means Committee that the National Production Authority should 1 
without the approval of the Secretary of the Treasury, issue any order curtail 
ing the use of closures, bottles, or cans in which are packaged products upon 
which are levied Federal excise taxes ; be it further 

Resolved, That it is also the sense of this committee that the Secretary of the 
Treasury be and he is hereby requested to present this resolution to the Pres 
dent with the request that the President to carry out the purposes of this res 
lution make such amendments as may be necessary in Executive Order No. 10,161, 
dated September 9, 1950, as amended (15 F. R. 6105; 16 F. R. 61), under whic! 
the President established the National Production Authority and delegated 
the Administrator of the National Production Authority certain of the powers 
conferred upon the President by the National Defense Production Act, one 
which powers is to curtail the use of closures, bottles, and cans, 


{From Barron's National Business and Financial Weekly, March 26, 1951] 
Tue Tin Can 
A FURTHER NOTE ON FOREIGN ECONOMIC POLICY 


Congressman John D. Dingell, of Michigan, who has been described as a “‘g 
friend of the workingman and champion of beer as a wholesome food beverag: 
of moderation,” is up in arms again, we note, about the fate of that element 
potation. 

Three months ago Mr. Dingell led an inspired fight in Congress and out to cet 
beer to the fighting forces in Korea. Now he is mad as hops, if the pun may l* 
excused, because the National Production Authority is going to progressively « 
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back the use of tin plate going into the manufacture of beer cans. Mr. Dingell, 
a Democratic wheelhorse, is as much concerned as any man with the success of the 
defense effort. At the same time he thinks that the proposed cut is just plain 
silly. 

Without passing on the merits of the can, the botttle, or for that matter the 
old-fashioned stein for hoisting beer to the lips, we believe that there is much 
to be said for the Dingell position. For the basic issue involved is not beer but 
_and the current story of tin is as important as it is weird. Indeed, it raises 
over again the question so often labored on this page: Is the United States 
Or, is rearmament being used for any and every kind 


ai 


really trying to rearm? 


of control scheme (The Rockefeller Plan—Barron’s, March 19) which comes 


ne 


Is TIN SHORT? 


First of all, is tin really in short supply? In one sense, of course, it always is. 
Among all the other good things which God gave to this country, tin deposits in 
ny great amount were not one of them. In 149 the world produced some 
162,000 long tons of tin, most of it coming from Malaya, Indonesia, Africa, and 
Bolivia. The United States imported in that year about 98,000 tons. Consump- 
n has been rising, but it should be noted that only about 1,000 tons goes into 
tin plate on beer cans. 
Because the United States is dependent on foreign sources, military men and 
thers will always worry about tin when war clouds build up. Yet before Korea 
was acknowledged that the world was suffering from a glut of tin, and since 
Korea United States stockpiling has gone on at such a pace that it is now esti 
ited that the country has a full 2 years’ supply of the metal on hand in public 
ivate hands. Moreover, while it can be argued that Malayan supplies of 
might be threatened through a Pacific catastrophe, this reasoning does not 
pply to Bolivia, a completely protected source. Bolivia is now producing around 
000 tons of tin per year and in an emergency this supply can be sharply 


stepped up 


THE STOCKPILE 


From this it follows that the tin crisis has been greatly overplayed. This 
dgment is confirmed by the fact that the United States has stopped stockpiling 
gligence if supply were really short. What seems 


which would be criminal 
to worry Washington is not the supply of tin but the price which leapt up from 


i5 cents per pound pre-Korea to nearly $2 per pound when stockpiling was going 
last Stockpiling is being temporarily discontinued to beat the foreign 
down. The United States, it is alleged, is being gouged (the word used 
recent report of a congressional committee) by evil foreign monopolies 
tly of British and Dutch origin. Such gouging, it is argued, must and will be 
Sti p ed. 

Maybe it should be. But, if price is the issue, then the whole argument for 
estricting the use of tin in this country stands on a very different footing than 
yply was at stake. It is estimated that the present price of tin as compared 

pre-Korean price makes a difference of less than one-eighth cent in the 

f each of the 6 billis beer cans which the United States empties and throws 
every year. Maybe the public wouldn't like the price of beer in the can to 
ip by this fractional amount. The fact is that the public hasn't and isn’t 
ng to be asked. The Washington Administrators think the price of tin is 

bitant ; hence they propose to eliminate the beer can altogether. 

And how, finally, do the Administrators think they are going to get the 
if tin down, even allo ng this is a legitimate objec tive? They are going 

do so by making tin purchase the exclusive province of the hard-pressed and 
estigation-ridden Reconstruction Finance Corporation. The idea is that 
British and Dutch tin interests are monopolistic, the United States will 
them to their knees by creating a bigger and better and presumably more 

pt monopoly which will put tin on a bulk-purchase basis. Well, the British 
Deer trying out this 1 lk-purchase idea in the case of meat, among othe 
dities, with what results? With the results that Britain has become 
little headway in 


f ny 
I 


ngly unpopular with her neighbors, that she has made 
ng the Argentine me: rice down, and that finally the poor British citizen 
ebrating not only me: Fridays but meatless every day 
Ss is scarcely an encouraging example for the United States to follow. 
ore the facts of tin are studied, the more a wholly different kind of policy 
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recommends itself. This policy would be for the Government to cease and desist 
from trying to control the world’s tin production and instead let market forces 
do their work. If the military need tin, let them stockpile it. If they don't 
need it, as they apparently don't, let them abandon this practice. Meanwhile, 
however, let us allow private merchants and corporations to buy and sell tin as 
they choose and use it as they choose even for beer cans. Maybe we are naiy; 
But we have an idea that United States Steel, for instance, would be a shrewder 
bargainer with certain British-Malayan interests than the discredited gentlemen 
of the RFC will ever be. 


ECONOMIC WARFARE 


This procedure recommends itself, not only on the grounds of common sense, 
but on much higher grounds. The road to internationalism, as Barron's has often 
pointed out, is not and never can be based on intergovernment deals; such deals 
almost always represent some form of economic warfare. The road to inter 
nationalism lies precisely in allowing the citizens of one country to deal freely 
with the citizens of other countries. It implies not the constriction but the 
enlargement of the free market. In rearming America against the threat of 
communism, we may have at many points to compromise with the free-market 
ideal. But at the present time tin is not one of them. Congressman Dingell is 
right—let beer, whether in bottles or in tin cans, have its head. 


The Cuatrman. The committee will now adjourn until 10: 30 a. m., 
April 2. 

(The following material was submitted for the record :) 

CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., March 6, 1951. 
Hon. Ronert L. DouGnron, 
Chairman, House Ways and Means Committee, 
Washington, D. C. 

Dear Str: When I testified before the House Ways and Means Committee 
February 21, Congressman Byrnes raised some questions regarding figures w 
I used in the course of my testimony and placed some statistics of his own into 
the record. 

Since sufficient time was not then available to personally examine the Con- 
gressman’s figures and the conclusions which he drew from them, I proposed t 
I would submit this subsequent statement and make it available as part of m) 
testimony. I hope, therefore, that you will inciude it in the record. 

It was my contention, substantiated by table I attached to my testimony, t! 
the highest tenth of American families according to income could substant 
reduce their consumption without suffering a loss to their health and basic 
welfare. This highest tenth received incomes in 1948 in excess of $6,000 per 
spending unit. I pointed out that according to our findings, if the expenditures 
of the highest tenth were reduced to the level of consumption expenditures 
the second tenth (families earning $4,500 to $6,000), a net reduction in consump 
tion of $1814 billion would result—an amount in excess of the immediate | 
needs of the Federal Government. 

I did not suggest that this be done, but I only indicated that the highest te: 
our income families constituted a group from which a substantial part of 
creased taxes on income should be obtained. 

Congressman Byrnes, in an effort to refute this contention, presented statist 
which purportedly showed that if the income of all individuals earning in ex 
of $4,000 was confiscated—after allowance for their Federal taxes—there w 
remain only $9.7 billion which could be available for additional taxation 
gressman Byrnes also presented figures which indicated that a decreasing am 
would be available if incomes above $6,000, $8,000, and $10,000 were confis 

I have endeavored to obtain some information about the statistics whic! 
gressman Byrnes used and from which he drew his conclusions. It is my judg 
ment that these conclusions differ from my own because the Congressma! 
talking about income levels in a manner quite different from the ordinary us 
the term. 

By examining the enclosed table 12, submitted by Secretary Snyder befo 
Committee on Ways and Means on February 5, this difference will become « 


+} ‘ 
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Secretary Snyder has classified the taxable returns which it is estimated will be 
paid by taxpayers in 1951 according to adjusted gross income classes. 
Adjusted gross income is all of the income received by the taxpayer—less ex- 
penses incurred in the derivation of income—but before allowed standard deduc- 
ns and exemptions for tax purposes. Adjusted gross income conforms to the 
eral popularly accepted concept of total annual income 
Surtax net income, however, refers to the income of the taxpayer which re 
ns after subtracting from his income all permissible deductions and exemp 
s for tax purposes. Surtax net income is a technical term—used for tax 
oses—and in no way measures the actual total income of the taxpayer 
rhe conclusions of Congressman Byrnes arise out of the fact that his findings 
based upon surtax net income classifications rather than adjusted gross 
me Classifications 
using the basic figures from table 12, it is easily determined that if all 
pavers with adjusted gross incomes in excess of $4,000 were allowed 
¢4(0 for their person use, they would have $29.7 billion left after payment 
their Federal taxes (See table I attached.) This is quite different from 
$9.7 billion which Congressman Byrnes arrives at through the incorrect use 
surtax net income classification in excess of $4,000 inste: f the adjusted 
ss income classification 
ble I shows that t tal gross income of individua 
bove is estimated at $100.255,000,000 for 1951 There are 13,410,000 tax- 


} 


s with incomes of $4,000 


rs in this classification. The total Federal tax that would be paid by these 
yers under present laws would be $16,852,000,000. Therefore, the income 
ined by taxpayers with incomes in excess of $4,000 after payment of taxes 
tal $S3,403,000,000 If each of these individuals is allowed $4,000 of 

e after he bas paid his taxes, a total of $29,764,000.000 will yet remair If 
xpavers earning in exces f 355.000 wer similarly allowe to retain $5,000, 
37,000,000 would remain after payment of taxes by these individuals in 1951. 
is not been our proposal that these sums be drained away by Federal taxes 
ur contention, however, that the public interest will not be served by 


ng heavy levies against families whose incomes are less than $4,000. since 


comes barely supp family fe 3 andards of health and decency 
] 


ir argument that increased levies on ] 
on the billions of ivVailable for greater taxa 
ds of families earning in excess of $4,000 or $5.000 


ncome shou ll most 


basic family needs and for their taxes 


that the basic figures presented by 
able I which is derived from that te 
n my original testimony completely 
the surtax net income classification 
m and misleading 
Sincerely, 
STANLEY H. Rt 


TABLE 
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Taste 12.—Estimated distribution of tarable individual income-tar returns. 
come and tas liability under present and proposed rates, for calendar year 


1951 


Number of Adjust 
taxable 
returns 


1 Re 
able to ber 

? Excludes at 

Includes 


Nort! Fi 


Source I'r 


COMMITTE FOR ECONOMIC DEVELOPMENT 
Chicago, Iil., March 30, 1 
Hon. Ropert L. DovuGHTON, 
United States House of Representatives, 
Washington, D. C. 

DeaR CONGRESSMAN DoUGHTON: As you know, the Committee for Econ 
Development was unable to testify before the Ways and Means Committee 
time set by the committee because our tax policy statement was not comp! 
in time. When we notified the chief clerk of your committee that we were 
to testify, it was agreed to send copies of this policy statement on taxes 
committee as soon as the policy statement was completed. 

The policy statement of the CED research and policy committee ent 
“An Emergency Tax Program for 1951” is enclosed in lieu of our testimony 
this subject. 

Sincerely yours, 
MEYER KesTNBuAUM 
Chairman, Research and Policy Comm 


An EmerGeNcy TAx PROGRAM FoR 1951—A STATEMENT ON NATIONAL POL! 
rHeE RESEARCH ANp PoLIcCy COMMITTEE OF THE COMMITTEE FOR Hco 
DEVELOPMPNT 


I. THE TAX PROBLEM IN THE EMERGENCY 

In the decisions about taxes that must be made this spring the Nation co! 
squarely up against a major problem. How can taxes play their necessary 
in restraining inflation without at the same time seriously impeding the gr 
of production? 

Taxes are already very high. Now we need still higher taxes—higher t! 
have ever had before, even at the wartime peak 

Higher taxes are needed as an element in a program to check inflatior 
is, of course, one of the Nation’s main economic objectives. But there is 
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danger in higher taxes. The danger is that extremely high taxes—especially 
if long continued and badly distributed—will interfere with the growth of pro 
cuction, which is also one of our main economic objectives 
In the past the tremendous growth of the American economy has permitted 
a substantial increase in Government expenditures to be absorbed without ex 
tremely high tax rates. But with greatly enlarged defense requirements the 
problem of reconciling adequate taxation with dynam rodut n has become 
acute. It is likely remain so tor some t e and perha) come even more 
if defense requirements increase Veu ntly me b do t have, 


wil this pre 


ernment's 
ite demand 


( na. a 
sure and 
the p 


letriment 


not wi 
xX increase. 
possible But we » te t thi tux can be 
0” low In fact, t “e a danger thi taxes will be at the 
nd too low higher I . irmf » production tha 
i tie { espect rnment 
. nd savin na not high enough to control infl 
ew of the other ] ire actually followed If, in ad 
mpose are of a kind that put great restraint upon production 
e restraint upon inflat we shall have taxed ourst 
benefit. 
What is our present situation‘ I e past S mo 
pid increase of prices and a surplus in the Federal c: budget 
more than high enough to balance Government spendin » budget 
the rate of about S2 billion a vear. Nevertheless, prices (Consumer 
ndex) rose about 7 percent in the S months, mainly as a result of a great 
by an expansion of 
bank credit and a reduction in the desire to save. Now, in an effort to retard the 
nflation, general price and wage ceilings have been imposed. but direct price 
d wage controls will not work well and may not work at all unless they are 
ked up by measures to curb the excessive demand for goods and services. 
If we are going to bring inflation under control. we shall need much stronger 
restraint on the pressure of inflationary demand th: we have had in tl 
st 8 months. But in one important respect our position is going to deteriorate 
juickly unless vigorous steps are taken, for while we have been r 


crease in business and consumers’ expenditures financed 


ing 
dget surplus in the past 8 months, the budget estimates show a $13 b 
ficit for the next fiscal year, which begins July 1, 1951 

One conclusion which might be drawn from these facts is that since tl 


inn a cas 


} 


uiget shows a $135 billion deficit for next year, and since the $2 billion surplus 
have been running has been inadequate by itself to control inflation, we 


eed a tax increase big enough by itself to provide a still larger surplus. Su 


neclusion would be ; ous mistake. It would ne 
ods other than higher taxes for restraining inflation and would therefore 


in unnecessarily dangerously great burden of taxes upon the ecor 


glect the potentialities 0 


our opinion, an adequate and balanced financial program would con 
the following parts: 

1. Maximum poss omy in Government expenditure, which would 
reduce Federal cas! x<penditure by some $86 billion from the $74 billion 
a ‘ 


ronosed for fisea 


ya Prompt enactment Pa SI lion tax increase 
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8. Tight restriction on the expansion of bank credit. 
4. A national program to encourage private savings. 

This program, fully carried out, would yield a cash surplus of two to three 
billion dollars in fiscal 1952. Thus it would maintain the anti-inflationary in 
fluence of the budget but would not rely exclusively upon higher taxes to do 
this. At the same time, it would greatly strengthen the defense against inflation 
at the points where the defense has been weakest—namely, control of the ex- 
pansion of credit and the promotion of savings. This kind of a balanced program 
would assign to higher taxes their necessary part in checking inflation when 
defense expenditures are rising rapidly. But it would not expect high taxes 
to compensate for failure of the Government to economize, to control credit, and 
to promote saving. 

This policy statement is mainly devoted to recommending ways to carry out a 
pay-as-you-go policy in the Federal budget for the fiscal year 1952 by curtailing 
Government expenditure and raising taxes.” However, before proceeding to 
these recommendations we wish to emphasize again that sound budget policy 
is only one element of a sound economic policy for rearmament; by itself it is 
not sufficient. In particular, our recommendations for the budget are intended 
as part of a total program which would include much more vigorous action 
than has yet been taken to restrict credit and promote savings. 

Since the outbreak of the Korean War in June, effective restraints upon the 
expansion of bank credit have not been imposed, apparently because monetary 
action was dominated by the desire to assure a stable Government bond market 
and to avoid higher interest rates on government securities. The failure of 
recent money-debt policy is shown by the $9 billion increase of bank loans in the 
second half of 1950. 

A recent statement by the Treasury and the Federal Reserve gives reason | 
hope that the desire to keep interest rates on Government securities at arbitrar 
cheap levels will no longer be a barrier to anti-inflationary money-debt poli: 
The offering of a new long-term nonmarketable bond to yield 2%4 percent 
announced this month (March 1951)—is a step toward the more flexible manog 
ment of the Federal deht that is urgently needed. The adequacy of money-d 
policy cannot be judged by the terms announced on a particular issue of Feder 
securities. It can only be judged by its success in curbing the growth of credit 
and the money supply, and thereby contributing to the control of inflation 
essential point, which must be the continuing test of policy, is that the expans 
of the total amount of credit and the money supply should be limited 

In 1948 the research and policy committee of CED recommended establishn 
of a Commission on National Monetary and Financial Policies, to study 
money-debt problem. We believe that such a commission, established by 
gress and including both public members and qualified private citizens, could 
now serve an extremely useful function. Objective study, leading to greater 
public understanding of the issues involved, can contribute to more effective 
monetary policy in the present inflationary situation. The interest of the g 
eral public in money and debt policy has greatly increased. Public opini 
likely to be increasingly influential in determining policy in these fields and 
therefore more important than ever that the public be well informed. In add 
tion to examining current policy, the Commission should take a long look a 
to consider the possible debt management policies that might be appropriate if 
still greater defense or war expenditures should force large deficits uper 
One thing we have certainly learned in the past 10 years is that unless a | 
view is taken, the debt management policies that seem expedient in a particu 
emergency situation may pile up difficult problems for the future. 

One aspect of stabilization policy that has been seriously neglected is 
promotion of voluntary private saving. Anti-inflationary policy requires an effort 
to keep the community as a whole from trying to buy more goods and services t 
are available. In this effort the Government has certain clear responsibil 
to economize in its own expenditures, to raise taxes, to tighten credit Bu 
action of private individuals can be decisive in the success or failure of 1 


ths 


; 


s 


? Footnote by Beardsley Ruml: A program to provide adequate defense without inf 
is hichly desirable. To this end, a pay-as-you-go ideal for national fiscal policy is import 
However, the pay-as-you-go ideal has not yet been sharply defined for precise 
decisions in every sector For example, I doubt whether the budget to which pay-as 
go applies should include as expenditures disbursements for purchase of interest-b 
assets or disposable inventories 

Monetary and Fiscal Policy for Greater Economic Stability, December 1948, pp 
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effort. As members of a free society engaged in a struggle for survival each of 
us has a responsibility to assist—by saving 

A national program of education is needed to bring home to our people 
individual responsibility to save. For such a program we should enlist 
operation of the leadership that exists in our communities The Gove 
should cooperate by instituting an aggressive campaign for the sale of sa’ 
onds. The program should be more than ; for saving I all 


of saving should be encouraged. 


rhe expenditures of State and local g riments a ‘ 
mimilitar lema to ! cts an labor We 


e 


nd local government rder t ain their expend 
interest on St: j 
me taxes, an in a 
d localities to borrow Ff ng interest o future ssues of 
subject to Federal income as we ha repeatedly reco! 
nds, would help to det ficit financing by States and 
gy the supply of credit i » be helpfu gut bevond 
count upon the voluntary « ) the S Ss and 
efer their irgent ¢ ditur as thei ntributio 
inflation 
rhe budget 
get, more convel nt ‘ a | ige . »cash b et } best 
single available indicator of t t economic it ict—tl Let iflationary or 
deflationary effect—of “leral payments ; receipt t is theref« the best 
single guide to over-all budget licy, ich should be concerned with achieving 
ertain net economk npa n present conditions an anti nflationary impact.’ 
In the second half of 1950 there was a cash surplus of about $1 billion. The 
first quarter of 1951 will show a substantially larger surplus. Most of this will 
be due to the seasonal peak of tax collections in the first quarter. But this sum- 
er, unless taxes are raised, deficits will appear. According to the President's 
get the cash deficit in fisca v= Will be $13,000,000,000 with present tax 
tes.” There is no oft i e@stimié ol livision of this total within the year 
resumably the rate of deficit will b ss than $13,000,000,000 in the first half 
the fiscal year—possibly aro to $12 billion—and more in the second 
possibly around $14 to $15 billion. 
What we apparently face, therefore, ‘ ft from a surp in fiscal 1951 
i deficit estimated in the budget at $13 billion in fiscal 1952. 
We recommend that expenditures be reduced and taxes be raised sufficiently 
east to balance Federa i expenditures in fiscal vear 1952 as a whole. The 
ncrease should come in o { and should be made as quickly as possible. 
s already later tha é have been desirable. Last November we recom- 
ded that both ind and corporate taxes be raised effective January 1, 
However, only < ora taxes were raised. Now prompt action is 
ve. The higher tax hould go into effect as early ;: 
nd quarter of 1951, to moderate the shift from the curren urpluses 
this summer 
ere is, of course, cor erable uncertainty as to what cash expenditures 
be in fiscal 1952 and therefore as to how much tax increase is needed to 
nee the budget. Over half of the $74 billion budget estimate for fiscal 1952 
counted for by a round ure of $40 billion for the Department of Defense 
figure will almost certain! ie ferent when it comes to be supported by a 
ed appropriation request . are widely varying estin 
nts by which Congress may ‘appropriation requests. Even after the 


ite of the 
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regular appropriations are passed, which may not be before July 1, the actual! 
expenditures in the following 12 months will be uncertain. 

In this situation, and given the imminent prospect of large deficits, it seen 
to us wise to raise taxes quickly by the amount necessary to balance the estj 
mated expenditures after minimum allowances for economies. If we set ta» 
rates to balance the budget in the expectation that maximum economy wil! 
achieved, we run a real risk of a deficit, which in our prospective situation won] 
be very bad. On the other hand, if in setting taxes we count on only a small 
amount of economy, we have a chance of achieving a surplus, which would 
welcome. Any economies actually achieved beyond those counted on in set 
taxes this year can be considered in setting taxes next year. 

It seems to us a reasonable minimum goal to hold cash expenditures in fis 
1952 about $3 billion below the $74 billion estimated in the budget. We belie, 
that a much greater reduction, probably twice as large, is possible. We strong 
urge and support every effort to achieve the larger figure in order to produ 


But we recommend a tax program that would at least | 


budget surplus. 
! 


ance the budget even though maximum possible economy were not achieve: 

On this basis we recommend prompt enactment of a $10,000,000,000 tax 
crease. This should be the last levy applicable to 151 incomes and sales, un 
some drastic event not now foreseen should occur. A $10,000,000,000 tax 
crease should balance the cash budget for fiscal 1952 as a whole. If prom; 
will prevent a deficit this summer when we are struggling to ach 


1] 


enact 
prices and to strengthen confidence in the value of the dollar 


Erpenditures 

The need for Government economy is clear. Our tremendous productive 
chine, running at full tilt, is still incapable of meeting all the demands that 
placed upon it. We shall all have to do without things we want, things 
which we feel entitled and for which we would be willing to pay. High tax 
and credit controls are imposed to compel us, as individuals and businesses, 
restrain our expenditures; we are exhorted to reorganize our responsibility as 
citizens to save It is intolerable that the Federal Government, which next 
year will spend about one-fourth of the national income, should not share in 
general belt-tightening. (Federal, State, and local expenditures will accor 
for about one-third of the national income.) In fact, the Government’s respon 
bility is greater than even its large percentage share would indicate. The Gov 
ernment is in a position of leadership. The extent to which it demonstrat 
self-restraint will have a great influence upon the willingness of the publi 
accept the taxes and other restraints necessary to our economic and politi: 


strength. 
Whenever a reduction in any part of the budget is suggested someone will a: 
great damage to the Nation will result. We should be quite clea 


to claim that 
ve 


what the costs are of not reducing the less urgent and essential expendit 
in the budget The main point is that if the Government uses more of 
national ontput we shall have to use less privately, in our homes and businesses 
A man can work either on a Government public works project or on a private 
home-building project: he cannot do both at the same time. The more m 
power, materials, and productive capacity the Government uses, the less we sh 
be able to use privately. In fact, the net cost will be more than the shift of 
put from private to Government use. For if we fail to economize in Governme 
spending, we shall have higher taxes, which will retard total production, or more 
inflation, with all its evil consequences. 

No one can reasonably expect that he will escape a share in the costs of fa 
of the Government to economize. The costs will be widely distributed—eith 
by inflation or by taxes—and everyone will be exposed to them. 

The President's budget recommended cash expenditures of $74,000,000,000 for 
fiscal 1952. It is helpful to an understanding of this figure to break it down 


} 


into four parts: 

$51, 900, 000, 000 
9, 200, 000, 000 
8, 800, 000, 000 
9, 100, 000, 000 


Defense and related items, including foreign aid 
Interest and trust funds 

Veterans’ pensions and readjustment benefits 
Other nondefense items 


74, 000, O00, 000 


Total — oa iain sais ie 


The figures in the budget have become so large that the $9.1 billion for n 
defense items looks small. But the significant fact about this figure is t! 
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it is one-third higher than the actual expenditures in the same category in 
1948. The Nation did not suffer from inadequate domestic Government services 
when $6.8 billion was spent for these items n 1948 In our opinion, it does 
not need and cannot afford more in the critical conditions of fiscal 1952. If 
we divide this category into those major functions which have increased and 





those Which have decreased since 1948 we find $3.4 billion of increases and 

$1.1 billion of decreases Rolling back the increased functions to their 1948 

evels would thus reduce the total by over $3 billion, even w th allowance for 

somewhat higher costs 
Every item in this nondefense category should be reexamined kor example, 
s it necessary that i year of high farm incomes, expenditures for aid to 
eric ure SI ir hire S higi i is? We d need 1 
lirect 1 of } s expenditures t empha ep Ss essential to 
onal defense Bu e need an j ‘ $1 ! on 1) perce 
t trie ] 1S t I res I ! ‘ ~ ‘ I ‘ 
rgy) rhe po lederal Natio I gag Lssociatic st g 
rigaces i or if yy ’ estimated ») i n rie receipts 

r ie Trea ! l Chis is cet ip te] i the present 

tuation. But it be pushed farther, since it w FNMA holding 

$750 million of insure guges ut the end the p 

rhe opportunities for saving are obviously less he categories of interest. 
social security, and other trust funds, veterans’ pensior nd veterans’ readjust 
ent benefits Che amounts of these expenditures are determined main ry 
existing contract by leg ive standar long-term programs However, 
in the case of the $1.6 billion for veterans’ re adjustment benet ts, more rigorous 
idministration of the sta rds could result iy onsiderable economies 

The big challenge of the budget is in its defense component. whic h as here 
defined includes the follo ing ite ms: 

Military services $41, 491, 000.000 
Department of Defense 10, 000, 000. O00 
Other 1, 491. 000. OOO 

Foreign military and econ ic assistance 7. 112, 000, O00 
Present mutual def e assist ’ progral 2, 500, 000. 000 
Proposed militar nd economic assistance », 000, 000, O00 
BCA 1, 200, 000, 000 
Other $12. O00. OOO 

Expansion of defense production , 1, 100, 000, OOO 

Stabilization an production controls 304, 000, O00 

vil defense 330, 000, O00 

Defense housing LOD, 000, OOO 

Atomic energ, ; 1, 277, O00, GOO 

Dispersal of Government gencies 164, 000, O00 

Total 51, S78, 000, 000 


\ rapid build-up of our military strength and assistance to strengthen our 
; . 


es are imperative This is obviously going to cost a lot of money It is 
» true that in the past rapid increase in the Military Establishment have 
accompanied by important waste of money, materials, and manpower 
{ is, more efficient management was possible, and ould have permitted 
hievement of as much or more military strength at much less cost. When 
lefense expenditures are in the neighborhood of $50 billion, as they soon will 
e, the savings from moderate gains in efficiency can be measured in billions 
f dollars, 
Most of the figures in the defense category are round estimates of the costs 
f carrying out a program the size and character of which have not yet been 
de public in any case, efficiency in national defense cannot be achieved 
ver-all policy statements It can only be achieved by more efficient continu 
£ processes. It w require action both in the Congress and in the administra 
Starting at the Nation Security Council which must » that th 
crams are tailored to the requirements of our strategic The work 
the congression Appropriations Committees can be n y supple 
ted by investigating subcommittees, which can exami! parts of 
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the program closely and thus keep pressure on the whole program. The Office 
of Defense Mobilization has an important part to play in screening procure- 
ment schedules, preventing wasteful procurement practices, and bringing indus 
trial engineering talent to work on the problem of designing specifications for 
equipment that will meet military needs at least cost. But the greatest respons 

bility is on the officials of the Department of Defense; without their vigilant 
efforts to save manpower, materials, and money there will be no substantial 
economies. 

The $7.1 billion provided in the 1952 budget for foreign aid is an increass 
of $2.6 billion over the 1951 figure. In view of the great recovery in Wester: 
Luropean production, and the notable improvement of the world’s balance o! 
payments with the United States, there is a serious question whether so larg 
an increase in our aid is required. If the Western European nations are to mak: 
their maximum contribution to mutual defense, they will still need assistance 
from the United States. But in order to avoid excessive burdens upon the United 
States we must be careful to recognize not only the increasing need for defenss 
assistance but also the dwindling need for recovery assistance. 

Special attention should be given to the $1,100 million of expenditures included 
in the budget for the expansion of defense production. Clearly, the defense 
program calls for an expansion of productive capacity in many industries 
Clearly, also, where the necessary expansions cannot be privately financed, be- 
cause of their specialized character, Government financing should be available 
But there is no evidence in the budget to suggest that these specialized cases wil! 
amount to $1.1 billion in fiseal 1952. We believe that if the present and prospective 
requirements are clearly spelled out, and with accelerated amortization available, 
much of this $1.1 billion may be unnecessary—especially the $440 million tha 
is estimated to take the form of loans. If programs of this kind are not cars 
fully restricted we may find ourselves paying high taxes to finance Government 
expenditure for investment that cannot be financed privately because taxes ar 
so high. 

The budget includes $330 million for civil defense. Recent official statement 
indicate that this amount will be substantially reduced because the shelter progran 
has been revised. 

We believe that a reduction of some $6 billion in the total budget is possibl 
barring some development which requires a change in the underlying programs 
and should be strenuously sought. 


Where to raise the money 

The main requirement of a 1951 tax measure is that it be promptly enact: 
and adequate to balance the budget. Beyond this the most important objectiv« 
are a fair distribution of the tax burden, maximum restraint on inflation ar 
minimum impairment of production. 

Fairness in the tax program is important not only because fairness is valuabl 
for its own sake, but also because national unity is essential and will be 
strengthened by a general feeling that the tax burden is fairly distributed. This 
means several things, not entirely consistent. It means that the taxes shou! 
be fair, in an objective sense, and also that they should correspond to the com 
munity’s generally held ideas of fairness. It means that taxes should recog! 
differences in ability to pay and that those with more ability should pay mors 
it also means that taxes should recognize the right of an individual to ha 
his earnings substantially reflected in his income after tax. It means that th: 
tax system should avoid arbitrary discrimination among persons, lines of activ 
or forms of business organization. 

The tax program for 1951, to be most effective in restraining inflation, sh 
exert its main impact on restraining consumption expenditures. ‘To have a! 
anti-inflationary effect the taxes must restrain expenditures of some kinds 
cither consumption expenditures or investment expenditures. Since investment 
expenditures are only about 20 percent of total private expenditures, and sir 
the maintenance of a high rate of real investment is important for the expansi 
of production, it is clear that the tax program should be mainly directed 
holding down consumption expenditures. This means that an impact on low a! 
middle incomes is unavoidable, because it is these incomes that provide 
largest part of consumption expenditures. 

In the taxes we now enact we must seek to avoid excessive impairment of 
incentives to investment, work, and efficient operation of businesses. T 
means that we should not take away in taxes too much of the additional earnings 
that result from greater contribution to the productive process. This probl: 
which has for some time been serious with respect to investment and manacet 
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incentives, is now becoming increasingly serious with respect to work incentives. 
We are certainly going to be in a position where taxes will take 20 to 30 percent 
of the additional income earned by the average workingman for longer hours or 
greater effort. We must now proceed with great care to avoid unnecessary 
reductions of the incentives to work at all income levels, as well as incentive 
to save and to invest. 

In the light of these objectives and after considering the alternatives, we 
believe that the following combination of tax increases would best serve the 
present emergency needs for temporary additional revenue: 

1. Individual income tar.—An additional 5 percent tax on taxable income 
after present exemptions and the present tax. 

2. Corporate profits tar.—A new defense profits tax which would bring the 
combined income tax rates on profits in excess of $25,000 to 50 percent (com- 
pared to the present 47 percent). The excess profits tax would be in addition 
to this. 

3. Ercises.—(a) An increase in the manufacturers excise tax on 
mobiles to 20 percent (from 7 percent) and on refrigerators, television sets, 
and other consumers’ mechanical durable goods to 25 percent (from 10 

percent). (b) An increase in the present Federal excises on alcoholic 
beverages, tobacco, and gasoline. (c) A new excise tax of 5 percent on 
retail sales of items not now subject to Federal excises, excluding food, 
housing, fuel, utilities, and certain items difficult to tax. The main cate 
gories of goods subject to the new excise would be clothing and house fur- 


auto- 


nishings. 

Miscellaneous revisions A number of other tax revisions which would 
improve the tax system and increase the revenue should be made now if 
that can be done without delaying enactment of the main revenue measures. 
Among these revisions are taxation 
securities, provision for partial collection at sou 


on dividends, and taxation of cooperative businesses However, if considera 
T 


and other loopholes would cause delay, the main revenue 


of future issues of State and local 
rce of individual income tax 


tion of these 


increase should be enacted first and the loopholes taken up later in 195 
The yields of these increases in a full year, at 1951-52 levels of national 
would be approximately as follows: 
individual income tax $3, S50, 000, 000 
. Corporate income tax : 1, GOO, OOO. OOO 
ELXCISeS : 
Autos, refrigerators, ets ™ ‘ —_ L. 100. 000. OOD 
Liquor tovacco, gasoline - . 1. 400, 000. O00 
New retail excise " 2, 750, OOO, OOO 
4. Lo phe les 
rotal (exclud ng loopholes ) ” LO, 100 4m) (MM) 
y Beards I i John M. H In : é se taxes ] 
le fF; y } . nm < . 
g " , 
Ir } res n exil man ¢ _— se a 
a : : ms ft he ft d. w ‘ s 
vas ne } g I cise r ttr por I 
ne _ ’ ‘ ! } 
I Har v I ( t ld the recomme j non excise taxe I 
the interest f " 9 snes f @iel ‘ ’ a ; 
ment, it seer | rable to ~ ssary reve e th g f , 
s 1X , se f¢ ! vd g f 
f food and f I s, which s ld be i la re Ve ves 
asoline nd of fr wh » «al ; ; . ; + 
high rate An « Se such as recomme ed on a mobiles of 20 percent i 
rerators . r other « re me } re is 
y ar? tr ry ; g , ec } ee ee 4 
e eq tabl iw ‘ sumers durable zg ds bea , ti : 
ni as liser tory loa 
r Id ee ¥ th mise that excise taxes s ild } sed | 
‘ ems rn t l in short DI sin superimy] ‘ Vv 
n top of mate l re la ns is not only unnece rv but « tains « s of 
the national « ) my 
defensa } ‘ ex nr ' , 
nd they should t \ the ij vis f r 
son for their ‘ sed to st 
by Theodore O ‘ These s ( lé ses on ns s’ @ ra 
natory l f ) t s Ww I e mos ! g ‘ 
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Before proceeding to discuss each of these recommendations we wish to indi 
cate the considerations which lead to this particular balance among the various 


revenue sources, 

The taxation of corporate profits is already very close to the maximum limits 
that would be safe even in a temporary emergency, and far beyond the limits 
that would be tolerable for any protracted period. Since the outbreak of fighting 
in Korea, corporate taxes have been increased twice; these two increases pri 
vide $6 billion of the $9 billion tax increase enacted in that period. The taxes 
now in effect will take about 50 percent of all corporate profits, and much more in 
many cases. Moreover, taxes, including the excess profits tax, now take 77 
percent of any additional earnings made by a great many corporations. 

According to Treasury estimates, corporate profits before taxes in 1951 wil! 
be about $48 billion, of which present Federal taxes would take $21 billi 
From the remaining $22 billion must come dividends, on which the stockholder 
will be taxed at full individual income-tax rates, and corporate savings fro: 
which to finance economic expansion. Some perspective on these figures may 
be gained by noting that personal incomes in 1951 are estimated at about $245 
billion, of which existing Federal individual income taxes and excises will tak: 
about $30 billion. Personal incomes, after present taxes, are about 10 times as 
large as corporate profits after present taxes, 

However, these aggregate figures reveal only part of the reason why higher 
corporate tax rates can no longer be looked to as a major source of additior 
revenue, The aggregate figures do not show the losses of efficiency that resu 
from having a large part of the Nation’s business done by corporations that 
retain, after taxes, only 25 cents out of any dollar they may earn by being mor 
efficient. Moreover, the basic unfairness of the corporate tax system is not 
matter of over-all statistics but of the relative treatment of different individuals 

One of the main defects in the taxation of corporate profits is that it viol 
the principle of progressive taxation—which is that individuals with higher i: 
comes should be taxed at a higher rate than individuals with lower incomes 
dollar of corporate profit is taxed at the same rate regardless of the income 
the stockholder, whether it be $1,000 or $100,000. The excess burden resulting 
from taxing corporate profits first at the corporation level and second at the 
stockholder level is thus much greater on the low-income stockholder thar 
the high-income stockholder. Take the case of a retired married couple w 
income is $1,000 earned, before taxes, by a corporation in which the 
The corporate profits tax will take about half t 


entire 
have a small investment. 
income, whereas if their income had come from any other source it would not 
been taxed at all. Compare this with a stockholder subject to a tax rate of 75 
percent. If the corporate rate takes 50 percent of his earnings from corpo 
investment and he pays 75 percent individual tax on the remainder, his total! tax 
on corporate earnings is 87.5 percent. He is still taxed unfairly on corpora 
earnings as compared to the 75 percent he would pay on other income, but 
excess is not nearly so great as in the case of the low-income stockholder. 

In our opinion, a further increase in corporate taxes as large as the $1 billi: 
we recommend can only be justified by the existence of an emergency. Most 
the 1951 revenue needs must be met from other sources—which means essentially 
from direct taxation of individual incomes and from excises. 

The question which then arises is how much reliance to place on individu 
income taxes and how much on excises. 

We believe that the direct individual income tax is the fairest kind of tax 
should continue to be the backbone of the Federal revenue system. We re 
mend another large increase in the income tax for 1951. 

In considering how far to go with increased individual income taxation « 
feature of the individual income-tax system is now very important. The ind 
vidual income tax as now constituted is essentially a system of high marg 
rates on a relatively small part of total incomes. Thus, according to Treasu 
estimates for 1951, out of a total personal income of $245 billion, the income s 
The tax rate on this taxable part starts a 


ject to tax will be about $90 billion. 
20 percent now, and rises very rapidly to 50 percent on a taxable income 
$16,000 and to still higher rates on higher incomes. To put the picture in 
vidual terms, a married couple with two dependents having an income of * 
would have an income subject to tax of S600. On this $600 under present 
their tax would be 20 percent or $120. Thus, in order to tax away less than 
percent of their total income we put a tax of 20 percent on their last S600 « 
income. And this 20 percent rate or an even higher rate will apply on any addi 
tional dollars they may earn by longer hours or harder work. 
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A marginal rate of tax exceeding the average rate is a necessary feature of 
a progressive income tax. However, it is clearly wasteful of incentives, As long 
as the rates are moderate, this defect is outweighed by the advantages of a 
progressive income tax. But when rates are as high as they already are, it 
is desirable to go slow in raising marginal rates further and find part of the 
revenue in ways less damaging to incentives, 

There are two principal ways in which substantial amounts of revenue can 
be raised in addition to increasing income tax rates—one is by reducing income 
tax exemptions and the other is by increasing excises Revenue needs for fiseal 
1952 do not call for both of these steps. The choice between them is not black 
nd white; there is much to be said on each side In our opinion, the balance of 
considerations favors an increase and extension of excises, for the following 
reasons: 

1. The excise method is safer from the standpoint of incentives than the re- 
duction of exemptions, which would expose another layer of income earners to 
the high marginal rate of income tax 

2. The excise tax is somewhat more effective in restraining expenditure since 

eaves open to the ta cpayer 
expenditure. 


‘ 


the ‘ hoice of reducing his tax by re cine his 


5. To some extent excise taxes can be select vely directed te pl Miucts that use 
erials in especially short supply and thus can assist it edlucing excess 
demand for these products 


1. Excises can reach some of the incomes that are not reported for income tax- 
on even though large enough to be taxed 


The tax increases we recommend are designed to meet a temporary emergency 


situation. Our present ve large expenditures for defense ma rove to be a 
2. or 3-year bulge required to provide initial and reserve equip: nt for ex 
panded forces and to enlarge productive capacity In this case the emergency 
ncreases should be reduce or repealed after the peak of expenditures has 
een passed Qn the other hand, if a high level of expenditures prove to be 
necessary for a longer perik all of the tax increase mace s e Korea should 
e reconsidered in an effort to develop a more rational tax structure ith which 
we can live not just for 2 or 3 years but for a decade 
Taration of corporate profits 
lt eons dering any I irtl el taxation of corporate prontits we Shou l “et k to 
d unnecessary exaxrveration of the evils of this kind of taXxati rhe most 
wing and unnecessary feature of our present corporate taxes is the ver 
h marginal tax rate imposed under the excess profits tax Total corporate 
es now take about 50 percent of total corporate profits But corporations 
have excess profits according to the arbitrary standards e act pa n 
es 74 percent of anv additional earnings For these co poration, extra ef- 
extra enterprise are worth only 2 ents | a \ the S 
ent and enterprising « porations, whose crowt is in the national interest, 
) 2 percent out | nv additior earnings to fil nee growtl and of 
e even less after payment of dividends 
er to avoid these depressing effects on production we recommended last 
it an increase in corporate taxation take the form of a moderately in 
t sed rate on all profits rather than a very much higher rate on a part of 
fits defined as excess However, an excess profits tax was enacted This 
expire on June 30, 1953. We hope that in the light of further considera 
ind experience the act will not be renewed Meanwhile, in raising corporate 
es now we should avoid increasing the 77-percent marginal rate 
system we suggest would increase the ix of all corporations but would 
se the marginal rate of any above 77 percent. The rates would compare 
e present rates as follows: 
} 
: I 
‘ * : t S. - y. 22 
= ny i] 2 
t tax ‘ ‘ t 2 f 
} tr ‘ t | 
: nce we now I ix, e I ‘ 4 t 
‘. percent 
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Tazation of individual incomes 

We recommend a 5 percent additional tax rate on individual income in excess 
the present exemptions and tax. Thus for a family with $500 of taxable inco; 
above present exemptions the present tax is $120. The additional tax would 
5 percent of $480, or $24 For taxpayers in the first bracket the 5-percent t 
on income after tax is the equivalent of a 4-percent tax on income before tax 

This is a simple and fair way to take account of the fact that what is no 
available for additional taxation is the income after the present tax. A flat 
addition to the present tax has widely different effects upon the take-hom: 
income—the income left after tax—depending upon the proportion alrea 
going in tax.’ The superficially even-handed system of a moderate flat additi 
to present rates has very uneven effects on the income that counts—nany 
income after tax. 

The system we propose would reduce by 5 percent in all brackets the an 
of an additional dollar of earnings retained after tax. It would reduce tot 
income after tax by a percentage which rises gradually toward a maximun 
5 percent, as is shown in the table: 


Effect of a 5-percent tag levied on income above exemptions and present 


MARRIED PERSONS—2 DEPENDENTS 


Income after 
Net income tax, present 
law 


$3,000 $2, SSO 
$10,000 S, 408 
$50,000 a1, 116 
$100,000 48, OSS 


$500,00% 


Ercise taxes 

The increased corporation and individual income taxes recommended 
comunittee would yield almost $5,000,000,000 of revenue. The remaining 
requirements—slightly over $5,000,000,000—should be raised from excises 

Federal excises are now levied on items that account for about 25 percent 
consumers’ expenditures, at rates ranging from 4 to 40 percent in terms 
retail price. Another 50 percent of consumers’ expenditures consist of 
such as food and housing, that should not now be taxed in order to safegu: 
very lowest incomes or items that are difficult to handle administrative 
such as domestic service. This leaves about 25 percent of expenditures not 
taxed and potentially eligible for new Federal taxation—the main items 
clothing and household furnishings. 

Within the category of items now subject to Federal excises we recon 
increases in two classes: 

(@) Alcoholic beverages, tobacco, and gasoline—these items are 
revenue producers among Federal excises. We have previously recomme 
that in the ultimate “normal” Federal tax system these should be the only 
subject to excises. We believe that rates in this class could be inc 
sufficiently to raise their yield by about 30 percent—$1.4 billion—without 
burden upen consumers. 

(b) Automobiles, refrigerators, television sets, and other consumers’ 
mechanical goods—the production of these items will have to be cu 
because of heavy defense requirements for the materials used in their 
facture. Increasing excises on this class of goods will help reduce the « 
demand for the remaining civilian supplies. Raising the tax on autor 
from 7 to 20 percent and on the other items from 10 to 25 percent 
manufacturers’ level would yield about $1.1 billion.® 


} ) 


s 


the 


Thus a flat 4-point addition to present tax rates would reduce income a 
0.8 percent for a family (4 persons) with $2.900 of net Income after (present 
percent for a family with $50,000 of net income after tax, and 20.4 percent fo 
with $90,000 From the standpoint of incentives the effect on marginal rate 
important For a family with $50,000 of net income after tax. a 4-point additior 
tax rates would reduce take-home income per dollar of additional earnings by 14 


* See footnotes by Messrs. Curtice, Hancock, Rum], and Yntema on p. 2791. 


r 
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Except for these cases we see no reason for widening or even preserving the 
discrimination against producers or consumers of the items now subject to tax. 
Therefore, we suggest a tax on the eligible items not now taxed—which would 
cover mainly items in the following categories: Clothing, house furnishings, 
transportation, personal care (such as haircuts, clothes cleaning), and recrea- 
tion. In addition to sales of new items the tax would apply to sales of second- 
hand items in the same categories and to second-hand sales of items already 
subject to Federal excises—such as automobiles. A tax rate of 5 percent of the 
retail price would raise about 2.75 billion dollars. We suggest imposition of the 
tax at retail for the sake of uniformity and visibility. However, if there should 
be strong administrative reason for imposing the tax on any of these items at the 
manufacturers level this could be done, with appropriate adjustment of the rate. 

It is, of course, fundamental to tax policy and stabilization policy that the new 
or increased excises should be excluded from the measurement of the cost of 
living in any controls that link permitted wage increases to the cost of living 
rhe purpose of linking permitted wage increases to the cost of living is to permit 
achievement of equitable relations between wages and other private shares in the 


itional income It is not to enable anyone to escape the share of the defense 
burden that congressional tax legislation would impose upon him Similarly, 


nereased corporate profits taxes should be excluded in any consideration of 
allowable price increases 
Viscellaneous revisions of the tax sustem 


The need for additior revenue and higher rates of tax makes it more im- 
portant than ever to subject each special tax exempti 
scrutiny al d to require its j stificatior f it is to be continued. One exemption 
which in the opinion of this committee is unjustified is the exemption of interest 
on State and local government bonds from Federal income taxation Also, we 
believe that steps should be taken to subject the income of cooperative business 
organizations to taxation more comparable to that imposed on other forms of 





n or Concession to 


business. 
\ possibilities of rec ns ix ave ar and tightening up tax enforcement 
S il be thoroughly, xrnoiored (ne ster nt s direction wor ] e require 


ment for withholding part ¢ the individual nceome tax on dividends at the 


source, 
There are a number of cases where unjustified privileges and opportunities for 
avoidance have been alleged to exist The committee has not studied all of these 
Ss Certainly, ve ire not suggesting that every alleged 0] le’ Ss an 
il loophole requiring correctior However, we do suggest that all these 


s should be carefully considered by Congress. 


Important as we believe reform of the tax system to be, we do 1 belic that 
ild be allowed to « ! myt ena ent of 1 res to raise $10 billion 
ded revenne If the orms cannot be agreed upon in time for inclusion 

he revenue act that is needed now, action on them should be postponed until 

evenue act is completed There will then be time during the rest of 1951 
nsider these revisions and make them applicable as of January 1, 1952 

deciding to have a large defense progra! America has necessarily decided 

ccept certain sacrifices. The size of the defense program as now foreseen will 

n the aggregate, necessitate great sacrifices, There will be absolute reduc- 

n the supplies of some kinds of things that consumers want Some indi 

are already having to reduce their total level of consumptior But in 

he main the sacrifice w take the form of not being able to buy more even 

gh we produce more rhis is a real and necessary sacrifice, but certainly 


inbearable 
this statement we have presented a program which would, in our opinion, 
ute the necessary burde S inh ways that would not result iT unnecessary 
fices. The central problem is one of balance: balance between direct and 
t controls, between budget policy and money, debt and savings policy, 
higher taxes and reduced expenditures, and balance among different 

of taxes. 

ADDITIONAL FOOTNOTES 


nt by Mr. S. Sloan Colt on recommendation for “tight restriction on the exnan 


bank eredit” “All nonessential and speculative types of credit should be vigor ly 
ed, but I have reservation to the tight restriction of bank credit in a broad and 
nate manner Some bank-credit expansion may be necessary if higher levels of 
ndustrial output are to be attained Certainly the military procram is already be 
to call for a substantial increase in credit for defense productior nd this can be 


“ 
t 
, 


d most expeditiously machinery of the banking systen Finally, 
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bank-credit requirements are subject to seasonal fluctuations, for which allowance m 
be made.” 

Comment by Mr. 8. Sloan Colt on increase in bank loans in 1950: “It seems doubt 
that any policy of credit restraint short of very drastic action could have prevented a s 
stantial increase in bank loans in the second half of 1950, in view of the normal seas», 
increase in the need for bank credit, the rising volume of production and sales, the under 
Standable desire of business to maintain production at peak levels, and the world-wi, 
scramble for basic raw materials and other goods. It is clearly evident that these factor 
together with resulting higher prices, contributed substantially to the large demand 
bank loans It is not so easily demonstrated that the increase in bank loans contribut;: 
Significantly to the price inflation in this period.’ 

Comment by Mr. Carlyle Fraser on recommended increase in tax limit on corporation 
“I believe that the excess-profits tax is basically so unsound that it would be unwiss 
raise the maximum combined tax limit from 62 percent to 65 percent of total income. Oy 
the contrary, I believe that the maximum limit should be reduced to 60 percent in order 
moderate the most extreme impact of the excess-profits tax when added to the other y 
high corporate taxes.” 


i 


Appenpix.—Reconciliation of administrative control budget and cash-consolidated 
budget '—HEstimates for fiscal 1952 


[Millions of dollars] 


Receipts Expenditures 


Administrative control budget 

Inclusion of other Government accounts 
l rust accounts 
Partially owned Government corporations 
Clearing a runt 

Exclusion of intragovernment payment 
lrransfers to trust accounts 
Internal intere t payments 
Internal capital transfers 
Internal reimbursements for services 
Deductions from employees’ salaries for retirement funds 


Exclusion of 1 sh transact 
Ne I 


STATEMENT OF GrorGE A. SLOAN, CHAIRMAN OF BOARD, METROPOLITAN () 
ASSOCIATION 


I am chairman of the board of the Metropolitan Opera Association, New \ 
City, N. Y. Last year, when your committee was considering a revision « 
Federal excise taxes, the president of the Metropolitan Opera Associa 
Charles M. Spofford, testified before you as to the effect of the Federal admiss 
tax on the Metropolitan Opera Association. He submitted a full statement 
our operations and the effect of the Federal admissions tax from its inceptio 
the date of the hearings on its financial problems, Since that time, Mr. Spot 
has been called into service as the United States deputy to the North Atlan! 
Council. Subsequently I has assumed the duties of his office as president as we 
as those of chairman of the board, 

I shall not attempt to repeat the data submitted by Mr. Spofford, as the s 
must be well known to most of you gentlemen. Let me say, however, that 
Spofford estimated the deficit of the association for the year 1949-50 at $200,000 
and the amount of Federal taxes payable at $400,000. The actual figures as 
shown by the annual report of the association indicate a final deficit of $524,055 
and the Federal taxes paid of $460,988. The coincidence of the amount o 
deficit and the taxes paid is impressive. 

The Metropolitan Opera opened the 1950-51 season under a new manager, M 
Rudolph Bing, with an estimated deficit for the season of $405,000. — In or 
meet the deficit resulting from the previous years’ operations, the reserv« 
including those set aside to finance new productions were applied and com 
pletely exhausted. Certain private contributions were received which enabled 
the association to present a limited number of new productions, 

On January 1, 1951, a campaign was instituted to raise the sum of $750,000 
from our Nation-wide radio audience and private corporations and individuals to 
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meet the anticipated deficit of the season of 1950-51. This sum would also supply 
some of the funds required for new productions and the necessary preliminary 
expenses for the season of 1951-52. On the occasion of the last broadcast of the 
season (March 17, 1951) I announced that the total raised to that date was 
$452,500. Since then the figure has reached $525,900. Whether the full amount 
desired will be contributed or not, I cannot predict but it might be of interest to 
you gentlemen that the amount raised from the 


radio audience of millions 
of listeners was $185,101. 


This drive for funds to continue the opera for not more than a year and a half 
engaged the exclusive efforts of a large number of volunteers and the use of 
every recognized effort such as benefit performances, etc. It is not to be ex- 
pected that the Metropolitan Opera could be financed in this manner at frequent 
intervals. It has been our experience that the returns from this type of inten- 
sive effort are at a diminishing rate. 

The past season has been one of the most successful from the box office stand- 
point that the Metropolitan Opera has ever had. The higher-priced seats were 
sold out for most performances and the general attendance was most satisfactory. 
Yet it is estimated that the deficit for the season after the spring tour, which is 
about to begin, will be approximately $431,000 

In urging the discontinuance of the Federal 
musical organizations, of which the Metropolitan is easily the best known and 

lost widely enjoyed, I would like to emphasize three principal considerations : 

1. We are in the midst of a national emergency which may continue for a long 
time. Estimates range from 5 to 15 years and even more. Just as the admis- 
sions tax was instituted as an emergency measure at the heginning of World 
War II, its continuance is stated to be necessary on account of the new and 
present emergency. I can state te you gentlemen without fear of exaggeration 
that if the admissions tax is continued for 5 years more, the Metropolitan Opera 
will be compelled to cease functioning long before the expiration of that period. 
Prior to the application of the tax, we had increased our prices to the saturation 

nt. Any further increase is justifiably opposed on the ground that it would 

ult principally in increasing the admissions taxes payable with resultant 

: office resistance rh a vital, artistic 


admissions tax on nonprofit 


and morale-sustaining factor would 
its influence are most needed 

The continuance of the performances of opera by the 
sers and with the best artists that 
i powerful argument for the 


el dangered ata time when the benetits of 
7 most 


famous com 
can be recruited fro all over the world 
freedom of choice and range of artistic enjoyment 
it can only exist in a democracy The fact that the Metropolitan Opera can 
without Government subsidy and within the range of the public’s purse produce 
the best opera ‘ven in times of stress such 

idence of the advantages of our system of 
government and something of which this Nat 


to be heard anywhere in the world, « 


s the present, is incontrove rtible e' 


on can be justifiably proud. 
1dmissions tax on nonpront n 


The revenue derived from the " musical organ- 
ions is infinitesima compared to the advantages to e derived from the 
inuance of these morale-sustaining organizatior The Secretary of the 
reasury can fe | this committee just what the tay 


' revenue from this source 
ounts to but it has been estimated 


as not in excess of $2 million. Can 
© compared with the importance of sustaining the morale of a nation that 
ced with the task of supporting 4 million men under arms? 

We will gladly furnish any additional data that your committee may desire, 
In the meantime, we cannot emphasize too strongly the importance to the Metro- 
tan Opera, symphonic orchestras, and music lover iroughout the Nation 
epeal at this session of Congress of the F« al missions tax as affecting 
profit musical organization 
Respectfully submitted 


(,;FORGI SLOAN. 


COLLEGEVILLE 
Vembers of the ¢ 


mmittee on Wana and Means, 


Washington, D.C 
DEAR CONGRESSMAN : It was physically impossible for me to appear before your 
mittee to give my testimony and have it on file 24 hours before my appearance 
because I wasn’t notified in time. However, I wanted the comn 
views on the impending legislation 


i 


tee To know my 
I am sending a mimeographed copy of the 
wing remarks to each member of the committee: 
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The impending tax legislation, as we all know, will take more dollars out of 
the weekly pay envelope. Do you realize what $1 less per week, for instance, 
means to a great cross section of American workers? A number of cuts of meat 
are $1 a pound and more. Hamburg, for instance, is about 60 cents a pound 
This 60 cents, measured in terms of time, is one-half hour’s work to a number of 
people. One dollar less per week has the same parallel as working less time—or 
the American worker will work the same amount of time but will get less 
dollars for it 

It has now become virtually impossible for a young married couple to buy 
home without the wife working for a long time after they are married. For a 
family man it is even more difficult. To buy a home the wife must leave the 
children and go out and work or else the husband must have two or more jobs 
It will become increasingly more difficult if the new tax legislation is enact 
into law. 

Taxation will get worse instead of better. 

Savings bonds are not the answer to more revenue either. The Americ 
people have lost their confidence in them with the tide of inflation. I put gu 
dollars worth something into savings bonds in 1941 but I get very cheap dol! 
out of them now, 10 years later. The dollar hasn't got one-half the purch: 
power it had 10 years ago. Millions of trusting Americans have cut their savii 
in half by the decrease in value of the savings bonds. 

You in this committee can pat your foot down on the new tax legislat 
It has to stop sometime. The main bulk of the tax revenue, I understand, g 
for maintaining the Armed Forces. 

Only your military men and a few others are in favor of arming Weste! 
Europe and in maintaining the war in Korea. The average American on 
street is against it, and he believes that we should get out of Korea. Hows 
you need not take my word for this. You can have the Treasury Departny 
start a war bond drive to defray the cost of the Korean War and then you w 
see how many people favor it. 

Another large portion of tax moneys goes for arming Western Europe 
French, particularly, will not fight. If Russia starts moving they will capit 
the same as they did to Germany. If not by pressure from without, they wi 
be torn apart by the Communists within. Their leaders will tell you otherw 
but they do not represent the thoughts of the French people. 

England is too poor and entirely fed up with war and the military. The p 

f this country feel the same way. 

Eventually communism will fall by its own weight because it is builded 
an atheistic foundation. We are builded upon a Christian foundation 
less—although many people in this country have come to regard the ¢ 
religion as a Sunday suit of clothes—something to dress up in on Sund 

It is my belief that tax moneys expended for military purposes tiro 
the world is only wasted resources and effort. We cannot police the 
because there are too many locations where one-half million men or m 
be placed. Large armies produce wars. You don’t have them sitting ar 
garris« 

I believe that universal military training is the answer and after tl 
are finished training place them in the Reserve and have them subject to 1 
in case of emergency. 

Through higher taxes, rising prices, and cut-backs in civilian mate 
standard of living of which we boast is slipping fast. The average Amer 
doesn’t want to sacrifice his living standard for something futile like mi 
expenses 

You in the conimittee can put a stop to rising taxes, and show the n 
that the American people are not in back of them in everything that they w 
to do. Rising taxes must stop sometime or the country will be ripe fo 
munism, which is what we are trying to avoid. 

Are we becoming an old country? Have we reached our peak as 
living standard goes and are we now going down the other side? It is w! 
rest of the world would like to see—our living standard on a par with the 

You members of the committee can do something about our declining 
standard. I hope you do it by voting down this impending tax rise 

Very truly yours, 


‘art D. Bur 
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STATEMENT OF E_tsworts C. ALVoRD, CHAIRMAN, COMMITTEE ON FEDERAL FINANCE, 
CHAMBER OF COMMERCE OF THE UNITED STATES 
t} 


Lie 


As chairman of the committee on Federal finance, Chamber of Commerce of 
United States, | am submitting for your consideration the views of the chamber 
oncerning new and additional taxes. This statement is based upon the recom- 


endations of its committee on Federal finance. 
INTRODUCTION 


The powers of the Congress extend beyond the powe! 
mncy described by the Secretary of the Treasury ) really 
vel ue emergency Nor is it an emergency suddenly descendant upon us the 
stantly occurring emergencies of the past were not solved by expediency The 
erwhelming majority of the people today know that the best politics today are 
politics—particularly in fiscal affairs. No politics in imposing taxes. No 
tics in collecting taxes. No politics in spending No politics in financing 
Government debt 
The problems of today a tomorrow are tert <4 ‘emendous Some ma 
insurmountable it they are no more iou 1 th roblems of 
irs ago, 90 years ago, 55 years ago, 20 years ag r 10 yet ag As in 
wise leadership will guide us through peacefully, safely, successfully 
the past, politics alone w not. 
rhe present power and position of the United States is not ; accident Our 
rength is founded upon freedoms found nowhere else in the world. The oppor- 
ty to worship God according to our own consciences he opportunity to 
peak freely and fearlessly rhe opportunity to have ; me, to work and 
pport our families, to give our children a better education than we had, to give 
1 and comfort to our less fortunate neighbors, to save for misfortune and 
years ahead, and to leave to our children a better place 
political freedom, civil freedom, economic freedom 
icted by legislators of limited powers and of our own 
s administered by executives of our own cl 
ted by and applied by an independent judiciary ; and with our 
ecutives, and our judiciary functioning under accept and unimpe 
standards of conduct. 
Our military strength can be no greater than our econom strel 
mic strength cannot exceed our fiscal strength. Neither one nor the oth: 
stronger than our total strength. Our total strength will incre: 
ve have courage to fight for the fundamentals upon which it is founded 
We face the following 
) Communism at home and the spread of communism abroad must 
Will dollars do it? 


2) The specter of inflation has become apparent and is frightening 


1wosing; pl 


policies are recognized only by the skeleton in the closet Do the 


lation encourage thrift and saving? 
Che Korean War st be brought to a close and a world-wide war 
d. Will day-to-day, makeshift policies do it? 
We demand a strong and adequate military. Can a strong and adequate 
iry be supported on a shaky moral, political, or economic foundation? 
It is stated that the existing crisis may continue for at least 10 years. 
the crisis, what? 
Waste has already appeared in military procurement and in military 
ng Is it necessary ? 
The Federal Government is spending billions this year and is proposing 
nd billions next year upon nonmilitary projects—projects and functions 
an be cut out, cut down, or postponed. Can we afford either the dollar 
r the inevitable consequences? 
The Government debt is more than one quarter of a trillion dollars. How 
n it get? 
A large portion of the Government debt matures each year. How will it 
elinanced? 
\)) We demand rapidly increasing military production and know that con- 
tly increasing civil production is essential. Forgetting the costs in mone, 
iterials, and forgetting the problems of financing, where is the manpower 
ng from? 


w 
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(11) The consequences of unsound fiscal policies need no longer be predicted. 
We know them. The decline in the value of the dollar is now much too reg 
Why not give sound fiscal policies a chance? 

(12) We are helping to balance the budgets of other countries, with spending 
policies more extravagant than ours and with tax burdens less than ours. [s 
increasing our tax load the only way to balance our own budget? 

(13) Present tax burdens are almost at an all-time high. How much more ca 
we carry during the next 10 years? 

(14) It is stated that the American people cannot be trusted to save and 
therefore their “excess buying power” must be taxed away. If saving is to ly 
prohibited for years, who will take care of the citizen whose earning power js 
seriously impaired by age, disability, or inflation? And what happens to our 
churches, our charities, and our schools? 

The foregoing are but a few of the facts and problems which the Congres 
should consider in the adoption of policies which may govern the ensuing de 
ade. This memorandum is confined to the needs of additional revenues, as 
forth by the Secretary of the Treasury. 


PAY-AS-WE-GO 

Fiscal 1951 

The recent statement of the Secretary of the Treasury that the current fisc 
year, ending June 30, 1951, is likely to close with a surplus of about $3 billion, 
instead of a deficit of $2.7 billion, as earlier predicted, is reassuring. It indicat: 
that pay-as-we-go will be more than realized in the current fiscal year. 
Fiscal 1952 

The Secretary of the Treasury has also stated that receipts, under present 
laws, in the fiscal year ending June 30, 1952, may be estimated at about $58.1 


billion, some $8 billion more than earlier forecast. This accords with the view 
expressed by our committee late last January that revenues probably would run 
some $3 billion to $5 billion more than estimated in the President's budget message 
As to maintenance of the budget estimate that expenditures for fiscal 1952 w 
be $71.6 billion, there is still hope that expenditures will not be that high. The 
actual expenditures will depend upon the action taken by Congress, particula 


with regard to enforcing economies, and upon the urgency of defense or 
activities, including increase of personnel and rate of deliveries of defens 
equipment and supplies, 

Recommendation.—That there should be realistic endeavors to apply the p 
ciple of pay-as-we-go first through reduction of nonessential expenditures 
ouly then should new and increased taxes be sought. 

A balanced budget must be the objective. But that objective should be attain 
through the elimination, reduction, and postponement of nonessential spending 
and through the elimination of waste. With expenditures and spending policies 
under control, then we can face revenue requirements with hope and perhaps 
confidence. The principle of pay-as-we-go must not be adopted or endorsed 
blindly It must also be realized that other policies and actions have a d 
influence upon control of inflation. The bearing of price, wage, credit, and ot 
controls, elimination of nonessential expenditures of the Government, its 
rowing and lending activities and cognate questions may have a dominant 
Individual and business savings are highly important in combating inflatior 
Taxes can and frequently do contribute to inflation. Such as are pyramid 
and reflected in consumer prices and such as induce waste and inefficiency 
ate to engender inflation. Finally, the tax program can become so heavy 
production, expansion, savings, and risk taking are inhibited, resulting 
diminution of incentive and the creation of shortages and higher prices 


! 
I 


essential products. 
GOVERNMENT ECONOMIES 


Recommendation.—That at least $7 billion of nonessential expenditures 
from the budget estimates for fiscal 1952. 

This can be done without unduly hampering the defense undertakings o1 
necessary operations of the Government. 

As presented to the Congress the budget is faulty in essence and speciti 
In connection with the need for military security, blanket authorizations a! 
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posed for the Defense Establishment, international security, and foreign relations. 
No breakdown of these requests has been made public. 

While the budget as proposed reflects some effort to reduce expenditures, the 
important reductions in size are the consequence of inevitable curtailment of 
activities. The reductions are offset to a considerable extent by requests for ap 
propriations to initiate new spending projects. Some of these initial amounts are 
small but involve large eventual disbursements. For instance, seven new public 
works items alone for which about $48 million is requested for 1952, would cost 
more than $1.5 billion before completion 

Phere is no question now of the need for reduction of nondefense spending. Nor 
s there question of the compelling need for efficient expenditure of funds made 

vailable for defense purposes. In the popular support of essential preparedness 
should be realized that waste and inefficiencies in defense undertakings can 
ntribute harmful effects not alone to the general economy but lef 
itself 
\ reflection of $7,000,000,000 in the expenditures proposed in the budget 


also 


mes 
sage for fiscal 1952 and the expectancy of at least $3,000,000,000 more revenues 
than earlier estimated, would cut the indicated deficit from $16.500.000.000 to 
$6,500,000,000, which would be still further reduced if, as seems likely, present 

xes will produce larger receipts than the new estimate of $5S8,100.000.000 by at 
least $1,500,000,000, 


NEW REVEN(' 
The committee has weighed umerous factors to determine 
f obtaining varying ar ints of new revenues and to identify 
rhe analysis led to certain recommendations, which follow 
Recommendations That, combined with feasible and adequate reductions in 
expenditures, new revenues to permit pay-as-we-go should be sought. That new 
evenues of about $5,000,000,000, which should be adequate to balance the budget 
or fiscal 1952, should be sought approximately 60 percent from excises, 30 percent 
from the individual income tax, and 10 percent from the corporate income tax 


it a general sales tax, either at the manufacturer's level or at the retail 
l, should be adopted 


EXCISES 


‘ongress may increase some of the existing excises, reduce some of the highest 
ones, and add new ones. Even so, a general sales tax is adv 


sab fa 


There is undue reliance upon the income taxes as sources of revenue 


now to pass the point of diminishing returns Higher rates ll further 
ggravate the situation \ general sales tax will operate not 


They 


or » decrease 

dependence upon the income taxes but also to restrain sper ling It can be 

established upon a practical basis, with minimization of pyramiding. It should 
ked upon as a necessary supplement to the income tax. 

e relative : al ge : ‘tail sales tax and of a general 


ax are set « tt e of this statement 


L INCOME TAX 
three points were added to ea acket of the individual income tax the 
d would be about $3,100,000: this uuld restore the three-point reduction 
1 was made after World War II 
the present $600 flat exemption were reduced to $500 the + 
be about $2.200,000,000 If the exemption were 
Ibe about §4.9000_000.000 


eld is estimated 
reduced to $400 l 


use of price increases and tendenci and be 
tax the committee 


‘use of 
nclined to recommend at this 
vidual exemptio1 Reliance upon excises with a ge 


re equitable 


INCOME 17 


present combined normal a1 rtax 
» of S25.000 or re re 7 percer 
profits (arbit r fin as “excess rofits are 
ed to a tax of 77 percet th a “ceiling” of 62 p , . We recommen 
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against an attempt to seek additional revenues by increasing the rates of 
excess-profits tax. In fact, many amendments are essential to eliminate 
harsh, arbitrary, and unintended effects. We recommend against any tax at 
time upon sorma! corporate profits in excess of 50 percent. 

There are reasonable estimates that for each point added to the norma! 
rate about $400 million of new revenues would be obtained. The combined norn 
and surtax rates should be kept as much below 50 percent as possible. 

Corporate earnings are taxed first in the hands of corporations and, w! 
distributed as dividends, are subject to the individual income tax upon s! 
holders, 

The chamber has steadily maintained that the impact of the high income tax 
now being levied has demonstrated the unfairness and unsoundness of this dou 
taxation. Further increases in the corporate or individual income tax rates 
tensify the gravity of this situation. 

Ideally, the tax rate on corporate incomes should be the same as the b 
rate on the income of individuals, with dividends received by individu 
exempted from this basic rate and made subject only to the individual sur 
While this presently is not practicable it does seem possible to provide for 
exemption of dividends received by individuals from a portion if not all of 
basic 20-percent rate on individual incomes. Without resort to an undistrib 
profits tax there should be early diminution, and eventual elimination 
present double taxation. 


TAX-EXEMPT ORGANTZATIONS 


The chamber has long maintained the position that: “No form of lawful e1 
prise should be favored by Government over any other form and each, why 
cooperative or individual, whether in single units or multiple units, should st 
on its own merits with protection from unfair competition and free from 
exemptions and other public subsidies.” 

In testimony before congressional committees, the chamber witnesses | 
repeatedly stated that the special tax treatment and privileges now extend 
cooperatives are so broad as to expose other businesses to unfair and destr 
competition at their hands. 

Now that the favorable position, under income, estate, and gift taxes, s 
enjoyed by educational and charitable organizations, has been curtailed 
Revenue Act of 1950, the tax favoritism now available to cooperatives is 
more unjustifiable. 


OTHER PROPOSALS 


There should be rejection of the following official proposals: 


lo provide for withholding upon dividends and interest. 

To increase the capital-gains tax. 

To reduce the percentage-depletion allowances. 

To provide that capital losses of corporations arising from sale or ab 
ment of business assets not be allowed except to the extent of capital g 
To increase the estate and gift taxes. 


These controversial proposals were advanced by the Secretary of the Tr 
in February In his testimony on April 2, 1951, however, he made it c! 
he is now more concerned with obtaining early increases in the excise and 
taxes and that other suggestions which might operate to delay the legis 
should be put aside at this time. 

A possible exception in his statement was the proposal to increase the eff 
rate of the capital-gains tax, now 25 percent, to 37% percent and to ir 
the holding period from 6 months to 1 year. toth these proposals sl 
rejected summarily. If additional revenues are sought, the rate sh 
reduced If fairness is a consideration, the rate should be reduced ar 
losses should be deductible. If a capital levy is not intended and it 
avoided (recent appreciation in the value of capital assets is the dire 
quence of inflation), then there should be no tax upon capital gains, w! 
the established policy in most other countries. 

This subject and the others have been dealt with repeatedly in chambe! 
mony before congressional committees in recent years and otherwise pub 
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We trust that such controversial ideas will not be included in the bill now 
under preparation, as appears to be the case. Under the circumstances, it 
ippears unnecessary to elaborate upon these subjects. Should any member 
f the Committee on Ways and Means desire a special memorandum upon any 
f them, however, the chamber stands ready to supply it. 


PRINCIPAL ADVANTAGES OF A RETAIL SALES TAX 


1) It could be an exposed tax, being collected from the consumer as an 
ditional item at the time of sale. It should make the public more conscious 
id critical of Government spending. This has not been conspicuously true to 

» in respect to withholding of personal income taxes from wages nor in respect 
» the exposed retail sales tax in some 80 States and 100 cities. Much can be 

las a matter of | ple in favor of exposal of taxes to voters 


Congress could pa a mcealed retail sales tax as some Stat have done 


mposing it on the ! lier thout mandatory passing on a1 ith me tated 
ket system for collecting it. The temptation to do this 


» struggle has been to keep retail sales taxes exposed New 
, : 


nstance, has both a e osed 2 percent sales 
recent gross receipts tax 

An exposed ret: Ss ti will ay 
I ‘r, Simplif ice IX , and ass 
g ‘S, thus lim ig nfluence uy 
a ive the ad 

i low rat A 5-1 t t on retail sales 

uch as $6 billion 


level A ret sales tax would 0 


s would require about 
uring 
ifact ed items : ng ma 


es are currently estimated to yield $4 billion on liquor and t 


urers’ excise taxes on select 


Ss, Sp 
s, phot 
‘vel there is ed i 

which at the 20-percent r: 
While there is likely to be evasion of 
15 percent because of the many smal 


stores doing 40 percent or more of the 


og 
wri 


the complicated licensing system and the decisions 
in manufacturing. 

\ final advantage of a retail sales tax is the absence of ta 
nventories, the avoidance of accusations of profiteering if the t 

it floor stock impositions, and the avoidance of retail inventor) 
te is reduced without floor stock credits. 


ADVANTAGE OF GI RAL MANUFACTURER'S EXCISE TAX 


Evasion would be more difficult and the cost of collecti 
are 10 times as many retail outlets as manufacturers 
4) retailers, including garages, restaurants, and manuf 
‘tail, compared to 300,000 manufacturers. Many retaile 
, or otherwise temporary operators. Many are very smal 
he centers of population. 
rhe whole principle of sales taxes would be easier established at t} 
's level, particularly in respect to its application to processed 
, without exemptions. The essence of a Federal sales tax is bread 
on. This should be more acceptable at the manufacturing level! 
Che retail sales tax field has already been preempted by the S 
To impose now an exposed Federal tax would greatly incre: 
It is not practical at this time, if it ever was practi 
ernment to take over the field and share the income 
w use various rates depending on their needs. 
While the Canadian tax law is somewhat complicated, larg 
ms, it has been a satisfactory revenue producer since 1920 
)years. At an 8-percent rate since 1986 it is producing in Ca 
is of the revenue of its personal income tax and about two-t! 
‘f its corporate income tax, each of which, like ours, usually | 
amounts. The complication of the law, the equitability of the ta: 
nd the cost of collection apparently are not sources of serious comp! 
interests in Canada. 


1 
i 
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EITHER FORM OF TAX 


There is reason to believe that with exemptions of food and medicine a ma 
facturer’s sales tax would yield approximately $750 million for each 1 percent 
the rate and a retail sales tax about $900 million for each 1 percent in the r 
The rate of either tax, of course, would be influenced by the new revenues wh 
might be obtained from selective excises. 


(Thereupon, at 4:30 p. m., the committee recessed, to reconvens 
10:30 a. m., Monday, April 2, 1951.) 
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MONDAY, APRIL 2, 1951 


House or RerresENTATIVES, 
COMMITTEE ON WaYs AND MEANS, 
Washington, D.C. 

The committee met at 10:30 a. m., Hon. Robert L. Doughton (chair- 
man) presiding. 

The CHatrrMANn, The committee will please be in order. 

This meeting, as previously announced, is for the purpose of further 
hearing the Secretary of the Treasury, the Honorable John W. Snyder, 
with reference to our tax problem and program. 

Would you prefer, Mr. Secretary, to make your main statement 
without interruption and answer questions later ! 

Secretary Snyper. Mr. Chairman, I have a short statement heré 
which I would like to read into the record, with the permission of the 
committee. 

The CHairMAN. You may proceed. 

Mr. Mizzs. Mr. Chairman, before the Secretary proceeds, I am 
sure I reflect the feeling of the entire committee when I say we are 
glad, Mr. Secretary, to have you back with us and that you have made 
a recovery so quickly from your recent operation. 

Secretary Snyper. Thank you. I deeply appreciate that. 


STATEMENT OF HON. JOHN W. SNYDER, SECRETARY OF THE 
TREASURY 


Secretary Snyper. Mr. Chairman and members of the committee, I 
appreciate your giving me an opportunity at the conclusion of your 
public hearings to review the President’s 1951 tax program in the 
light of recent deve loy ments. 

[he President’s financial preparedness program, which I discussed 
with your committee on February 5, calls for a balanced budget policy. 
The objective of the President’s program is to finance the Government’s 
regular and emergency activities from current revenues, without add- 
ng to the public debt and with full support to economic stabilization 
his requires that the Congress strengthen the revenue-producing ca- 
pacity of the Federal tax system to keep pace with rising defense 
expenditures? 

During the past 2 months your committee has taken a large volume 
i testimony which has brought out varying approaches to the problem 
f financing the defense program. In this testimony one fact stands 

lhe popular endorsement of the President’s pay-as-we-go policy. 

people of the country generally are convinced that this is the only 

course consistent with fortifying the Nation’s defenses, increas- 
r productive capacity, and maintaining our economic health. 


2805 
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As I stated previously, I recognize that your committee has a diffi 
cult task. It is always difficult to anticipate the Government’s financia| 
needs and to take into account all of the considerations of national e 
nomic policy. In the present situation it is doubly difficult, becau 
we are confronted with far-reaching economic adjustments. 

The committee will recall that this outlook prompted the Presid 
to recommend a flexible tax program. He urged the Congress to pro 
ceed as rapidly as possible with the basic minimum portions of the 
revenue program and to defer action with respect to the remainder 
until further economic and budgetary developments could be observed 
and a variety of related problems resolved. 

We have carefully reviewed the events of the past 2 months to det 
mine their bearing on the requirements of the policy of paying for 
expenditures as we go. There are a number of developments, espe 
cially with respect to the estimated budget position for the current 
fiscal year, which are important to the committee’s deliberations. 

Internal-revenue collections associated with the filing of income-tax 
returns on March 15 indicate that the Government’s revenues for this 
fiscal year will be about $2.7 billion higher than anticipated in the 
January budget. 

The indicated increase in revenues is due primarily to higher r 
ceipts than expected from individual and corporate income taxes, 
which provide the largest part of total receipts. However, a signili- 
cant part of the increase is attributable to greater-than-expected col- 
lections from excise taxes, especially liquor taxes and manufacturers’ 
excises, caused by an unusual expansion of dealers’ inventories as 
well as increased consumer buying partly in anticipation of prospec- 
tive tax increases. In other words, part of the unanticipated revenue 
is the result of scare buying and rising prices which are reflected 1 
only in higher living costs but in higher defense costs as well. 

In addition to the usual problem of appraising the effects of recent 
tax legislation, revenue estimating is complicated by the basic cha 
now taking place in the economy. When the economy functions under 
strong pressure, when resources are being reallocated between civi! 
and military needs, and when the results of stabilization measures are 
not clear, important changes in tax collections may occur in relatively 
short periods. 

It is currently estimated that actual expenditures during this fiscal 
year probably will be about $3 billion less than those projected in the 
budget. The reduction in expenditures this fiscal year is partly a 
counted for by savings in the civilian programs and partly by | 
fact that financial settlements on military deliveries have accelerated 
less than anticipated. Some of the civilian reductions are in programs 
such as those administered by the Veterans’ Administration and | 
Commodity Credit Corporation, which are affected by chang: 
economic conditions. The degree to which veterans draw on read) 
ment benefits, for example, depends in part on employment oppo! 
tunities. Funds required by the CCC fluctuate with farm prices 
farm loan practices under the price-support program. 

With respect to the timing of defense spending, I am advis 
those charged with procurement activities that it is not possib| 
this date to predict how promptly the obligation of funds for de! 
contracts will be followed by actual expenditures. Moreover, 
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tractors are revealing an ability to operate for relat ively longer periods 
with their own financial resources and with less recourse to the Gov- 
ernment for payments on account than was the case during World 
War II. In other words, military production and the preparation 
for it precede by many months actual financial demands on the 
Treasury. 

The increased revenues and the lower rate of expenditures combine 
to bring about an estimated surplus of about $3 billion for this fiscal 
year compared with the anticipated deficit of $2.7 billion presented in 
the January budget. I cannot emphasize too strongly, however, 
that the current budget surplus is temporary and that we must guard 
against the unwarranted conclusion that it will be maintained in the 
future. 

The extent to which recent revenue developments will carry over 
to raise fiscal year 1952 revenues is not yet clear. In the absence of 
unexpected developments, fiscal 1952 revenues are at present estimated 
to be about $3 bilhon higher than anticipated in the budget. 

While the slower unfolding of the defense program may somewhat 
retard the rate of increase in expenditures, the total cost of the pro- 
gram is not thereby decreased and as a result of higher prices may 

ually be increased. 

Let me say as emphatically as I know how that the fiscal problems 
fa f” us now are as grave as any which have contronted this count ry 

recent years and can be resolved Ol ly by for eful and t mely revenue 
leg slation. 


While the current fiscal situation is encouraging, this should not 
llowed to yOstpone adequate financial preparedness. We must 


fail to provide for the proper financing of our steadily in 
e production. 
at we hould res ogniz 5 is that we have most of the finance 
of a full-scale war without the emotional stimulatior 
e emergency to in pe lus to take the ne cessary ac tiol 
Sstin ulus must be Col ipensated fo. by sober cal 
re welfare. We shall be gravely misled if we view 
} jdge our needs in the light of d Ly to-day variatiol 
trouble spots throughout the world. 
nce Korea, the Increase in def nse expenditures has been l reely 
purpose of add ng manpower to the Armed For es. Expen- 
will increasingly shift to payments for heavy equipment and 
es for additional] output. Over three-fourths of the defense 
rs already placed are for costly fighting equipment and for facili- 
»expand its production. As has been made evident to the Armed 
s Committees of the Cor oress, the steadily mounting financial 
of defense orders will not reach its peak in Government ex- 
litures for more than a year. Before that peak is reached, defense 
litures are expected to more than double. 
ivailable information is not sufficient to permit a forecast of 
what the deficit under present taxes will be month by month 
cisely when the maximum level of expenditures will be reached. 
is budget message the President emphasized that our expenditures 
tional security might be subject to substantial adjustments as 
program advanced. This caution must be continued, It is possi- 
it by no means certain, that actual fiscal year 1952 expenditures 
e less than estimated in January. 
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The Government agencies concerned assure me of three compelling 
facts: (1) That the reduction in 1951 defense expenditures below 
January budget projections is the result of changed timing of pay- 
ments and not due to any reduction in the program to which our 
revenue planning must be geared; (2) that Scan now on the Goy- 
ernment will be spending at a faster rate than it will be collecting 
unless its revenues are increased by additional tax legislation: and 
(3) that defense costs in fiscal 1952 will be far greater than those 
for 1951 and that they will not reach their peak before some time in 
fiscal year 1953. These growing expenditures will generate infla- 
tionary pressures which an adequate tax policy can help to restrain. 

The tax legislation required now should provide for the needs that 
are unfolding. The full needs were not known on February 5 and they 
are not known today. The over-all requirements for additional taxes 
under the defense program can be determined only as time goes o1 
Our financial preparedness, however, must go forward and the tax 
legislation required now should not be postponed. 

This committee is well aware of the emphasis I have placed o1 
financial strength of the Government during my period of sery 
in the Treasury. A combination of circumstances has enabled the 
Government on net balance to have collected enough to cover its dis- 
bursements since the end of the war. Much is at stake in continuing 
this policy through the mobilization period. Timely and adequate 
taxation lies at the heart of the economic stabilization program. 

Our present situation calls for foresight and determination of the 
kind demonstrated by your committee and the Congress last year in 
adopting two revenue measures in the months immediately following 
the Korean aggression. 

The prudent course now is the prompt enactment of the tax-rate 
increases already recommended by the President. The increases in 
the corporation and individual income taxes and the excise taxes 
which I discussed with you on February 5 represent the basic changes 
in the tax structure that are now desirable. 

In my previous statement I also discussed a number of structural 
improvements in the tax system which are desirable in the interest of 
equity and which would provide additional revenue. The committee 
may be ready to act on some of these, and I urge you to include in your 
revenue bill as many of these revisions as can be handled without 
unduly delaying the legislation. 

The Treasury and Joint Committee staffs have been working con- 
tinuously on these matters and will be prepared to present the results 
of their studies to the committee. 

On the basis of an evaluation of all the information now at hand, 
it is my view that, barring a major change in the defense program, 
action on the second part of the revenue program can now be postponed 
until next January when we will have a firmer basis for determining 
defense costs. 

I know, gentlemen, that you are in complete sympathy with my 
desire that our financial stability be protected. Your timely action 
last year is proof of this. My considered judgment can be stated 
briefly: Defense expenditures will increase so rapidly in the period 
ahead that the Treasury’s present budgetary surplus will disappear 
quickly. While the exact course of defense spending cannot now | 


pe 
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blueprinted, it is all too clear already that within the coming fiscal 
vear we shall need at least the $10 billion minimum program recom- 
mended by the President. No one can know what lies ahead, and it 
would be most imprude nt to del: ay the legislation required now for our 
financial preparedness. 

The CHatrMan. Mr. Secretary, as was stated by Mr. Mills, we are 
all very happy, of course, that you have recovered from your recent 
| ospital experien e and have been able to come and appear before our 
ommittee this morning. 

I want to compliment you on the splendid statement you have 
made. J am sure it will be helpful to the committee. I might say 

at it Is very encouraging to me. It appears that the fiscal picture 
this fiseal year has improved somewhat from what you had antici- 
ted and what our committee had been forwarned we might expect. 

1] peful that this improvement in our fiscal 

ation will continue to go forward 

[ notice in the third paragraph of your statement you say the pop- 

ir endorsen ent a ; President’ LV-% you-go policy is one fact 

it stands out. ‘an say if : ‘ the President’s fiscal policy 

eceived the popula lorsemel ' the country, that was not re- 

flected too strongly n our hearing ecause » did t get as much 
I hoped we would. 

I do not know | ow othe rime »mbe rs of this committee 
nesses Who appeared before our committee at the 

hile they were all for preparedness, would preface their statements 
by saying that while those whom they represen ited or spoke for w: mr 

» do their full part in producing the revenue neces: iry to finance 
emergency expenditures, they usually, with few exceptions, claimed 
they were already paying as much as or more in taxe than they 
| ould and that any additional revenues should be raise | from some 
ther source. We were not given much help as far as the other sources 
ere concerned, except | believe a few did recommend a gvenel il sale 
tax to produce the additional revenue. But o itside of th it, the testi- 


mony, if followed, in my opinion, would |] nave resulted, take nas a 
hole, in a considerable loss of revenue rather than an increase in 
evenue. So, while the sentiment of the country seems to be strong, 
s you say, for the President’s position on a pay-as-you-go policy 
th respect to final cing additional expend tures incident to the emer- 

cency and the preparation for future contingencies, at the same time, 
eat, we were left in a fog as to how we were to get the additional 

ie outside of re nendatior lan) if which, as you 

f v. were objected I iticized un) { sses who appeared 
re our committee. 

Mr. Reep. Mr. Secretary, I wish to join in the expression of the 

urman and Mr. Mills in saying we are glad you are here and thi at 

r health is improving and hope you will fully recover in a short 


Secretary Snyper. Thank you. 

Mr. Reep. The chairman has brought out in connection wi 

d paragraph of you chpeenmomeye tae there is popular endors t 
he President’s pay-as-you-go policy. I rather get from my pow: 
| the hearings we h: Pe th: at they were more interested in a curtail- 


t of unnecessary Federal expenditures as a source of relievi 
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people from an undue tax burden. Have you come to that conclusion, 
also? 

Secretary Snyper. It has not been necessary for me to come to any 
new conclusion on that point. I have always felt that Government 
expenditures should be kept to the lowest possible level. 

Mr. Reep. I wonder, in view of the fact that this is the adminis- 
tration that you are serving, whether or not you have had any con- 
sultation with Chairman Cannon with regard to the possible amount 
of cuts they anticipate to make in appropriations. Have you had any 
discussion with him on that? 

Secretary Snyper. Unfortunately, I have not had personally an 
opportunity to talk to him, because since they got the committee or- 
ganized I have been out of circulation and have not had a chance. Of 
course, I will consult with him and discuss all of the appropriation 
program with him at great length, as we always have. 

Mr. Ree. I realize you have been handicapped and unable to be 
about, but it would be very helpful to the committee if some such 
conference could be held or if one could be held now and we could 
have the benefit of his judgment as to what the cuts in the appropria 
tions might be. 

Secretary Snyper. Of course, that is principally a matter for the 
Budget Director; but, as Secretary of the Treasury, I naturally am 
interested in that phase of the economy. 

Mr. Reepv. Now you have just had a little view, I suppose, of the 
excess revenues you are receiving as a result of the income-tax reports 
filed on March 15, 1951, from which I believe you say it now looks as 
though there will be a surplus over estimates of about $2.7 billion. Is 
that correct? 

Secretary Snyper. That is correct on the receipts side. And the 
allowing for the slower rate of expenditures, we anticipate a $3 billio 
budget surplus this year. 

Mr. Reep. Is that estimate based also on the delay in making pay- 
ments on war contracts until the next fiscal year ? 

Secretary Snyper. I mentioned that—that payments had not a 
celerated as rapidly as we anticipated, and they will lop over into tl 
next fiscal year to some extent. 

Mr. Rerp. Have you any idea about how much that would increas 
the surplus? 

Secretary Snyper. How much the delay in payments would ? 

Mr. Reep. Yes. 

Secretary Snyper. I would have to get that from the Budget. 

Mr. Reep. If you can get it, would you mind putting it into the 
record for us? 

Secretary Snyper. The Budget Director says a reduction of about 
$2 billion this year as compared with the January estimate is due to 
the lag in acceleration in the actual payments for military services 
stockpiling, military assistance, and related defense programs. Tam 
not saying that is due to delay in the progress of the defense program 
but in the demand for cash from the Treasury to meet expenditures 

Mr. Reep. That is exactly what I was examining. So that would 
make about $4.7 billion ? 

Secretary Snyper. Wait a minute. That is included in these figures 
that I just mentioned. 

Mr. Reep. That was included in the total of $2.7 billion? 


) 
I 
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Secretary Snyper. That is correct. In the $3 billion surplus, I 
mean. That is already in there. 

Mr. Reep. That presents a different picture. 

Secretary Snyper. I thought you wanted to know what part was 
due to the slowing up in the payments. 

Mr. Reep. Are you figuring now that the collection of revenues will 
exceed the $2.7 billion ? 

Secretary Snyper. I beg pardon. 

Mr. Reep. Are you estimating under this new 
revenues will exceed the $2.7 billion? Do you think the yield from the 
present tax laws will exceed the $2.7 billion ? J 

Secretary Syyper. The $2.7 billion is for 1951. The vield from the 
present tax laws wi tl) \ ie } | 
than we estimated in J 

Mr. Reep. $3 billior 

Secretary SNYDER. 

Mr. Reep. Now |] coing to get ttle ser to me ina few 


anestions l am @& ne te . rey ent ‘ Ain ¢ 4 | if Wi le- 


| 


production yineyval Sl ell distr tner ist be 30.000 
acres of vinevards, and then in central Ne k there i ry large 
area over in the ida Lake regio: ‘act, there are many parts 
of New York where cra wine 1S a@ very impor industry, and a 
very large segment of the local econon y, and I am wonderin 
nection with your pro] | here for this very heavy increase in the 
tax on wine, to what extent have made a study to determine just 
how that might affect DD! . apes to the farmer. 

Secretary Snyper. I | have to get the staff group who made those 
studies to supply that 

Mr. Reep. I wonder if any member of your staff here could 
answer that. 

secretary Snyper. Ws i] are a statement on that. 

Mr. Reep. Then do I] ume that no exhaustive study was made? 
Nel cretary SNYDER. \ ou v nen ber ] told you W hen we presented 


this program on Iebr 5 that a considerable study and discussion 


g, in con- 


with outside people ha I ( irried on. and we W lI have to go back 


to that record to show 1 the extent of the st lay. The man who 
went into that does not hay pel to be here this morning. 

Mr. Reep. I am a little surprised, because the tax imposed upon 
wines 1s so out of proportion to the tax on other liquors, and I just 
wondered if you had made a careful study to determine the impact it 

ill have on the farmers who depend upon grapes for their source of 
necome. And I cannot understand why such an excessive tax program 
was imposed on wine, d the fact. rdi a meeting of some 


f your experts, I believe, w th Mr. Stam ad the otners discussing 
he significance of the ; which was proposed, they found it would 


wer the production by Wout zV perce That wou ‘eate a most 
‘rious problem. If that be true, it would | the production by 
20 percent for rape farmers not only in New York but also 


rl ipes 


, li 
ola are memoranda 1 on 
»>ThHne Mak that suggest 


iff who ar 


In order to h st e not familiar with it, 
rmed that on M h 16, 1951, Treasury expert, Mr. Leahey, 


ference with Mr. Colin 1 and Mr. Stam’s uctuary, Mrs. 
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Kinney, and Dr. George Mehru, economist from the University of 
Southern California, admitted that, if the proposed tax on wine as 
recommended by the Treasury Department were adopted, it was esti- 
mated that wine production and consumption would be decreased 
about 20 percent or more. That raises the question, if that be true. 
as to what will become of the farmers’ market for this one-fifth of th 
grape crop surplus. Iam just putting that in the record to be helpful 
to your people when they make a real study of the impact on the price 

of grapes to the farmers and also the effect on the wine people, too. 

Now, there is another problem in which I am a little interested. | 
note from schedule B of table 3 submitted with your February stat: 
ment that you propose to tax silver-plated flatware at the 20 percent 
jewelry rate. You lump the revenue from the tax on these silve: 
plated knives, forks, and spoons in with several other items in your 
statement of additional revenue. What is your estimate of the rev: 
nue from this taxing of flatware, for instance, not only on existing 
forms but on every new form that comes along ? 

Secretary Snyper. We will supply that for you. But, Congress- 
man, you just have to look the facts in the face. If we are going t 
meet the revenue requirements of this defense program, it just cann: 
be done in places where it does not touch and hurt. 

It is estimated that the proposed tax of 20 percent on silver-plated 
flatware would yield $29 million in a full year of operation at fisea 
year 1952 levels of income. 

Mr. Reep. It all depends, I think, on just how much it is going t 
yield and also from household necessities. 

Secretary Syrpar. That is correct. I am fully in sympathy wit! 
your thought on that, and we will supply the figure there so that y« 
may have it for future consideration. 

Mr. Reep. About what is the value of the silver in a silver-plated 
knife, or fork, or spoon? I would like to know that, as that wor 
he Ip tos solve this problem. 

Secretary Snyper. We will include that. 

Mr. pd Is not silver-plated flatware competitive with stain! 
steel or chromium-plated flatware rather than with solid silver? 

Secretary Snyper. I am not sufficiently acquainted with the trad 
to answer that one. 

Mr. Reep. Iam sure you have experts who can cover that. 

Secretary Snyper. We will be glad to include in the memorandw 
the information we received on that. That was included in the back 
ground of the discussions. 

Mr. Reev. Would you recommend that knives, forks, and spoo 
should be taxed regardless of their composition ¢ 

Secretary Snyper. Well, the committee might want to consid 
that. 

Mr. Reep. I would like to have it. 

I note you say on page 8 of your February statement that in t! 
durable goods fields 


the untaxed portion is composed largely of such household items as rugs, fu 
ture, and so forth. 

The “and so forth” includes pictures, tapestry, draperies, curtai! 
linens, statuary, book ends, fireplace items, china, glassware, and a 
host of other household luxuries and necessities. Can you name an) 
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presently untaxed household necessity other than silver-plated knives, 
forks, and spoons that you recommend for taxation? 

Secretary Snyper. Well, of course, we just made some suggestions 
previously. I have not any particular one to add at this time. I 


had in mind that the committee might give the suggestions careful 
consideration and do what they thought appropriate. 
Mr. Reep. ‘The issue of taxing silver-plated knives, forks, and 


spoons as jewelry has been considered before by this committee and 


bv the Congress: has it not ¢ 
* Se retary ONYDER. I am sure it has. under less pressing circum 
stances than we have today. We are under greater pressure now 
to raise revenue than I think we have ever been before. 
Mr. Rerep. The Tr isury Department recommended the imposi- 
of the je eiry tax on silver plated Knives, forks, and spoons 1n 
World War II and opposed Congress’ action in 1943 in excluding 
these items in the 1943 act; did it not? 
Secretary Snyper. As | get the history; yes. 
Mr. Reep. But t mittee and the Congres 
posal despite the Treas 's recommendation ; is that 
secretary SNY 7 tax was imposed il 
removed by the , 
Mr. Reep. Can vou give thi ml , anv y Te not pre 
tegerene ts . wo. 


} } 
Doo 


Mitis 
nin vo 
*2 months ago 
, t 
omic picture b 


secretary SNYDER. 


as $16 billion unti he defen progr: 
So I too th view if certain! 
: rogram would develop a defi ite 
illion; and that would be at least tl 
as the progra ecame more clearly defined 


e appropri iT 


1) 1 
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ance and ask for the second step. That was the thinking behi: 
that approach at the time, 

I do not take credit for any preview of what has happened, | 
it was the thought not to ask Congress to take on too great a en 
in order to carry out the President’s desire for a pay-as-you-go 
program. 

Mr. Mitus. Mr. Secretary, I wish to thank you and to compliment 
you upon again manifesting that degree of honesty which you have 
always mi anifested, in my opinion, to this committee in m: aking known 
the country’s needs for additional revenue. 

As I understand it, you now feel that the President’s “first packag 
of about $10 billion of new taxes will be the only additional taxes 
shall need to raise this year, is that correct ? 

Secretary Snyper. That is, this calendar year. 

Mr. Mitts. This calendar year? 

Secretary Snyper. That is correct. 

Mr. Mus. And you are suggesting that, if the Congress pro 
promptly to enact these additional taxes, consideration of furt! 
revenue legislation, including review of the excess profits tax, 
be postponed until early in 1952. Is that correct ? 

Secretary Snyper. That is my belief, but, of course, the committee 
will be alterted to any changes in the situation which occur from time 
to time, and, of course, we cannot tell what changes may take place. 

Mr. Mixts. I am sure that your analysis of the budgetary situation 
will enable the committee to proceed expeditiously with its considera- 
tion of the tax program. I believe it would be helpful, however, 
you could give us for the record figures showing how much reven 
the major proposals outlined in your statement on February 5 to t 

committee would yield during the fiscal year 1952. 

In this connection you might indicate the effect on the revenue of 
postponement of the effective date of the tax increases, although 
am especially interested in the revenue yield if the bill should | 
enacted by July 1 of this year. 

Secretary Snyper. I will give you some figures on that. 

Mr. Mitus. Yes, sir. 

Secretary Snyper. Those items suggested in the President's tax 
message of February, and in my discussion with you or my sugges- 
tions to you in February, were individual income tax, corporation 
income tax, excise tax and capital gains, and it is estimated that the 
full-year yield will be approximately $10,700,000,000. If the effective 
date for the individual income tax is July 1 and the corporati 
income tax is January 1, 1951, and for the excise tax July 1, 1951, 
and for the capital gains January 1, 1951, the increase in reve! 
in the fiscal year 1952 would be $8,700,000,000. 

Mr. Mitus. Yes, sir. 

Secretary Snyper. And if the effective date of the individual income 
tax oe oy 1, 1951, and the eg ig ge income tax was effective 
July 1, 1951, and the excise taxes July 1, 1951, and the capital gains 
tax is or: anuary 1, 1951, the increase in yield would be $7,700,000.000 
in fiscal year 1952. Does that cover the question? 

Mr. Mrits. Yes, sir, that covers the question, Mr. Secretary. 

As I view it, your position today is essentially the same as it 

February 5, and the changing budgetary picture substantiates 
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wisdom of your recommendation that we proceed with your specific 
recommendations for $10 billion of new taxes and await action on 
the remainder until we know more definitely what our fiscal require- 
ments may be. It is always comforting to have someone advise us 
who can be consistent. 

Thank you, Mr. Se retary. 

That is all. 


The CuarrmMan. Mr Secretary, have one more question that I 


omitted to ask you. 
As I understand it, the sentiment of the country is very strong, if 
{ overwhelming, that the budget expe nditures shoul | be cut wher- 
possib le especially n the case of nondefense expe mnditures. Lf 
Appropriations Committee should act favorably on that senti- 
ent of the country, a a th » Congress toon Py ote it up and we could 
appropriations by $3 billion, $4 billion, or $5 billion below the 


lovet estimate, then could this committee ap gt ~tanage ’ take that 
to consideration in connection with the $10 billion which is re 
ested in this revenue bill? In other words, f the appropri ations 
which are actually made can reasonably be expected to be considerably 
below the budget estimate. then could that amount be left out in 
ns) lering a revenue bill at this time? ot are going to have oreat 


consid 


a ficulty, I think yor well realize, in view of the strong op position 
that has come up, In increasing taxes or woes Pose any new taxes and 
there’s much op posit on to closing any loopholes. 
Secretary Snyper. Mr. Chairman, to give realism to my reply, 
‘king back over time, I do not remember an occasion when finally 
e 30 came around and it was all totaled up when Congress eve1 
lly voted less in the way of appropriations than the amount in the 
get. Now, I do not mean to say that — voted for all of the 
gs that were in the budget by any me: but with the other 
ns that enter into the picture the net sone ‘usually was a greate1 
re than was cont iined i! the budget message; so l wo ile | be he S] 
to even discuss such a prov edure her e about i aking ( ff S23 bi hy on 
billion until we saw what the net re sult was, What the net figur 
und, of course, as to any reductions in the budget of any specifi 
s or anything of that sort outside of the Treasury Department, 
y, I would just have to ask you to let the Budget Director discuss 
matter with you. 
e CHatrMan. Mr. Jenkins. 
Mr. Jenkins. Mr. Secretary, I was very much interested in the 
estions that Mr. Mills asked you and in - efforts to make you 
smooth and easy, but the situation in February was not the same 
Mr. Mills put it. ‘and as conditions would indicate now. 
his country has been through a terrible state of uncertaint: 
y during the last 2 or 3 months. Nobody that heard you testify 
hat time had any reason to believe that you would be coming 
here with the kind of a speech you made today. You told the 
ple at that time, and the people got the impression that we were 
¢ to have to take these tax increases in two bites, one of $10 bil 
nd one of $6 billion. Now you come up here tod; ay with a modi- 
peech. In that re spect you do render the countr Vv a great service. 
l think the cour trv W ill t hank you because you have come here 
uid that you do not expect to ask for the extra $6 billion. 


V and 


t 
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Secretary Snyper. That is, this calendar year. 

Mr. Jenkins. Yes, this calendar year. 

Secretary Snyper. I am not talking about the fiscal year 1952. | 

said we will not ask for any other additional revenue other than t] 
present suggested program in the calendar year 1951. 

Mr. J enxkINs. oa but up until today, Mr. Secretary, the peo; 
were afraid that you were not going to be satisfied with the one bite, 
but they were afraid you were going to ask for the two bites. 

Secretary Snyper. I think | was very frank about it when I 
then that we would need to reexamine the situation and judge accor 
ingly. What I have said today does not mean that our defense tax 
needs will be light. 

Mr. Jenkins. Now you say today that you are recommending, ind 
the President is recommending that we come up with $10 billion 
this tax bill. 

Secretary Snyper. That isthe recommendation ; yes, sir. 

Mr. Jenkins. And you are still going to insist upon 310 billion 

Secretary Snyper. We are going to ask you to do that because on 
the basis of the best information we have, it would be necessary to 
raise a minimum of that amount in order to meet the defense progra: 

Mr. Jenkins. My guess would probab ly be only as good as the guess 
of the average man on the street, but I do not think you are going 
to get $10 billion additional, Mr. Secretary. What would you do it 
we only give you about $7,500,000,000 ? 

Secretary Snyper. Well, we will have to do just what we always 
have to do, our best, the best we can. 

Mr. Jenkins. Just do the best you can? 

Secretary Snyper. Yes, sir. We are hopeful that you will provide 
for ample revenue to meet current expenditures— 

Mr. Jenkins (interposing). Of course, you know it is genera 
considered that when the Treasury makes a prediction it alv 
underestimates. 

Secretary Snyper. We cannot guarantee that that will always | 
the case. 

Mr. Jenkins. You will remember when you appeared here befor 
I asked you to furnish me with a statement as to what your prophe 
had been for the last 10 years. I do not know whether that has c« 
up here or not. 

Secretary Snyper. We were very gratified you asked that quest 
because the record was really rather good. 

Mr. Jenkins. I am surprised it has not been in the papers if it 
good, because I was looking for it. 

Secretary Snyper. Well, it was placed in the record. May! 
would be a good idea to read that out right now if the Congress! 
would like to have it read. 

Mr. Jenkins. I am glad we got it. I shall be glad to read it. 

Secretary Snyper. You have had it for some weeks how, 

(Nore.—Table referred to appears on p. 52, pt. 1.) 

Mr. Jenkins. Well, I did not get it myself. I never did see 
I hope it is as good as you claim it to be, because it is to th 
interests of the country th: at you guess right. 

Secretary Snyper. It is much better that we not guess 
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Mr. Jenkins (interposing). Yes. I want to ask you another ques- 

on, Mr. Secretary, and that is about your pay-as-you-go program. 
You know, the Treasury and people generally are always in favor of 
the pay-as-you-go program. Personally, I think that is a slogan that 
deceives the American people. It does not mean just what it implies. 
I do not think anybody expects a complete pay-as-We-go tax bill in 
wartime, and I think the people are being deceived when they are 
led to believe that we are golng to establish a pay-as-we-go program. 
Of cou se, | aim in favor of taxing as much us we can safe ly do and 
ying as fast as we can, but I do not think the people of the country 
( cht to be oiven the hipression that we are going to establish a pay- 
as-we-2Zo program at this time, 

Can you point out to me any place where this administration has 

stituted any savings program in this last year since we started 
king about this tax program ? 

Secretary SNyver. Well, we have the Budget Director right here 

10 Can answer that question lol Vou. Do you Want to change that 
slogan and say “not pay-as-we-go” ¢ 

Mr. Jenkins. 1 want the people to know the truth about it, Mr. 
ser retary. 

Secretary Snyper. It has certainly been the desire of the Treasury 
to try, with the help of you gentlemen, is-we-go because it is 
the interests of our e omy that » hi » Di ; budgets in our 
defense effort. 

Mr. JENKINS. Of ci he) are only one branch of the Govern- 

ent, and you car ilk pay-as Ly at the same time there are 


er departments 


cretary SNYDER. 
i of peopt 
yple’s views and fo 
Mr. Jenkins. But 
ie views of the 
When you come 
ome torward 
mommy. You W 1 Ve le , vhen we ] 
t meeting at the White House, nobody in 


~ 


} 


the admuini ito} (i 1h desire to econon . \ A . 
administrat pparently thought he was doing the best he 
a to econoniize. onally, I do not think that is the « ase. [| do 

{ think that the admu istration wants to economize. | mav be all 
ne, und possibly ani. , 

u talk about tax 
ther slogan int s 
- effect of this tax p 
ple. that they think 
kK people are spending more money than th 
v are afraid that we are going to take it away from 1 
ive that kind I psychology going on In the COU y, and I do 
know whether it is safe to go to that extreme to ta 
rt to stop inflation. 

Secretary SNypFr. My presentations have always been o 

paying for our expenditures as we go, which wil 
lationary. 
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I think I have restricted my presentations to the view that we oug)) 
to try to get sufficient taxes to meet our revenues and out of that pr« 
cedure would grow an anti-inflationary force or movement. If I hav 
taken any other views I would like to make it clear that revenu 
should be suflicient to meet expenditures. In periods of this sort thy 
interests of the country would certainly be served by the maintenanc: 
of a balanced budget. An anti-inflationary program requires othe: 
measures, including price and wage controls, increased savings, and 
so forth. 

Mr. Jenxrns. It is certainly a very desirable way to stop inflatio, 
among people. To encourage people to save their own money 
better than for us to say that we are trying to save their money fo: 
them by taxing them. I think that people who have great influenc: 
such as you and your great organizaton should take some interest 
this matter of economy. 

Secretary Snyper. I would like to send you a report I submitted 1 
Congress on February 15, in which I, as Secretary of the Treasur) 
cited the efforts we have made toward economy. I know that you 
will be pleased to know that I have taken that very definite stan 
and I so reported to Congress, showing item by item exactly what had 
been done in that respect. 

(The report referred to follows :) 


ADMINISTRATIVE MANAGEMENT 


The importance of improving the administration of the Government was 
reaflirmed on July 20, 1949, when the President issued Executive Order 10072, 
calling for aggressive, systematic appraisal and improvement of operatior 
Shortly after, on August 9, the Secretary of the Treasury assigned to th: 
Treasury Department Management Committee responsibility for advising and 
assisting him in carrying out the directives of the Executive order and acceler: 
ing the Department management program established in 1946. Supporting t! 
work of this committee are the management committees of the several offi 
The Department program has been directed toward reducing costs, improvin: 
efficiency, and giving better service to the public. While many diverse, techni 
changes in management and operating procedures are involved, they amou 
in the aggregate to substantial savings in terms of dollars. In many instan 
these Savings are recurring and cumulative. 

Summarized here are some of the management developments in the Treas 
Department which have occurred during the year. These will indicate 
progress made during 1950 on the foundation described in the 1949 annual report 
on pages 35 through 58. The administrative reports of the individual organiz 
tions of the Department integrate management improvements with their ope 
tions (pages 65 through 136). 

Of Government-wide scope is the continuing work on the program to impro 
Federal accounting and financial reporting. This project was announced joint 
in January 1949 by the Secretary of the Terasury, the Comptroller General « 
the United States, and the Director of the Bureau of the Budget, who are direct- 
ing the undertaking. In addition to establishing in all departments and agencies 
accounting and reporting principles and standards suited to the Governmen 
requirements, objectives include the strenecthening of the facilities in th 
Treasury as the center for current accounting and over-all financial reports 
making available for executive and legislative purposes more informative fina) 
cial data at lower accounting costs ; improving budgetary processes; and impr 
ing audit and control. 

Legislation to provide a modern budget, accounting, and audit law was int! 
duced and considered by the Congress during the fiscal year. The measure 
not become law, however, until September 12, 1950. This law, the Budget 
Accounting Procedures Act of 1950 (see exhibit 36), was cited by the Presi 
as the most important piece of legislation in its field since the Budget and Acc 
ing Act, 1921, was enacted almost 30 years before. The new law assigns 
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portant responsibilities to the General Accounting Office, Bureau of the Budget, 
ireasury Department, and every other executive department and agency in the 
related fields of budgeting, accounting, financial reporting, and auditing. While 
1e law makes a clear division of responsibilities and duties, it provides for their 
exercise in proper relationship and in harmony with the common objectives of 
hieving an int 
slation are the following: (1) Recognitio1 given to the joint accounting 
ram of the General A untin lice, iry Department, and Bureau of 
Budget as a permanent function, pay ormance type of Budget is called 


with consi 


egrated system for the Government Significant features of the 


erable latit * for the : t { form in which 
budget shall be presente: >) the pr ibing of accounting requirements by 
e Comptroller General is t largely on the b: ) nel 3, Standards, and 
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rnal control, which ll cert: : . l di tly with 
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lify procedut 
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s, in the interest « i ition 
ptroller General to d ! I I a} 
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Within the Treasur irtment, revisio! t and a inting systems 
ecord with this program ‘re under way in s al large organizations. 
he Bureau of Engr: ri Inting the industrial nature of the operations 
kes them ideally suited to business-type procedures : working-capita 
d of financin tantive legislat ror tl UrpOse as obtained 
he passage of | i iw 606, Eighty-fir songress, approved August 4, 
Although thi i l not take effect until , 1951, the new system 
counting a dgeting required w » install uring the fiscal year 
encing July 1, 1! Under vy syste! ie Bure: of Engray 
‘rinting will re l 
es in pre ducing 


modern accounting 

October 1, 1949, and a p i i 1a 

trict (Norfolk) on Mare! ; Ast) this experime 
lations were scheduled in five other distri July 1, 1950, in five mors 
ptember 1, 1950, and in the |: ilu inuary 1, 1951. A com- 


type accounting system wa it “dl i: ‘oast Guard Yard 


tis Bay, Md., on July 1, 1950 rhis system is designed t rge against 
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es including depreciation and military personnel Completion of the 
ystem at the Yard was expected by March 1951. 
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nprovement of accou 7 the Federal Government 1 time staff 
entatives have heen p1 1] by the Accounting Systen f the 
il Accounting Office and the Bureau of Accounts of the Treasury Depart- 
Many innovations en effected which required approval of the 
ry of the Treasury he Comptroller General. Certain of these are 
tested in the Coast Guard with a view to general adoption throughout 
ederal Government 
149 annual report explained that the survey of a private management 
eering firm, completed in January 1948, was made the nucleus of a customs 
zrement improvement program. For the purpose of implementing the firm’s 
endations in the accounting and auditing field, a complete review of the 
ng system of the Bureau o ustoms was made from the standpoint 
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of the joint accounting program which is being carried forward under t} 
leadership of the General Accounting Office, Treasury Department, and Bureau 
of the Budget. This review was completed in January 1949 and resulted in a 
recommendation for a somewhat revised system of accounting and interna! 
control with respect to the revenue collecting activities of the Bureau of 
Customs. The proposed new system is being carefully analyzed and considered 
by the Bureau of Customs from the management standpoint. 

In line with the beginning made in the 1951 budget in developing a “perform- 
ance budget” for the entire Government, a program was undertaken in the 
Treasury Department to install this type of budget in its bureaus, offices, and 
divisions. This budget analyzes the cost of each activity in relation to its 
essential purpose and its relative importance. As one means of attaining such 
a budget, several bureaus have established a performance reporting syst« 
which makes available appropriate management data. 

In the Bureau of Internal Revenue the audit-control program was institut: 
in 1950. This program, designed to increase compliance with the revenue laws, 
employs a sampling technique to determine the over-all pattern of error in tax 
returns. During 1950 the program was confined to individual income tax 
returns for the year 1948, but in 1951 it will be directed to business income 
and certain excise returns for 1949. ‘The study of samples of the 1948 individual! 
income tax returns revealed that (a) errors in tax liability, excluding those 
of less than $2, were found in 14 million out of 52 million returns; (b) 9! 
percent of the “errors” were against the Government; (c) understatements 
in individual income tax aggregated $1.5 billion, overstatements $90 million; 
and (d) the major sources of errors in the 14 million defective returns wer 
income reported incorrectly, 54.9 percent, personal deductions reported incor- 
rectly, 23.4 percent, exemptions Claimed improperly, 16 percent, and mathematical 
errors, only 5.6 percent. 

Continuing from last year’s activities, procedures throughout the Treasury 
Department were further improved and simplified during 1050, with some of 
them crossing bureau and agency lines. 

During 1950 the Fiscal Service, working through the Fiscal Service Manas 
ment Committee, effected management savings totaling more than $6 million 
including savings resulting from improvements initiated during the period 
1947-49. Among the improvements adopted by the Fiscal Service were several 
in the Bureau of Accounts. One of these, a change in the form in which check 
accounting material is prepared by the Division of Disbursement, has expedited 
the reconciliation by the General Accounting Office of checking accounts of 
the chief disbursing officer and regional disbursing officers. The securing of 
lists of outstanding checks at an earlier date facilitates the handling of check 
inquiries. The more current reconciliation has reduced the number of requests 
for stopping payment, to the benefit of the Division of Disbursement, the Genera 
Accounting Office, and the Federal Reserve banks. Earlier advice as to differ- 
ences in the depositary account is now available and necessary adjustments a1 
thereby accelerated. 

In the Bureau of the Public Debt the reduction of five regional offices to thre+ 
resulted in an annual saving of $250,000. In the Office of the Treasurer of t 
United States the payment of Government checks is the operation having the 
greatest personnel requirements. Cost and production analyses of this operat 
resulted in reductions in the unit salary costs for processing paper checks 
ecard checks paid in Washington, D. C., of 3 percent and 10 percent, respectively 
and 9 percent on card checks paid through the Federal Reserve banks. 

Effective January 1, 1950, the depositary receipt procedure was extended 
the Bureau of Internal Revenue, in cooperation with the Fiscal Service, to « 
employment taxes, as well as income taxes. Provision was made for pay! 
to the Federal Reserve banks either directly or through commercial banks 
This change makes these funds available on a more current basis for investment 
by the Federal old-age and survivors insurance trust fund. Before the ne 
procedure was estabilshed, commercial banks were compensated for accepting 
deposits and issuing receipts for withheld taxes. For the half year the 
procedure was in operation, savings from elimination of compensation to 
commercial banks amounted to $500,000. In addition the Bureau of Int 
Revenue was able to reduce costs through the use of one combined form and 
audit for the two kinds of taxes. 

Customs procedures likewise were simplified during the year. On an int 
national basis, technical discussions were held of customs procedures and 
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immediately passed the tax bill suggested at that time. Instead of 
doing that, we have been calling in before us for the last 4 or 5 week: 
hundreds of the most intelligent men I have ever seen. We have 
talked to business of all kinds and groups. Little-business men hay: 
come in with fine statements and big ones have come in with fin: 
statements. It does seem that these fellows would have offered son 
suggestions here that would appeal to you so that you would come \; 
with some suggestions modifying the demand you first made. But. 
in spite of all this, you come right back here and still ask for 
$10,000,000,000. 

Secretary Snyper. Well, we feel that this is necessary to meet t] 
demands that we have. I never believed that this great committe 
here was going to go out the next day and report out a tax bill. | 
have too great respect for the earnestness of this committee. I knew 
that on an important matter of this kind you were going to hay 
hearings and go over all sides of this question. I just said that | 
hoped you would do it at the earliest possible date, and I still hop 
that. 

The Cuatrman. Mr. Camp. 

Mr. Camr. Mr. Secretary, I have followed with great interest t}y 
questions which have just been asked you, and I might state that dur 
ing the hearings I do not think I heard a single witness say that h 
did not favor paying for this defense program as we went along. | 
think they have all agreed with your suggestions of a pay-as-you-go 
plan. 

I have understood that you made two recommendations. You rec- 
ommended that we have two bills or two bites at the thing, and | 
remember when I mentioned “bites” to you before, you objected to 
using that term; but I feel very strongly, from listening here to the 
hearings and from what my people back home have said, that t! 
people of this country want to pay for this program as we go and 
not increase the public debt by reason of it. 

I understand now, on account of the increased receipts and tli 
evident temporary balance that we will have, that if we can report 
bill which raises the amount of your first suggestion we will be i: 
balance during the next calendar year. That is right; is it not? 

Secretary Snyper. If you mean the amount now suggested, it shou! 
bring us close to balance in the next fiscal year. 

Mr. Camp. The next fiscal year? 








Secretary Snyper. Yes, sir. t 

Mr. Camp. My investigation of your recommendation shows tha 1} 
you find that is the situation as of this minute—— 

Secretary Snyper. I have to state the conclusions with some flex . 
bility, Mr. Congressman, because when we get down to January tli v 
defense program may have taken such shape that what I am saying f 
now will have to be amended. I have tried to be perfectly frank wit 
this committee. Based on the figures I have right this minute, it is = 
possible that, if we can pass the revenue legislation suggested, ther u 
will be a balance for the fiscal year 1952. By the end of this calenda: Mm 
year we might have an entirely different situation to face, and I wi!! p 
come to you, as I have in the past, and lay the latest figures before you. v7) 


Mr. Camp. I congratulate you on the fact that you have always mac 
your statements to that effect ; that you are groping into the future no di 
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knowing what may occur, but stating what the picture now appears to 
pe. 

Mr. Secretary, the personal income tax rates which you have recom- 
mended are not as high as they were during the past war; is not that 
right ¢ 

Secretary Snyper. For the married group, they are not quite as 

gh. For the single people, I think they are a little higher. 

Mr. Camp. Yes, but the average is not quite as much. Now, the 
orporate rates are not greater than the ones we had during the war; 
ire they ¢ 

The proposed corporation income tax rate is high r than the rate 
n effect during the war. However, the combined income and excess- 

ofits tax rate is lower than it was during the war. 

Mr. Camp. That is right. 

Now, my information from large industries is that 

anxious to pay if it will balance the budget. 

: on your recommendations. I think 

nmend ng two bills, and I th nk now that we ca 


hese demands. 


ton the one bill and we can raise this amount to meet t 


Some of youl recommendations as to excise taxes may be high. 
e may be some that you have not tl] oug! t of that the « ommittee 

iy think of, but I wish to congratulate you upon your first recom- 
endation, and the fact that now the situation is such that we can go 
forward with just one bill. 

Secretary Snyper. That is, for the calendar year. 

Mr. Camp. Yes, sir. I have found no witness here representing any 
ip who has said that we should not pay for this thing as we go, 
| think the country wants it done that way. 

Chank you, sir. 

The CHamrman. Mr. Simpson. 

Mr. Suwpson. Mr. Snyder, as far as the country meerned, they 
going to be in a great state of uncertainty as to the second bill; 
they not ¢ 

Secretary Snyper. No; not for this calendar year. Weare makinga 

v plain statement that this is the only bill being requested for the 

endar vear, in this session of Congress. 

Mr. SrMpson. But you carefully do not vive any assurances that 
re will not be another tax bill up next January. 

Secretary Snyper. In view of the situation, it would be presump- 
tuous for me to forecast the course of events for that leneth of time. 
We have to use the best information we have available at this time. 

Mr. Soupson. I believe when you made the suggestion in February 
had that in mind. too—that there would be two bills this calendar 
r—and you cannot make any commitment with respect to the 
ure beyond this calendar year; is that right? 

Secretary Snyper. At the time I was trying to break it down into 
t would be clearly the amount that would be absolutely necessary 
er any circumstances, and additional amounts that would become 
re definite as time went on. I did that out of consideration of the 
lems before this committee because I knew that you had a very 
ve problem before you to consider. 

Mr. Srwpson. The great need of this $16,500.000,000 has been re- 
ed now on account of increased revenue and on account of less 
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actual spending than was anticipated. Are not those the two factors’ 

Secretary Snyper. That is correct. 

Mr. Srwpson. That leaves $10 billion. If I understood the recor 
Mr. Doughton was inquiring whether, if the Congress saw fit to cut 
the appropriations requested so that the net amount spent would by 
less than the amount requested that $10 billion could be reduced 
would you then recommend that this committee, instead of raising 
$10 billion, raise a lesser amount, depending upon the amounts cu 
from the appropriations ? 

Secretary Snyper. I will recall the answer that I gave to th. 
chairman. 

Mr. Simpson. Yes; he made the suggestion. You did not start wit 
the assumption that there would be a reduction in the amount spent 

Secretary Snyper. I have no right to start with that assumptio: 
I come up here trying to get revenues which we deem necessary, ani 
I cannot start with an assumption that I am not justified in making 

Mr. Stwpson. But, if you care to, you can answer my question, 
which is: If the Congress cuts the appropriation request so that 
does not take $10 billion to balance the budget, are you satisfied | 
have this committee, instead of giving you $10 billion, give you 
lesser amount ? 

Secretary Snyper. I think you will be through with your delibe: 
tions in this committee long before Congress finishes the appropria 
tion bill. I cannot presume that Congress, by June 30, is going t 
vote less money than the amount requested, and let you go forwa 
on that assumption for the next few weeks and report out a bill f 
that much less than the amount requested, because you have 
grounds for presuming it any more than I have. 

Your bill will, presumably, be reported out within the next f 
weeks or so, and that will be a long time before the Appropriat 
Committees in the two Houses have passed their final bills. So, \ 
are presuming something here for just the sake of argument that 
cannot go on record as saying, “Yes; I will assume that,” and have \ 
take action on that basis, and then wake up on June 30 and kn 
that it was a wrong assumption. 

Mr. Sturson. I only point out that you are presuming that tly 
will be less spent, and you are presuming that there will be increase 
revenue; and I make the further presumption that the Congress might 
cut the budgetary request by appropriating less money. 

Secretary Snyper. But the historical ground on which we mak 
these estimates is the decrease in spending and the increase in reve! 
compared with the January budget estimates. 

Mr. Simpson. Dr. Jenkins touched on the question of the hearing 
that we have been having. In the face of those hearings and the tes! 
mony adduced, do you still recommend that the tax on automobi!es 
be increased from 7 percent to 20 percent of the manufacturing price! 

Secretary Snyper. We have no changes to suggest. 

Mr. Stupson. Do you mean the hearings do not lead you to mak . 
any changes in your recommendations ? 

Secretary Snyper. Not at this time; no, sir. 

Mr. Srurson. We have had here some strong testimony presented 
to us about a number of items which do not lead you to conclude that 
you have reached the point where, by increasing taxes, there is great 
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kelihood that there would be a reduction in consumption, and that 
there might be less revenue received in some instances and that there 
would he less income to the producers of the items ¢ Are you familiar 
with that argument / 

Secretary Snyper. Yes, sir, and I am also familiar with the esti- 
n ated output for the calendar year, and the changes whl h might 
take place. We just take those figures as they develop. 

Mr. Srmpson. As to automobiles, and so forth ? 

Secretary Snyper. Yes. 

Mr. SUMPson. Is it your thought that excise taxes would be made 
retroactive / 

Secretary Snyper. No. 

Mr. Simpson. We had a ] Pom in here from North Carolina, 
of tobaceo taxes, and they 
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Secretary Snyper. In preparing the background for this sugy: 
tion our consensus on the subject was that there would not be 
appreciable drop in consumption. 

Mr. Srupson. That is, we could increase the price of cigarettes 
3 cents per package without any drop in the sale of cigarettes? 

Secretary Snyper. Our conclusion was that it would be very sn 

Mr. Stwrson. Then what you are saying is that these farmers, wa: 
housemen, and so forth, are wrong when they say that there wo 
be a decrease in the sale of cigarettes ? 

Secretary Snyper. I think that they are protecting their inter 
as they should. 

Mr. Srwpson. But they gave every impression of being sincere 
as you are. 

Secretary Snyper. So I am. You have sincere people and 
differ on certain points 

Mr. Stupson. But it is debatable. 

Secretary Snyper. You always have that problem, having two 
presented and having to conclude on which one to follow. 

Mr. Srwpson. Last year we had a little question of tobacco up }y 
We had then under consideration the question of a 2-cent differe 
in price, and we had testimony to the effect that 25 percent of t 
people would stop smoking these cigarettes. That is an appreci 





number. 
Secretary Snyper. But that was switching from one type to 


other type of cigarettes, and that is not stopping smoking. 

Mr. Srupson. Here you are going to add 3 cents tax, and you 
there will not be any drop in the sale of cigarettes? 

Secretary Snyper. No appreciable change because here the 
would be because some stopped smoking; in the other case it would 
due to a switch from one grade of cigarette to another, which does not 
mean they were going to stop smoking. 

Mr. Stmpson. You stated on February 25 that, “The Depart: 
has consistently favored in principle the application of a lower 1 
of tax to ‘economy brand’ cigarettes.” Are you still of that opin 

Secretary Snyper. Circumstances permitting. 

Mr. Simpson. Sir? 

Secretary Snyper. I say circumstances permitting. 

Mr. Srmrson. But on principle you do favor that policy? 

Secretary Snyper. That has been the historic record —— 

Mr. Srwpson. Are you proceeding now with plans for a new | 
issue of the general public series E bonds? 

Secretary Snyper. At the present time we are proceeding 0 
presentation to the public of an extension of the E bonds as 
mature, and on the payroll savings plan promotion. A large 
bond program is under study but the definite time of it has not 
been determined. 

Mr. Srwpson. In view of the desire for a balanced budget the 
tual purpose of this issue of bonds is to transfer ownership of th 
is that correct ? 
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Secretary Snyper. That is correct, largely to get a better balance 
of the public debt and a larger participation by the people of the coun- 
try in the debt-management program. 

Mr. Simpson. Have you decided upon the income rate of those 

onds yet ? 

Secretary Snyper. Yes, that was taken up with your committee, 
and there will be no change in the savings bonds rates. The rates for 

ese extensions was a matter I presented to this committee, and you 
reported it out and Congress has passed it. 

Mr. Srpson. What are the effective dates of taxes W ith respect to 
corporations? I believe you did cover that previously. 

Secretary Snyper. We gave two results. If the corporation tax 

effective January 1, 1951, it would produce about $1 billion mor¢ 

if it were effective on July 1, 1951. We presented both figures 
the committee, 

Mr. Smuwpson. And on personal income taxes? 

Secretary Snyper. On the personal tax it was July 1. as I reeall. 

Mr. Srwpson. Of course, the excise tax would be in the future? 

Secretary Snyper. The excise tax would be Julv 1. 

Mr. Srwpson. And capital gains? . 

Secretary Snyper. The estimate 
Mr. Stwpson. And with the 

d budget for t] at 

retary Snyper. With all elements remaini: 
Mr. Simpson. And then in anticipation of increas 


e fiscal year 1952 
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’ 


so that t] ere has not been on balance any deficit 


Iministration since the end of the war. 
SIMPSON. Do you ] ave a breakd wn of thi 
retary Snyper. Yes. 

Stupson. By years? 

retary Snyper. Yes. 

Stmmpson. Can vou have them read to us 
em in the record ? 
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Secretary Snyper. Yes, we can put them in the record. 

Mr. Stupson. I wonder if we might have them read to us at this 
time? 

Secretary Snyper. May I have our general counsel read the figures 
to vou? 

Mr. Lyncen. In the calendar year 1946 the deficit was $2,512,000,0 

In 1947 there was a surplus of $2,454,000,000. 

In 1948, a surplus of $5,241,000,000. 

In 1949, deficit, $3.592.000,000. 

In 1950, deficit. $492,000,000. 

Mr. Sruwrson. When you add those all together the balance shows 
an income equal to the outgo? 

Mr. Lyncu. Plus $1,149,000,000. 

Mr. Srupson. How is that ? 

Mr. Lyncn. A surplus. 

Mr. Mason. A surplus of $1,149,000,000 ? 

Mr. Lynen. Yes. 

Mr. Srvpson. I believe that is all. Mr. Snyder. 

Secretary Snyper. Thank you. 

The Cuarmman. Mr. Forand. 

Mr. Foranp. Mr. Secretary, I want to join with my colleagues 
congratulating you upon your rapid recovery, and for the very 
statement you have just made. 

Secretary Snyper. Thank you. 

Mr. Foranp. There is one problem that bothers me a great «i 
right now. I favor, as we all do, the balancing of the budget and | 
hope we can work out a tax bill that will be satisfactory to all « 
cerned. But among the troubles we are facing are cases where : 
of revenue results from action of defense agencies. Among 
are accelerated depreciation under certificates of nex essity grant 
by the National Production Administration, which I am told, if I: 
call correctly, runs in excess of $3 billion. The curtailment in t 
use of tin which I understand is affecting the supply of beer cans 
sults in a loss that may run to $700,000,000. 

Naturally we do not want to interfere with the defense prog: 
but I am wondering if your Department takes up that question 
these various defense agencies, such as those headed by Mr. Wilson, 
Mr. Harrison, or Mr. Fleischmann, before they place any limitatio 
cut-backs on the various items that affect the revenue? 

Secretary Snyper. The matter is discussed in the general 
agency meetings, and this tin matter I understand has been disé 
in the interagency committee. 

Mr. Foranp. I am greatly disturbed, because I think there is al 
lute necessity that our domestic economy not be affected to any gr 
er degree than necessary by these actions, especially where the) 
going to affect the revenues materially. | sincerely hope that 
serious consideration will be given to that particular point and d 
cussion be had between the Treasury and these defense agencies 
fore they place curtailments into effect which are going to affect 


revenues, 
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=e retary Snyper. I think you are de Initely rie@ht, and the Treas- 
ry has continuously pointed out that the accelerated depreciation 
ertificates should be very carefully and prudently extended. Cer- 

inly we do not want any civilian operations curtailed unless they 
re imperative to the defense program al d that has been our posi- 
on in all these discussions. 

Mr. FoRAND. I hope you will follow that 1 D pretty ( losely. I am 
reatly disturbed by it. Of course no one wants to interfere with 
he defense program, but it is also necessar\ to maintain our revel ; 
Secretary SNYDI R, Yes. We are extremely } STO’ in hat fea- 
re. but of course we do have to conside he i » program and 


the things on 


nies 
I . 


he ing 
1 

VW hole. 
tion. 


nse 


vond 


Secretary Snyper. Wi 

o our tax structure 

Mr. Foranp. Tha 

The Cramman. Mr. Secretary. 

00d you correctly, l response t 
favored the pl ple of a 


that statement would yo il in 


iX Ol iquors where it is sold ALC A GC iT rent 


ecretary Snyper. As I recall, historica nk the Treasury 
taken such a position, but-in the light of circumstances that exist 
S time I did not n ake any such recommendation, 
e CHarrMAN. Thank you. Mr. Kean. 
r. Kean. Mr. Secretary. for the benefi * the « mittee delib- 
ti > COl ld you end us your new esti: > aA amount of col- 
ons from individuals for the fiscal year 1951. that is. what your 
estimate will be under the existing law for 1951 and under the exist- 
ng law for fiscal 1952? 
Secretary SNyper. We will be glad to do that. 


Mr. KEAN. And also the same information with respect to corpora 
and excise taxe - and the total amount of colle tions, your esti- 
te of the total amount of collections under exist ng laws for 1951 


the existing laws for 1952? 
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Secretary Snyper. We will be glad to supply that to you. 
(The information follows:) 


Comparison of estimated receipts in the fiscal years 1951 and 1952‘*—Cur 
revision compared with January 1951 budget estimates 


[Money figures in millions of dollars] 





| Fiscal year 1951 Fiscal year 1952 
Current January 1951 Current | January 
revision budget revision | budg 
— “ = ——————— — 4 BeRNSE en 
Corporation income and excess profits taxes. . 14, 200.0 | 13, 560.0 21, 500.0 | 
Individual income tax 22, 857.0 21, 599.0 27, 528.0 
Excise taxe R 701.0 | 8, 240.0 | &, 380.0 
Employment taxes ?__... 3, 014.6 3, 773.8 | 4, 868.5 
All other 3 . A 2, 790.0 2, 634.7 | 2, 805.0 } 
Total budget receipts........ 52, 552. 6 49, 807.5 65, O81. 5 
Deduct 
Appropriation to Federal old-age and sur- 
ors insurance trust fund 3,091.0 2, 060.0 3, S88. 0 
R eipt 2 5 Ld 2. 35 5 2. 702 Qa 
Net receipt 47, 226. 1 44, 511.9 58, 490. 6 


Fiscal year 1951, | Fiscal year 1952, | Current r 

current revision current revision fi I 
over January over January over f 
1951 budget 1951 budget 19 


Amount Percent) Amount |Percent) Amount 





Corporation income and excess profits tax« 640.0 4.7 1, 500. 0 7.5 7, 30% 
Ind lual 4X 1, 258.0 58 1, 303.0 58 4, 67 
Ex 551.0 6.7 158. 0 l —4i! 
En 140.8 7 159.5 { ) ) 
All 155.3 ) . 7 
2, 745. 1 $17.2 12, 528 
Dedu 
4 to Federal old-ag nd sur 
insu e tru ind 131. ¢ 4.4 f 1.7 7 
Refund ft receipt E 100. 0 —4 3 
‘ ; ts > 714.2 &1 22 6.1 11, 264 
1 On the t f existing legislatior 
2 Includes Railroad Unemployment Insurance Act receipts which are not classified as empi 
und el val Revenue Code 
3 Includes estate tax, gift tax, miscellaneous receipts, and customs. 
NOTE Figures are rounded and will not necessarily add to totals. 
Source: Office of the Secretary of the Treasury, Office of the Technical Staff, Apr. 1, 1951 


Mr. Kean. And would you mind sending a copy to me? | 
probably when the Treasury does send up these responses to quest 


° . . - 
made in the open hearings by the members of the committee it w: 
be a good idea that if you would also send a copy to the member 


asked the question, because sometimes these things just get lost 
the files of the committee and the first time we ever see them is 
the hearings are published which may be quite a little while | 
Mr. Secretary, I see on page 3 of your statement that you 
toned that higher prices might increase expenditures. 
Now who is getting the benefit of these higher prices? It 
to me that those are the people who should be taxed. It is: 
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corporations, because under the renegotiation act the corporation that 
does business with the Government will not be allowed to get higher 


prices. 
Is it the farmer? Is it the middleman? Is it labor? Who is it 
hat gets the higher prices, the money that comes from the higher 


‘ 


prices ¢ 
~ Secretary Snyper. May I ask the Budget Director, who has gone 
to that matter, to respond to that question. 
Mr. Lawron. Higher prices obviously affect the Government the 
same as they affect corporations and individuals. The Government 
iys a great many of the same goods as individual buyers, and the 
price change which has taken place since Korea has been across the 
board on a considerable number of items. For example, the equip- 
ent costs to the Army, the food costs to the Army, the clothing costs 
the Army have risen as have the costs of the same things that are 
sted in the various indexes of prices. 
Mr. Kean. But you are not answering the question as to who gets 
‘extra amount of money. ‘The corporation is not getting it, because 
oO! renegotiation. Who is getting it: who is the one who should be 
taxed on this increased amount ? 
Mr. Law ron, The question of renegotiation relates more to the 
rofit than it does to the price as such. 
Mr. Kean. That is true, but the price as such comes from cost to 
the corporation. 
Mr. LAWTON. It is spre ad through the e onomy, 
s spread—— , 
Mr. Ky AN. Therefore, if ve are proposing atax wes iould spread 
tax throughout the total economy. We should not spread it 
essarily, that is, t] 


’ 
| 


he increase, on the corporation who is not getting 
benefit from it on account of the renegotiation. Is not that right ¢ 

Mr. Lawron. I am not competent to answer the tax question espe- 
ly, but I understand that the tax base is spread both on personal 
i corporate income, 

Mr. Kean. But the corporation that deals with the Government is 


t getting any benefit from the increase because the renegotiation act 


not allow them to make an excess profit. It must be going to the 
rmer or to labor or the middleman or someone else ? 

Secretary Snyper. Profits are usually on a percentage-of-cost basis; 

rotiation would bea portion of it gvoing into the per entage that 
e allowed. 

Mr. Kean. You are right in that. 

You have stated, in talking about the question of loopholes, that 
are certain loopholes which you think ought to be corrected. 
of them I do not consider loopholes. But how about the loop- 

sthat were brought out in connection with the Panamanian Corp. ? 
not seen any recommendation from the Treasury for filling 
loopholes. Why not é 

Secretary Snyper. That is a very difficult one. It is outside the 
of the Treasury Department as to what country the shipping 
ipplies for a license. You have United States-owned shipping 

ed on through a foreign corporation which can apply for license 
the flag of any country. I do not know just how we could reach 
problem. 
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Mr. Kean. You think the transaction by the American group, bor 
rowing $9,000,000 and being able to get off without paying any incom 
tax is not a loophole? 

Secretary Snyper. That, of course, has no bearing on the questioy 
to which I was directing my discussion about licensing some operat: 
under a foreign flag. It involves a matter of international law. But 
now, so far as using the money which goes to pay back the loan, that 
is something that I do not know just how we can say that the fm 
that was generated to pay this loan must be taxable. That would be 9 
very difficult thing. 

The Cuarrman. Mr. Secretary, may I ask you a question off th 
record ¢ 


(Off-record discussion. ) 
Mr. Mason. Then as I understand, Mr. Chairman, if we have any 


special questions we wish to direct to the Secretary, they may bb 
submitted to him in writing and he will answer them in writing rathe: 
than appearing in person ¢ 

Secretary Snyper. That was merely a suggestion. I will try 
come back. 

Mr. Reep. Mr. Secretary and Mr. Mason, if we should submit 1 
you questions, those questions will be a part of the record and the 
answers will be a part of the record ? 

Secretary Snyper. Definitely. 

(The questions submitted to Secretary Snyder, together with th 
Secretary’s replies, follow :) 

Representative Reed submitted the following questions to the Secretary 


A. 
the Treasury for written reply: 
1. Mr. Secretary, as I understand it, the purpose of increased taxes is 
and thus the need for Treasw 


reduce or eliminate the Government's deficit 
borrowing, which under the conditions facing us would have an inflation: 
Do you think that that is all that is necessary to prevent inflation * 
2. Since Korea, the Government’s budget has been in balance; in fact 
this fiscal year to date it has shown a substantial surplus. Nevertheless, w: 
What have been the causes of that 


effect. 


have had a very large amount of inflation. 


inflation? 
Inflation, as I understand it, results from a situation in which demand 


One of the principal reasons why this 


goods exceed available supplies. 
happen is borrowing from banks, which puts into circulation an increase in 
supply of money. During the past 8 or 9 months, bank loans have increased ! 
about $9 billion—supporting inventory expansion by business and buying 
homes and durable goods by individuals. This increase, I am informed, was a1 
exceptionally large one. Wasn't this expansion, in a period when the Governm: 
has a surplus, one of the important causes of inflation, or at least a reason w! 
inflation was possible? 

4. Is it not true that banks were able to expand credit so rapidly and t) 
contribute to inflationary pressures, because the Federal Reserve System boug 
large amounts of Government securities in supporting the market for those s 
rities ata fixed pattern of yields? 

(The record shows that Federal Reserve holdings of Government securi 
from June 30 of last year to March 14 of this year increased by over 4 bi 
and that member bank reserves increased by about 3.5 billion. About 2 bi 
of the increase in reserves was to meet a raising of reserve requirement px 
centages, the remainder was available to support an expansion in bank cred 
of many times the amount of reserves. Many of the Federal Reserve | 
chases of securities were from insurance companies and savings banks 
which used the funds thus obtained to increase their mortgage loans 

which, under the circumstances, have the same inf! t} 
4 





other investments, 
tionary effect as bank credit expansion. ) 
5. If inflation is to be curbed, would it not be good policy to supplement hig! 
taxes, which are designed to reduce Government borrowing, by more eff« 
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restraint on credit expansion? Can such restraints be effective if the Federa 
Reserve follows the practice of buying any amount of Government securities 
solely for the purpose of keeping interest rates from rising? 

(Interest rate inges are the result of the relation between the demands 
for credit and the available supply In an inflationary period, demands for 
credit are certain t nerease; therefore, a i nterest rates can be 
avoided only by adding to the available supply of loanable funds. But this 
helps to promote inflation. Restrictive credit policies are bound to re 
n higher inte 

». It has been annou “i that the Treasury and l Reserve “have 
rea h “il full accord y i respect to debt-manageme tL and netary poucies to 
be pursued in furthering their common purpose 

he Government's requirements and, at the sam: 
public debt 

May we interpret this statement to mean 
Reserve will be in a position to follow policie 
Government securities market that may be more 
expansion than has been the case in recent months? 

rhe first five of the for g questions are interlo« 

s difficult to answer each one separately without a 
without referring direct] answers some of the other 

, the five questions | e been answered together in the 
ation since wore k credit e pansk 


I. THE ROl 


Since the outbreak of | till ] .orea, r is been rl 
general price leve Phi crease mh ane pal l by a rapid expansi« 
ink loans. There | ‘ lency for many observers to conclude that 
ncrease in commerci mnK kk l * major cause of th rice rise 

general monetary « ro ould have been effective either llminating 
flation or in reducing it to a bare minimum 
credit expans wever, only one of the many factors contributi 


price rise since re Che primary ¢: » of the inflation has been 


ecedented ru oods by b and msumers genera 
rhe price ol 
he period; mea! 

the minds 

expansion of bar 

ecessary loans shi 
ces probab 

at all. ‘This is 

WW shed. could h lve 


-over l 
ease with w chy ne) l ame ay l sé ua! shown 
mination i I 
expenditures 0 ant and equipment, and on inventories: and to cove 
l in recel\ foie Some S28 billion was needed How was tl 
of expansion financed? Almost $20 billion came directly fron 
ngs and current pres tion allowances Some of the balance 
security issues Dn llion dollars came from new mortgages 
came from expansion in the commercial and industrial 
is, private bank credit only accounted for about a tenth of 
porations. Had bank credit been unavailable, more 
nd Government irities held by these corporati 
ittack would undoubtedly have been utilized Borr 
Simpler and more comfortable avenue of approach to m 
their immediate needs It was not necessarily the only 
ease in borrowing had been cut down drastically, I 
e price rise since Korea would have been much less dra 
what the same sort of analysis is pertinent in cha 
ying rush The desire for acquisition of the good 
there was a small rise in price may have been 
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obviously offered no effective deterrent to anyone who believed that prices 
going to rise still further. The means by which the purchases were fin 


was in many cases of even less importance, although everyone will admit 


1 


the expansion of consumer credit was a contributing factor. Immediate 


tion on July 1, 1950, of stringent consumer credit controls would have hi 


significantly. In itself, however, even that would not have been adequate 
Increased turn-over of liquid assets is one important reason why this 
At the present time, individuals have a reservoir of liquid assets, out of 
vast amounts of consumer spending can take place without one iota o! 
; 


eredit extension. As a matter of record, the rates of turn-over and « 
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its, on savings accounts in both mutual savings banks and savings and 
issociations, and on savings bonds, all increased during the third quarter 


er buying spurt. This turn-over of liquid assets—really the velocity of 
as it is referred to traditionally—is a factor which has a potential for 
n not generally appreciated. 

ite bank credit has a somewhat less important role in the economy today 
pared with years past In contrast, the role played by accumulated 
savings is much greater. For example, before World War I, the out 


ng amount of private credit extended by commercial banks (loans plus 


ite and municipal securities) was equal to about 85 percent of the amount 
quid assets of individuals and corporations. Just before World War 
ears later—private bank credit was only 35 percent of the amount of 


Q3 
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liquid assets; now, the ratio is approximately 25 percent. The point can be 
made another way, too. In 1914, the amount of private bank credit outstand 
ing was 40 percent of the amount of total output in this country. By 1939, it 
had fallen to 25 percent; and it is now only 20 percent. (See chart 2.) 

This does not mean that private bank credit has become a minor factor and 
that we need not worry about it. Quite the contrary; it is important, and 
strenuous efforts should be made to restrain its expansion in specific areas 
It does mean, however, that private bank credit is only one of a number of 
factors involved in the financing of the increases in demand for goods during 
the last half of 1950. And it was the demand for goods which was the basic 
cause of the inflationary price rises, not the way in which the buying was 
financed. 

Il. CREDIT RESTRAINT AND THE GOVERN MENT-BOND MARKET 


The argument is often advanced that much of the credit expansion which 
did take place since Korea could have been avoided if prices in the Government- 
securities market had been permitted to seek their own level rather than being 
supported by open-market purchases. It is argued that the cessation of open 
market purchases would have pulled prices sufficiently below par so as to force 
credit institutions to hold their Governments rather than to sustain a capital loss 
Therefore, it presumably would have a desirable effect in restraining not only 
bank credit, but also credit extended by nonbank institutions (such as life 
insurance companies) as well. This argument on the surface seems logical, 
but ignores completely the realities of the situation we are facing today. 

Unquestionably, withdrawal of support from the Government-bond market 
by the Federal Reserve authorities would have some influence in restraining 
eredit expansion. While recognizing the truth of this, it is extremely ques- 
tionable whether such a course would be wise in a period of national emergency 
and mobilization such as we are now experiencing. In order to effectively 
manage the large public debt now outstanding and to be in a position to raise 
whatever new funds are required to support our national security, we must have 
a confident, orderly securities market. 

It would appear, moreover, that the effectiveness of capital losses on Gov- 
ernments as a deterrent to credit expansion has been considerably overrated 
by many observers. No real deterrent effect at all seems to be involved as far 
as commercial banks are concerned. The effect on mutual savings banks and 
life-insurance companies is tempered, first of all, by the existence of fairly 
sizable holdings of under 10-year maturities, in which area a capital loss would 
be easily made up by increased earnings on private obligations at the higher 
rates; and, in the second place, by the fact that typically most credit expansion 
by nonbank institutions comes from the accretion of new funds, not from the sale 
of Governments. 

The answer to the control of credit expansion is, during a period of national 
emergency, not to be found primarily or effectively in the field of general credit 
controls. It is to be found more specifically in the field of selective controls 
(1) on the mandatory credit control side through such instruments as regula 
tions W and X; (2) on the physical side through direct controls over materials 
and manpower; and (3) through the cooperation in a vigorous program of volun 
tary credit control by all lending agencies. 


Ill. DETAILS ON THE PRICE RISE SINCE KOREA 


The Korean attack served not only to stimulate inflationary factors which wer« 
either dormant or were effectively counterbalanced in the pre-Korean period; it 
also served to stimulate a host of new inflationary pressures. The threat of an 
immediate all-out war had an electrifving effect on businessmen and on con 
sumers, in whose minds the memories of World War IT shortages were still fres 
Lusinessmen were particularly sensitive to the situation, and it did not take 
them long to realize that the imminence of Government stockpiling of strateg 
materials and the needs of military procurement were matters of critical impor 
tance to them. Speculators saw the point, too, and wasted no time in taki: 
advantage of it. 

It is not surprising, therefore, that the Bureau of Labor Statistics spot index 
of market prices for 28 key commodities rose by 12 percent within 1 month afte 
Korea. The climb continued, so that just 9 months after Korea the rise w 
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PROPOSED EXCISE TAXES ON FLAT SILVER 


1. Mr. Secretary, I note from schedule B of table 5 submitted with your Feb 
ruary statement, that you propose to tax silver-plated flatware at the 20-percen! 
jewelry rate. You lump the revenue from the tax on these silver-plated knives 
forks, and spoons in with several other items in your estimate of additiona 
revenue. What is your estimate of revenue from taxing this flatware? 

2. About what is the value of the silver in a silver-plated knife or fork o 
spoon? 

3. 1s not silver-plated flatware competitive with stainless steel or chromium 
plated flatware rather than with solid silver? 

4. Would you recommend that knives, forks, and spoons should be taxed rv 
gardless of their composition? 

5. I note that you say on page 8 of your February statement that in the durab| 
goods fields “The untaxed portion is composed largely of such household items 
as rugs, furniture, and so forth.” The “and so forth” includes pictures, tapestry 
draperies, curtains, linens, statutary, book ends, fireplace items, china, glasswar: 
and a host of other household luxuries and necessities. Can you name any 
presently untaxed household necessity other than silver-plated knives, forks, and 
spoons that you recommend for taxation? 

6. The issue of taxing silver-plated knives, forks, and spoons as jewelry has 
been considered before by this committee and by the Congress, has it not? 

7. The Treasury Department recommended the imposition of the jewelry tax 
on silver-plated knives, forks, and spoons in World War II, and opposed Con 
gress’ action in 1943 in excluding these items in the 1948 act, did it not? 

8S. But this committee, and the Congress, defeated this proposal despite Treas 
ury’s recommendation, is that correct? 

9 Can you give this committee any new reason, not previously considered a: 
rejected by the committee, as to why silver-plated knives, forks, and spoons 
should be classed as jewelry for tax purposes? 

These questions are answered in the following statement: 


STATEMENT ON PROPOSED INCLUSION OF SILVER-PLATED FLATWARE UNDER 20-PERCENT 
RETAIL EXCISE TAX ON JEWELRY 


Silver-plated flatware has been taxed several times under the tax on jewelr) 
A 3-percent tax on manufacturers’ sales of jewelry imposed by the Revenue Act 
of 1917 covered silver-plated flatware. This tax was increased to 5 percent of 
retail price by the Revenue Act of 1918. The tax on jewelry was not repealed 
until February 26, 1926, but the Revenue Act of 1924 had exempted articles sel! 
ing for $30 or less and silver-plated flatware. 

A tax on jewelry at 10 percent of manufacturers’ price was imposed by th: 
Revenue Act of 1982 and continued in effect until repealed by the Revenue A 
of 1936. Silver-plated ware (both flatware and hollow ware) was excluded from 
this tax, and a specific exemption was provided for articles sold by the mat 
facturer for less than $3. The exemption limit was raised to $25 by the Revenu 
Act of 1954. 

When the 10-percent retail tax on jewelry was imposed by the Revenue A 
of 1941, silver-plated hollow ware and flatware were included within the scoy« 
of the tax. Flatware was excluded, effective April 1, 1944, when the tax 
jewelry was increased to 20 percent by the Revenue Act of 1943. 

According to the Census of Manufacturers for 1947, silver-plated flatware em 
stituted the largest single type of table flatware produced. The value of manu 
facturers’ shipments was $72,567,000 compared with $61,516,000 for ster! 
silver flatware, which is now included under the jewelry tax. The census da! 
do not classify silver-plated ware by price lines. However, estimates based 
trade information indicate that the higher quality plated ware accounts for 
large proportion of the total retail value. The more expensive plated ware re} 
resents an optional item of consumer expenditure and tends to be competitive 
with the less expensive types of sterling silverware. 

Although there is a wide range in the prices of plated ware, there is no 
venient basis for distinguishing between the lower-end items and the hig 
quality articles. Only a small part of the difference in price is attributable 
the difference in the quantity of silver used, since styling, workmanship, 
distributors’ margins are more important. 
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Silver-plated flatware falls in the class of consumer durable goods whose out 
is being restricted under the defense program. The National Production 
Authority orders limit the use of copper, zinc, and nickel which are used in the 
alloy base of silver-plated flatware. For the quarter beginning April 1, 1951, 
opper usage is limited to 75 percent of the average quarterly use during the 
first half of 1950 Zine consumption for the same period is limited to 8O percent 
of usage during the same base period Restrictions on the use of nickel are 
more stringent Since the beginning of 1951, quarterly consumption has been 
mited to 65 percent of the quarterly average for the first half of 1950 
Under the general principle of taxing consumer durable goods subject to limita 
ons of supply during the emergency, the Treasury has proposed increased 
taxes on electric, gas, and oil appliances now subject to tax and also the exten 
sion of this tax to a substantial list of additional items Included are such 
asic household items as electric irons, washing machines, cooking stoves, sewing 
achines, and many others 
The proposed extension of the tax on jewelry to include silver-plated flatware 
would raise a substantial amount of additional revenue. It is estimated that the 
roposal would yield $29 million on an annual basis at the levels of income 


ssumed for the fiscal year 1952 


C. Representative Reed submitted the following questions regarding the pro 

sed increase in the excise tax on wine to the Secretary of the Treasury for 
written reply 

1. Mr. Secretary, have you * your aides made a thorough and exhaustive 
study as to the adverse effect on the grape growers of America, if your proposals 

r this increase in excise tax on wine are adopted‘ 
2. Did your study and consideration of this subject matter take into considera 
on the fact that the grape industry has never been able to market all of their 
rapes profitably except during the last war when some use of raisins was made 
r distribution in occupied and distressed countries? 


3. Do you know that a maximum amount of grapes are now being used in the 
king of grape juices, jellies, jams, and for general table service? 

4. Have you taken into consideration the fact that the growing of grapes is 
an annual crop, subject to rotation such as corn, wheat, tobacco, cotton, pota 

es, and other agricultur products, but is a crop which requires 5 vears to get 
to production, have an expected 20- to 30-year life, and cannot be rotated from 
rto year when deficiencies and surpluses are a major facto 

5. Is it not true that your experts have estimated that this excessive increase 
wine taxes, if adopts would result in at least a 20-percent decrease in wine 

nsumption ? 

6. This being true, does not follow, Mr. Secretary, that there would be a 
percent, or one-fifth of the entire grape crop classified as surplus resulting 
1 loss to the pre ducer 

7. Mr. Secretary, is it not true that the Bureau of Internal Revenue in a 

cent decision, classified wine making as one of eight depressed industries en 
ed to spec ial relief from excess profits tax ? 

S. Is it not also a fact that wine making is the only agricultural item included 

s list of officially designated depressed industries? 

The Treasury Department’s analysis of the excise tax on wine is contained 
the memorandum entitled “Proposed Increase in the Excise Tax on Wine” 
sented below The information requested under que stions 5, 7, and 8 is not 
cifcally covered in this memorandum 

It is estimated that the proposed increase in the excise tax would result in 

proximately a 15-percent decrease in wine consumption (question 5). 

In accordance with the provisions of section 446 of the Internal Revenue Code, 
amended, it has been calculated that during the years 1946-48 the wine 
nufacturing industry qualified as a depressed industry No branch of agri 
ture qualified for relief under this provision (questions 7 and 8) 

National Productior rit Order M 
National Productior t rit Order M 
itional Productior ority, Order M 
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*ROPOSED INCREASE IN TH EXCISE TAX ON WINES 
I. Proposal 


The proposed increases in the tax rates on wine are shown below 
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The estimated yield of the proposed tax increases is $00 million for a f 
year of operation at levels of income anticipated for fiscal year 1952, compa 
with $80 million estimated revenue at the present rate of tax for fiscal 19 
Il. Changes the taxr since JOA] 

Wines have been taxed continuously since 1914, the tax remaining in ef 
during the period of prohibition. Prior to 1914 a tax was imposed on artiti 
imitation wine, but this tax apparently was superseded by the tax levied 
the Revenue Act of 1916 The rates and effective dates of changes in the var 
wine taxes since 1913 are shown below 


Changes in tag rates since 1913 
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Til. Revenue collections, 1936-52 
lhe taxes on wines produce the least revenue of the taxes on the three 
Croups of ilcoholiec beverages kor the seal year 1950 eollections fro 
taxes on wines amounted to only 3.5 percent of the collections from all ta 
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Al Background and industry outlook 


1. The tar base Wine for tax purposes may be divided int 
groups. In the first group, comprising about one-fourth of the presen 
re natural or table wines, such as sauterne, claret, or burgundy, whi 
oholic content of less than 14 percent. The second major 


croup, W 
ounts for about three-fourths of the tax base, is composed of sweet o1 
wines, such as port, sherry, tokay, and muscatel, which have an alcoholic content 
of more than 14 percent and not more than 21 percent These wines derive 
their high alcoholic content from being fortified with brandy or 
the fermentation is completed. The third group, a large portion of whic is 
ported, covers the sparkling wines, such as champagne and sparkling bur 
gundy and accounts for only about 1 percent of the total tax base 
B. Geographical concentration of the industry.—The domestic wine industry 
s concentrated geographically in two principal sections, the Eastern States and 


California. Although New York accounts for a large part of the spat 


dess¢ 


alcohol before 


California overshadows all other areas in the wine industry, 
9) percent of total wine production for the United States 


rhe predominance of California in the wine industry is due 
a producer of grapes In 1950, California accounted for 2.4 


pes or 91 percent of the total output." Although the remainder 
oduction was spread over 20 States, only 2, New York and 


*as much as 1 percent of total output. 

Relationship to production of grapes.—Wine production in he Un 
es is an integral part of the grape industry, absorbing from one-third to one 
f of the total crop (table 1). The proportion of the grape crop used f 
ends not only on conditions in the wine industry but also on the demat 
sins and for grapes as fresh fruit. Since practically all grapes 
r wine, varieties which are customarily used for fresh fruit 


‘ 


into wine whenever the demand for wine is unusually 
neans of converting perishable grapes into a i 
reason, fluctuations in wine production are considerably 
itions in grape production 
After the repeal of prohibition in 1933, the wine industry resumed production 
rapidly acquired substantial stocks. During World War II, the production 
ne was curtailed because of high domestic demand for fresh grap 


s and 
Government purchases of raisins for export. Production of still wines 
1 a low in fiscal 1943, falling considerably short of tax-paid withdrawals 
ocks dropped sharply Thereafter, production climbed, reaching a peak 
ut 170,000,000 wine gallons in fiseal 1947. The output of still wine for the 
lar year 1950 amounted to 131,000,000 gallons. This was tbe third highest 


vhes 
on on record, being exceeded only by output in the calendar years IM6 
75 percent of the produeers of wine and brandy ¢ heir own grapes 
int for 50 percent of the production of wine and In dy In addition, 


wineries owned by vineyardists produce 2 percel t. 


Farm Production 
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Only about 25 percent of the production is represented by the so-called commer: 
wineries, which generally purchase their grapes. 

In the past, wine production has been conducted on a relatively small sca 
but there appears to be an increasing concentration of production among fewe 
producers. Since 1935 the number of wineries producing still wines has declin 
from about 1,100 to 750 (tables 2 and3). In 1{47, the four largest firms produce: 
over one-fourth of the total output for the industry, while the largest eight firn 
accounted for over one-half of the total output.‘ 

D. Consumption.—As with other alcoholic beverages, taste and social cons 
erations probably play the major role in consumer preference for wine. No 
alcoholic beverages generally are much cheaper than wine but give an essentia 
different type of satisfaction. On the other hand, the fact that wine is cons 
erably cheaper than most distilled spirits is an important consideration 
influencing the demand for sweet or dessert wine, which is comparable in aleoho 
strength to many types of mixed drinks commonly made from distilled spirits 

The consumption of wine shows a marked upward trend (table 4). In 1950 
the quantity of wine consumed reached an all-time high of about 135 ini 
gallons, exceeding 1940 consumption by more than 55 percent. The incre 
in consumption was substantially greater for dessert wine than table wine 

BE. Prices.—Vrices received by wineries have fluctuated greatly. In the y« 
immediately preceding World War Il, the average price for California w 
at the winery was about 30 cents per gallon for dessert wine and 20 cents pe 
gallon for table wine. By 1947, however, the price of dessert wine had riser 
to 69 cents per gallon, and the price of table wine to 64 cents per gallon. After a 
substantial decline in 1948 and 1949, prices in 1950 approached record levels 
with dessert wine selling for an average of T3 cents per gallon at the winer 
and table wine at an average of 47 cents per gallon.” Variations in retail pri 
apparently are relatively smaller because of the importance of transportation 
and other marketing costs. 

F. Outlook for the wine industry.—In view of the marked increase in 1 
consumption of wine and the high level of wine prices, the outlook for the win 
industry within the next few years seems favorable. The continuation of h 
income levels should sustain the upward trend in consumption. If durable go: 
become short as the national emergency continues, additional purchasing pow 
will be available for expenditure on such nondurable goods as wine. 

Wine stocks were unusually low in June 1950. As a result of increased d 
mand for wine, the industry has since added to these stocks. However, stoc! 
are still at relatively low levels. In January 1951, the most recent period 
which data are available, stocks were smaller than for the corresponding d 
in any year since 1947. 

V. Economic effects of the proposed tar increase 

1. Consumers.—The proposed increases in the taxes on wines would rais 
the ratio of tax to retail price substantially. Assuming that the proposed 
creases were fully reflected in the average prices to consumers, the tax on tall 
wine would amount to 13 percent of retail price including tax, compared wit! 
percent under present law. On sweet wine, the tax would be raised from 
percent to about 30 percent of the average retail price, and on sparkling wine 
from 25 percent to 30 percent of retail price. 

The amount of tax increase per bottle is substantially greater on the dess¢ 
wines which are considered competitive with distilled spirits. The propose 
increase amounts to 18 cents per bottle compared with the proposed incr 
of over 50 cents per bottle in the case of distilled spirits. The increase proposed 
on dry wines would be only 7 cents per bottle. 

Nearly all of the increase in revenue would be derived from the higher 
on dessert wines. This is the type of wine consumed primarily for its alcol 
content. Although available information on consumer expenditures for w 
does not segregate consumption of dessert and table wines,’ consumption of des 


‘Selected census data transmitted by the Secretary of Commerce on December 1 
in hearings before the Subcommittee on Study of Monopoly Power of the Committe 
Judiciary, House of Representatives, Sist Cong.. Ist sess., pp. 1437-1453 

* Mehren. G. L.. The Impact of the Grape Industry on Increased Federal Excise T 
of Wines, University of California, February 1951, p. 8 

* Data for 1941 expenditures are reported in Denartment of Labor, Family Spendi: 
Saving in Wartime, Bulletin No. 822, 1944, p. 78, but it is indicated that in the s 
consumers mav have understated their expenditures for aleoholic beverages by as m' 
two-thirds Reported expenditures for wine were proportional to the size of 
income for incomes under $5,000. 
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sert wines is probably relatively greater among the high-income groups than the 
low-income groups. Home production of wine, which is tax-free to the extent of 
200 gallons per annum, is utilized more frequently by the lower-income groups. 
Estimated home production of table wines is between 20 and 30 million gallons, 

over two-thirds of the commercial consumption of this type.’ 

Since wine is not included in the Consumers’ Price Index of the Bureau of 
abor Statistics, the proposed tax increase would not affect the level of this in 
dex. The proposal would also have no effect on the parity prices of farm prod 
icts Since wine is not included in the index prices paid by farmers 

B. Impact on producers.—Under the favorable demand conditions resultil 
from the mobilization effort, producers should be in a position to shift most « 
the tax increases forward to consumers The increase in price, nceluding 
may be expected to reduce consumption somewhat 

Despite the tax increases enacted during World War II, the profit 
producers reached very high levels (table 5) The recent high le 
sumption and prices suggest that the profit position of the indust: 
be highly favorable under the mobilization program 


rtd 
ir 4 
¢ 
Ma 


Since the Treasury's program would also raise the taxes on d 

d beer, the proposed tax increase on wine would not be likely to induce con 
sumers to shift to other alcoholic beverages Under the proposals, table wine 
would be taxed less heavily than beer in relation to retail price, including tax 
15 percent compared with 21 percent Similarly, the fortified sweet wines would 
be taxed the equivalent of about 30 percent of retail price, while the tax on dis 
lled spirits would amount to 46 percent of retail price. The imposition of 
gher taxes on distilled spirits and beer requires increasing the taxes on wine 
for competitive reasons. During the past 10 years the increase in consumption 
f dessert wine has been greater than for other alcoholic beverages (table 6 

It is difficult to determine the effect of the proposed tax increase on growers 
of grapes. In the current situation, however, it seems unlikely that growers of 
grapes would suffer hardship if the proposed tax increase were adopted. As 

ted above, the production of wine is currently running at high levels, and the 
lemand for grapes for wine purposes would continue to be strong. Moreover, 
the upward trend in wine consumption should facilitate to some degree any read 
istment that the growers may have to make to the tax 

Another factor which would be helpful to growers in readjusting to the tax is 
the high price currently received for grapes During most of the postwar period, 

‘prices received by growers were substantially below wartime peaks (table 7) 

1950, however, the average price of grapes of $67.90 per ton was almost twice 


td 


alm 
iverage price for 1949. This is the third highest average annual price on 
rd since the repeal of prohibition, being exceeded only by peaks reached in 
and 1946. 
ter allowing for the decrease in wine consumption that might be expected 
the tax increases, the consumption of wine would probably exceed that for 
vear prior to 1950. This would indicate that under average crop expecta 
there would not be an excess of grape supplies for wine. As noted above, 
use of grapes for wine increased in 1950 in order to replenish wine stocks 
the basis of the average proportion of the crop used for wine, a 15 percent 
tion in the wine crush would be equivalent to only a 6 percent reduction in 
grape use In 1949, the most recent year for which data are available, 
it 20 percent of the crop was sold as fresh fruit. The remainder was divided 
xXimately equally between wine and raisins (table 1) However, over the 
decade there has been considerable variation in the division of the grape 
p for these various uses. In the war year 1943, heavy Government purchases 
iisins for export purposes resulted in the use of 55 percent of the grape crop 
raisin purposes, while only 30 percent was used for wine. On the other 
nd, in 1946, over 55 percent of the crop was crushed for wine, compared with 
> percent dried for raisins. The Federal Government over the past 15 years 
en considerable support to the industry through the purchase of raisins, 
grape supplies were excessive. 
outlook for nonwine use of grapes appears to he favorable. The relatively 
ise of grapes as fresh fruit will be supported by the continuation of high 
levels. Under the conditions of world scarcity of food products, the in 
is not likely to experience a curtailment in the demand for 1 
times in the past 


“ISINS as if 


rge | Mehren, Economic Situation and Market Organization 
lustries, Giannini Foundation of Agricultural Economics, May 
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TABLE 1 Sales and utilization of grapes, 1939 AD 
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TABLE 5 Wine producers: Number of corporation returna, com pile ad reece ipts 
income or deficit, and income taxe 8, 1938—47 
[Dollar amounts in millions] 
Return with me ) Tre Retu ns with no 














Year numbs 
Total . Income Potal 
[ s| Numbe : — Net | me . Number 
yp led . alte ‘ compiled 
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‘ t taxes receipt 
1988 ) t S 1 | th es. & 
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1940 i xo ‘~ 1 29 ; 2.0 7 4.7 
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Grapes Production, sales, and average prices received by growers, 
1934-50 


Representative Reed subm 
etary of the Treasury for written reply 


iestion What is your estimate of 


inswer. The estimat 1 revenue for a full ye: 


) 
< 


e estimated for the 1951 is $5.800,.000.000 

iestion What is your imate of the revenue under 

nswer. Estimates concerning the total amount of contracts which would 

ffected by the Renegotiation Act of 1951 during the emergency period of 
pe necessary to prepare estimates of the revenue fl ts of this act are 
ailable 

estion. What is your estimate of the revenue under the E Profits 
wer. The estimated revenue increase for a full ir P operatior 
of income estimated for the calendar year 51 is S38.500.000,000 


estion. What is your estimate of the revenue w r the proposed increas« 


xcise taxes? 
<wer. The estimat i ise in revenue for a \ of operation at 
els of income estimated for the fiscal year 1952 from the excise tax pro 
of the Treasury Department is $3,250,000,000 
nm. What will the total revenue from these four sources amount to so 
ou wish to venture making an estimate? 
wer. The total increase in revenue excluding the revenue under the Re- 
ition Act of 1951 is $12,550,000,000 
e CrHarrMan. We will reconvene at 2 p. n 
\t 12:10 p. m. a recess was taken until 2 p. m. of the same day.) 


AFTERNOON SESSION 


committee reconvened at 2 pp. M™., Lon. Rober 
rman) presiding. 
e CHarrMANn. The committee will be in order 
lerstand it was not convenient for the secretary to come 


this afternoon or tomorrow, and that Assista it Seeretary 


er oe 
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Graham, Mr. Lynch, or some other member of the Treasury staff, 
insofar as they can, will speak for the Secretary. 

Mr. Graham, do you have any statement you would like to ma! 
before questions are asked ? 

Mr. Grauam. No; I do not, Mr. Chairman. 

The Cuamman. Mr. Kean was questioning the Secretary why 
we recessed. 

Mr. Kean. Mr. Assistant Secretary, I want to go back to the shi; 
ping incident that I was talking about while the Secretary was her 
If the Treasury can find some way to stop this kind of tax avoida: 

I think the committee ought to try to help to see whether or not 
can perhaps provide some method of doing so. 

Does a foreign corpor: ation have to do a certain percentage 
its business or all of its business outside of this countr ¥v in order 
be able to avoid taxes on loans such as was done in this case ? 

Mr. Granam. Mr. Lynch will answer that question. 

Mr. Lyncu. So far as the Panamanian situation is concerned, M) 
Kean, with reference to the structure of the tax law, and I am 
referring to the particular transaction or what aspects are in co 
formity with law—but so far as the structure of the law is concerned, 
Panama is a foreign country. 

Mr. Kean. Yes. 

Mr. Lyncn. Under the general structure of the tax law in this 
instance the Panamanian corporation is a foreign corporation and is 
taxable only as to foreign income when that income is repatriated 
the form of dividends to a domestic corporation or to a resident citizen. 
Now, there are other problems in such a case as you mentioned. May 
I say again, that I am not speaking of a particular transaction, because 
I do not think it would be appropriate to do so; but just as a matter 
of generality, we, of course, would be interested in allocation of the 
income in any sort of transaction like that as between the owning 
corporation and leasing corporation. I do not believe it was ever 
represented in that transaction that there had been any Treasury 
rulings on that. 

Mr. Kean. Well, I quoted from the testimony. 

Mr. Lyncu. There was a publicly reported retraction of the stat 
ment that any indication of a ruling had been received from 
‘Treasury. 

Mr. Kean. That is correct. The first statement was that there was 

ruling from the Treasury, and Mr. Casey said that he would 
to remember the name, “I will furnish the name again.” Mr. Cas 

iid that he knew the name, but that “It has escaped me but I 5 
be able to furnish his name.” And later on he said—there was a par' 
of the testimony where his memory was not clear, but you make | 
categorical statement that nobody in the Treasury Department ma 
any ruling on this? 

Mr. Lyncn. Mr. Congressman, my answer is “Yes.” [ made | 
categorical statement, but let me say this by way of understanding 
that of course someone is apt to say that he had a conversation, t! 
is of no consequence whatsoever, so far as tax rulings are conce! 

As you know, there is a well-known proce edure for getting rulin 
to a transaction and as to future questions. As I recall the orig 
testimony, the most that was said was that he talked with some: 
but he said nothing of a ruling on the matter. 
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Mr. Kean. Well a ruling, an informal ruling over the telephone 
may not have the effect of law, but it certainly can be pretty helpful 
to somebody who wants to try-—— 

Mr. Lyncu. I was just referring to the testimony that I] thought 
you were referring to, Mr. Congressman, in your earlier statement. 
Mr. KEAN. I was. But. you did not answer the question that l 


} 
l- 


isked you about whether a foreign corporation doing business in this 
did, that is, pay back its loan to the American insurance company 
without paying any tax ¢ 

Mr. Lyncu. Could I answer that question in thi 


country could do the same ceneral proposition that this corporat on 


s way: Under our 
basic tax structure a foreign corporation—and this Panaman! 


cor- 
oration is a foreign corporation—is not taxable upon its income until 
t is paid to a United States corporation or the resident stockholders 
the United States. Does that answer your question ? 
Mr. Kean. Yes; that answers my question. Now we con 
further suggestion: Suppose | was an officer of a corpo! 
d borrowed a lot of money, realizing as an officer that t 
on would have ! cdifh ult time paving ofl ifs obligat on 
of the 50- or 55 percent corporate tax. Could I transfer 
toa corporation, a foreign corporation, hay Ing that 


Cory 


right alongside the other corporation, and pay off the deb 
not do that ? 

Mr. La NCH, ‘| hat Vv uld be only for Ince me derive d 
outside the country. 

Mr. Kean. That is right. 

Mr. Lyncu. Any corporation, foreign or domestic, 
tax with respect to business done in the United States. 

Mr. Kean. Business can be done outside the country, ever 
the corporation makes a contract to do business for a1 
corporation like in this case, where the Standard QOil ¢ 
corporation, which paid back the money to the Metropo 
Insurance C'o. or to stockholders in he U1 ited states 
words, the whole transaction was handled by having the 

rporation, except for one or two little items; so that the Pa 

rporation appear d and managed to have that approximat 
llion dollars in revenue paid by the corporation to the 
zens without any tax. 

Mr. Lyneu. I do not know about the other ore 
| inderstand if, there was a ce rporatiol whic 


poration which originally acquired the s 


Jersey was the corporation and paid the money to tl 


y 


hip. 
ise or a charter—and I am only going on nev 
Panamanian corporation for operation of 1 
rd transaction comes in, as to the domestic or the 
that again is using the ship. I would not know, 
Mr. Kean. It was in the press that the Standard Oi) 


} 


ule the lease, 

Mr. Lyncu. I see. 
Mr. Ky AN. OF the sh }. and they paid the money to ft] 
poration which in turn paid off the loan. But 


it there might be some different treatment wit] 
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foreign corporation, which while it may be a foreign corporation 
wholly owned, 100 percent, by American stockholders. 

Mr. Lyncu. Yes. 

Mr. Kean. A little different treatment than the tax exemption th 
corporation had where a majority of the stock was owned domestica! |. 
than where the stock may have been owned by natives of anotly 
country. It seems to me that there might be something to think abo 
there, even though there is no doubt a corporation belonging to 
foreign country, because I have no criticism of someone taking lega 
means to avoid tax laws, but I do think that when you find something 
like this corporation, that the matter ought to be considered ver) 
carefully on account of the example it would have for a lot of peo; 
who are going to try to see if they can proceed along the same lin 

Mr. Lyncu. I would like to say, Mr. Congressman that it is px 
fectly within the province of this committee to go into executive d 
cussion to consider the details regarding this particular transactio 
We would be very glad to give the committee information and advicy 
about it. 

Mr. Kean. But the Treasury has been looking into this problem ? 

Mr. Lyncu. Yes. 

Mr. Kean. Mr. Secretary, on the proposition which has been m« 
tioned, the pay-as-we-go theory, to which I am a believer, that 
the subject of inflation: When Mr. Johnston was here before t 
committee, Mr. Johnston said that as far as inflation was concern 
he thought the only necessity for our committee to raise taxes vy 
sufficient to balance the cash budget. That is, as I understand it, abo 
$4 billion less than the statutory budget. I have some problem wit 
that thought. on account of the fact. that according to the Secretary 
testimony, the spending will go up in the 1952 fiscal year and the pea 
spending will be in the 1953 fiseal year, and we may have a long per 
of 10 or 15 years when the peak would be down some but would st 
be far above the past—very high; but in comparison with peak figur 
it may be down somewhat. I was wondering what the Treasury’ 
feeling is with reference to this subject of inflation and the impact o 
the unbalanced budget, toward the thought that if we balance t 
cash budget it would be sufficient for that purpose. 

Mr. Lyncu. First, I wonder if you will indulge me to ask one « 
the staff members to point out exactly what is the difference betwe: 
the cash and the conventional budget. 

Mr. Kran. Yes. 

Mr. Mayo. The chief difference between the cash budget and tly 
conventional budget is a difference associated with the accumu! 
tions in the various trust funds of the Federal Government. For ex 
ample, in connection with the President’s budget message of Janua: 
it was estimated that there would be a cash surplus in the current 
fiscal year—that is, the year ending this June 30—of approximate! 
$200 million. That compared with a figure of $2.7 billion for 1 
budget deficit. That is about a $3 billion difference. Practically 
of that difference may be associated with the fact that the vario 
trust funds administered by the Federal Government, such as t! 
old-age trust fund, the various veterans’ insurance funds, the civ 
service retirement fund, the unemployment trust fund, and so fort 
are, on net balance, accumulating money. In other words, their b 
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fits are not as high as their current incomes. Those accumulations, 
however, are invested in Federal securities. 

The size of the budget deficit is the fact which is predominant in 
determining whether there is to be an increase in the debt of the 
United States Government or a decrease in the debt of the United 
States Government. There will be an increase in the debt even if we 
have a balance in the cash budget, simply because those trust fund 
nvestments are obligations of the Federal Government which we 
ave to consider as legitimate obligations. 

That is the main point in the difference between those two concepts. 

Mr. Kean. That is the correct information as I get it, but very well 
expressed. 

Mr. Lyncnu. This brings out the fact that the difference between the 

nventional budget and the cash budget, if it is in favor of the cash 
udget, represents only funds which are already committed to meet 
future obligations. It re prese nts an to the comm budget on ly the differ- 

e of how much you receive as a government from the pub lic Ina 

ven vear and how much the Government will pay out in a given 
ear. For that reason, it does not purport to give a record as to the 
extent of the obligations, fe all of those funds in the trust funds 
re to meet definite forward future obligations. For that reason, it 
would seem that in formulating fiscal policy and the requirements 
ot taxes, it would be preferable to use the conventional budget rather 

in the cash budget. 

Mr. Kean. I agree with you that it is justifiable, but in a period of 

year or two of very peak spending, when the cry is so strong and 

reason for the necessity of balancing the budget and payin 

ou go Is to prevent further inflation, I do not think the $3 bil 

we did not balance that part, would in any way cause 1a 
ecause the Government would be spt nding less than it was taken in. 

hat not correct ¢ 

Mr. Lyncu. It is a question of whether you just want to balance 

at the Government takes in against what it pays out in that year, 
without regard to what its obligations are to pay out in the future out 

f the very same funds that you are taking in that year. 

Mr. Kean. Of course, the Treasury is perfectly right in wanting 
to balance what you call the conventional budget, but I say in our 

ruggles to try to get sufficient revenue without too much injuring 

e economy. And as you probably have heard, everybody who came 

objected to every tax that was going to be imposed and said that 

iid ruin the economy, except the ordinary personal income tax- 
1’, who.is not organized. But everybody else came in with that 
ement, and I was wondering if there are any difliculties as to 
ther for that additional $3,000.000,000—I thought it was $4.000.- 

0,000, but you say it 1s $3,000,000,000—it would be absolutely neces- 

that we balance that part from the point of view of inflation 
ther that, although you want to balance the budget, from the point 
view of inflation, except that it is better for the whole inflationary 
f we had an income of SS ».000,000,000 or SLO.000.000,000 vreater 


c. 


the outgo, otherwise it is not absolute ly necessary. 

w. figuring the amount of revenue and the amount of expendi 
of the Government—and Mr. Reed touched on this a little this 
ne—did the Secretary vive any consideration to the fact that 


79120—51—pt. 3 S4 
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there are certain items which are included in the budget which it is 
perfectly evident the Congress is not going to adopt? For instance, 
there were a couple of billion dollars, T believe, for certain new pro- 

visions—a start on socialized medicine and a few other things—that 
were in the budget that are just not going to be done. Did the Secre 
tary give any consideration to that ? 

Mr. Lyncu. I would like to answer that question by referring to 
what the Secretary said this morning. 

Mr. Kean. Well, he did not make a definite statement. 

Mr. Lynen. He said that on the whole there is a reasonable basi 
for expecting that the amount of revenue that is asked for here, th 
$10,000,000,000, will be needed when all the appropriations are made. 

Mr. Kean. And you say if he did give any consideration, the proba 
bility is that certain of those items would not be made? 

Mr. Lyncu. He felt that on the basis of experience, history, and 
probability of changing developments the only prudent course was to 
assume that the S10 billion program would be needed. 

Mr. Kean. I notice the Secretary suggested making the capital 
gains tax retroactive to January 1. How would you handle in that 
case the question of increasing to 12 months the holding period? 
Would people who had sought to make short-term transactions be 
found to have long-term transactions or what? How could you handle 
that ¢ 

Mr. Granam. As I understand your question, the proposal is to in- 
crease it from 6 months to 12 months. 

Mr. Kean. Yes. 

Mr. Grauam. And how would that affect the revenue? 

Mr. Kean. How would you handle that? People who thought they 
were making short-term transactions might be found to have made 
long-term transactions. Would you go to a long- from a short-term 
transaction ¢ 

Mr. Granam. Your question, I think, is addressed to the question 
of making that effective as of January 1, 1951, for transactions that 
have already taken place. 

Kran. Yes. Say a man sold certain items in January and 
thought they were capital gains because he held them over a period 
of 6 months, and he would suddenly find perhaps that they were not 
capital gains on account of the fact that now you say the holding 
period is 12 months. How would that holding period fit in; whe 
would you make the change with reference to him ¢ 

Mr. Granam. The Secretary’s reference to January 1, 1951, was 
for revenue estimating purposes. He pointed out that the full year 
revenue effect of the proposal would amount to $385 million. 

Mr. Kean. Every time he talked about capital gains, he kept going 
back to January 1, and I took for granted what he meant was that the 
recommendation of the Treasury would be to go back. 

Mr. Granam. That was for estimating purposes only. It is a 
technical matter, but if we made it effective as of June 30, it will affect 
the revenue differently than if you made it effective April 1, for 
example. 

Mr. Kran. That covers the point, perhaps, that he did not want to 
do what I think would be extraordinarily unfair, to make a retroactive 
tax on that kind of a decision. But it still leaves open the question 
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n the case, Say, that we do make it July 1 and we do increase the 
olding period from 6 months to lv months, of how you are going Lo 
work out the time when that holding period starts and determine the 
effect? Do you get what I am trying to get at‘ 

Mr. GranaAm. That would depend on when the Congress made it 
effective. The date would affect the revenue for 

Mr. Kean. For instance, say it was effective on July 1 a 

reased the holding period to 12 months at that time. That would 
nean that everybody who sold after July | would not have a capital 
gain unless it was bought before July 1 of last year / 

Mr. Granam. Yes, a long-term gain. 

Mr. Kean. One more thing, and that is going just to 
some of the testimony from the industries which came | 
s this question of sew ng machines, You recomnit 
‘ical sewing machines. You know that Great Bri 
ist war specifically allowed sewing machines to be built it] 
material on account of the fact they figured the making of clothes 

ome in the first piace hel} ed to vive more Manpower lo the country 
nd, in the second place, was a saving for the lower income group. I 
hecked up with the Singer Sew ing Machine Co. they hap] en to have 
i. large factory in New Jersey and tl e\ told me that out of their 
production of sewing machines, | thir k the fivure Was that one-lhi lf 
million sewing machines went into the home, were hot used 
factories, and only approximately 140,000 of their machines were 
kind of machines that were used in factories. It cloes seem to me that 
ne taxing of some thing which Is Slit h a benefit to the lowe Lncome 
group and which does save manpower is a poor tax to recommend. 
Do you have any comment on that ¢ 

Mr. Lyncu. I think the basis for including sewing machines w 
it if seemed to fall within the veneral category of household con- 

mer durable goods, that were recommended in other cl 
may be shades of ditter¢ nce as bet weel different Ones, sucl 
ors and various kinds of electrical and gas appliances, but it not 


t 


seem to us that there was a sufli lent difference to warrantt 


issSes, There 


as refrigera 


sewing machines. 
Mr. Kean. And the only reason vou suggested it w 


wht r machine was another item of durab 


‘ 


I 


I 

the sewi 

Mr. Lynen. In a period of this kind, when mate 
pply, if seemed apy ropriate to 1M li de them with 


I imework. 
Mir. Ky an. | thought the theory that the tax was be 
prevent the use of materials in short supply was 
e moment, and I thought that was justified as it 
ad not set up all of these allocation bureaus and 
to protect materials in short supply. 
Mr. Lyncu. You may have seen Mr. Wilson’s statement of this 
rning—I do not have it before me, and I would not purport to 
mpt to quote him exactly. It is my recollection that he said that 
th the defense program being launched as it is and accelerated as 
it won’t be long before the effects of the diversion of certain 
terials to the mounting defense needs will be substanti 
Mr. KEAN. And in Spite of Mr. Wilson’s power al th }) 
| the organizations he has, the Treasury feels we should 
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the taxing department of the Government to help conserve thos 
materials? 

Mr. Lyncn. We think that is one factor to be considered and, o; 
balance, it is a significant factor. I would not want to say that thy 
sole criterion is whether you can use taxes as a rationing method. | 
vould not want to leave that impression at all. One of the considera 
tions is whether or not the articles are essential. 

Another consideration is the extent to which we expect an increas: 
in the demands for materials that will probably be scarce. 

Mr. Kean. And probably more use of the same materials would | 
made if children’s dresses were made in the factories and were not 
made in the homes. 

Mr. Lyncn. I could not answer that, Mr. Congressman. You ma 
know far more than I do about it. I suppose that it depends to 
considerable extent upon the condition as to the supply of goods, ma 
terials, and dresses. I mean both the supply of the basic fabric an 
the supply of the manufactured product. It is my impression that 
currently the supply is not in bad shape. 

Mr. Kean. I mean the machines for making the supply. 

Mr. Lyncu. Yes. 

Mr. Kean. Thank you. 

Mr. Evernartrer. Has the Treasury been watching the workings 
of the accelerated amortization plan? 

Mr. Lyncu. We get reports on it. The Bureau of Internal Reve 
nue receives current reports in connection with its administration. 

As you know, Congressman, the Treasury Department has no juris 
diction, and designedly so, under the act for saying whether or not 
any particular facility is essential and as to whether any facility 
should be given a certificate of necessity or as to what the percentave 
of certification should be. The Treasury Department comes into the 
picture only when a certificate is granted, and then that is trans- 
mitted to the Bureau of Internal Revenue, and then the taxpayer files 
his tax return on the basis of accelerated depreciation. 

Mr. Eseruarter. Now, that accelerated depreciation is going 
have quite an effect on the revenue amount ? 

Mr. Lyneu. It will have an effect ; yes. 

Mr. Evernarrer. I mean quite an effect. 

Mr. Lyncu. Yes; I know the committee had the information befor 
it recently, that some $3.5 billion of facilities were covered by certifi 
cates—and the average rate is about 72.5 percent; that means that a: 
to those articles they can take depreciation at 20 percent a year instea 
of what the conventional depreciation rate would be. 

Mr. Enernarrer. So that this accelerated depreciation to a conce: 
engaged in the national production of what the administration dee: 
essential for defense purposes would mean a tremendous saving 
taxes, provided that shortly after the emergency period is over 
can reduce the rates on corporations? 

Mr. Lynecn. That is correct. 

Mr. Enernarrer. And I assume you have not yet arrived at th 
point where you can make any estimate as to how much revenue W 
be lost by reason of this accelerated depreciation ? 

Mr. Lyncn. No; we have not, because the only information we hav 
relates to the certificates which have been granted already; we ha\ 
no idea what will be done in the future. 
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Mr. Esernartrer. Some of the members of the committee, Mr. 
Lyne h, are very much concerned about the rapid rate of issuance of 
these certificates, amounting in the first 4 or 6 months, since they 
started to issue them in October, to already over $3 billion, and dur- 
ing the entire period of World War II there were only about $10 
billion. 

Mr. Lyncn. About $7.5 billion, I understand, during World War IL. 

Mr. Esernarrer. And I am very much concerned about the issuance 
of these certificates on any activity that is not absolutely eanennenn, 
because of the revenue effect. It may be just another loophole for the 
escape of big taxpayers who are making mone vy out of the defense 
program. But you have no veto power over the issuance of them ¢ 

Mr. Lyncu. We have none. And I would like to say designedly 
so and properly so within the orient: ation of responsibility of the Gov- 
ernment for the defense program, because, as you know, the defense 
effort is properly in the hands of people other than the Treasury 
Department. 

Mr. Enernarter. Have you watched the operation of the excess- 
profits tax? 

Mr. LYNCH. We hi ive, Ves; and we hope to have more information, 
after we have had an op portunity to go over and examine the re- 
turns. It is early yet. 

Mr. EBERHARTER. You have not as vet arrived at any conclusion 
is to whether there are any big loopholes in the excess-profits tax, 

Mr. Lynen. As the Secretary said when he was up here on February 
5, we plan to make a survey of that when the 1950 tax returns are 
ivailable, and to present the information to the committee. ‘That 
s some months ahead. 

Mr. Esxernarrer. I am very much concerned about the rapid amor 
tization program and concerned about the excess profits tax law, 
and also concerned about the Renegotiation Act passed by the Con 
gress on the recommendation of this committee. Have vou looked 
nto the operation of the technical terms of the Renegotiation Act, 
ISO ¢ 

Mr. Lyncn. Yes. We are familiar with it. That is all. 

Mr. Esernarrer. You think the Treasury will be prepared to say 

hether there are any loopholes in that act ? 

Mr. Lyncu. We certainly would want to take advantage ot any 
opportunity to review its effects. Renegotiation, as you know, has 
usually been presented to this committee on the basis of its close 
elationship to the procurement function of the principal military 
procurement agencies, and I think the committee has usually been 

sposed to view it in that light and to get its current information 
from the procurement agencies that are administering it. We would 
be glad to get any information we can and to be as helpful to the 

nmittee as possible. 

Mr. Evernarrer. I am just wondering if we could not avoid the 

ssing of any new tax measures if we had a really tight excess 
profits tax law, a really tight Renegotiation Act, and less loopholes 

the accelerated amortization act; if those three things together 
ght not bring in enough additional revenue that we would not 
ve to raise the corporation rates or raise the income-tax rates or 

any excise-tax law. That is what I am interested in, Mr. Lynch. 
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I know it is rather early for the Treasury to give us any speci! 
recommendations on those things, but I do hope you will look ini 

that phase of it. I think it is very important, because you kno\ 
what the public reaction is going to be and what the reaction o| 
Congress might be to a lot of loopholes in those three particular act 

Mr. Lynxcu. We very definitely plan to give close attention to tly 
excess-profits tax. In view of the fact that it was just enacted 
the closing days of the last Congress and occupied the attention o! 
this committee right up to the closing day, we thought we wou 
best serve the committee if we viewed the tax in its actual operatic 
and then came before the committee with the benefit of actual, factua 
studies of the tax. 

Mr. Eeveruarrer. The Treasury would be better off, of course, 
we passed a tax bill now raising $10,000,000,000, and afterwar 
you were able to come in here and say, “Here are some loopho) 
which, if closed, might raise $3,000,000,000 or $4,000,000,000 more.” 

Mr. Lyxcu. I was thinking of the equity standpoint. IL know this 
committee is as anxious as can be to ease the impact of the tax bi 
upon the various classes of taxpayers. various groups of people, and 
I know that from that standpoint the committee will be intereste 
in the operation of the excess-profits tax. 

Mr. Eeernarrer. Thank you very much, Mr. Lynch. 

Mr. Mason. Mr. Graham, my sympathy goes out to the Treasury 
today and to the staff of the Treasury, because we now have a ca: 
balance in the Treasury rather than an anticipated deficit, and y 
people are up here to try to explain or justify or alibi the fact that 
is a cash balance instead of a deficit, and that change in the situatio 
has simply come about by an overestimate on your part of expenditur 
that would be made of about $3 billion and an underestimate 
your part of the receipts that would come in to above $2.75 billion 
And se, with that change in the picture and in view of the chang 
situation, you say we won't bother with the $6,000,000,000 addition 
we were thinking about; we will put that off until next year: b 
we still want that $10,000,000.000 first bite, and we want that in a 
hurry, and we do not want any delay in getting it, and we do 1 
want you fellows to wait until after the Congress cuts down on 1 
asked-for expenditures covered in the President’s budget. But if 1 
committee and this Congress drags along and goes on a sit -<lown str 
until, say, September or October, until we know what the expenditures 
are going to be and there is no guess about it and we will know thi 
we will say, that foreign aid, instead of being about $7.5 billion. w 
be $4,000,000,000 or $5,000,000,000 and what this and this and this w 
be and that the total amount of reduction in the President’s asked-f: 
budget will be $6,000,000,000 or S7.000,000,000, maybe we would 
have to have any tax increase, or maybe we would only have to hav: 
$33,000,000,000 or a $4,000,000,000 tax increase. Would not that b 


very fine thing to go to the country with? 

Mr. Granam. I think the Secretary summed it up quite well t! 
morning in his statement, and I will quote him here. He said, “I « 
not emphasize too strongly, however, that the current budget sur] 
is temporary and that we must guard against the unwarranted 
clusion that it will be maintained in the future.” 
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Mr. Mason. And I would add to that by saving that I would Say 
we cannot guard too strongly against the fact that maybe there 1s 
some overestimating and some underestimating of the cut that the 
Congress 1s In the mood to make. And our mail. Mr. Secretary, is 10 
times as much now as it ever was on the basis of economy, and some of 
us are going to be guided by that mail rather than by the Secretary's 
recommendations. 

Now I asked when you were up here in February for an estimate of 
the amount of revenue that would come in if my bill, H. R. 240, was 
passed as introduced. As I remember, I was promised that estimate, 
but I have not seen it. I do not know whether it was put in the 
record, because | have not seen the record, hut | would like to have 
it now if you have it available. 

Mr. Lyncu. Let me s iV, first, that we are voing to adopt Congress 
man Kean’s suggestion and send copies of the materials we insert 


nto the record to those committee members who reque sted it. 
That was on H. R. 2404 

Mr. Mason. Yes. 

Mr. Lyncen. May I read this? 

Mr. Mason. Yes. 

Mr. Lynen. | 


I 
ind to sharehold rs by | ulding and loan associations ure treated as 


imounts paid to depos tors by mutual savings banks 


; 
payments of interest and therefore deductible in arriving at taxable 
net income, It 1s estimated that H. R. 240 would result in an increase 


of revenue of $3825 million. If such payments by mutual saving 
banks and build ngeand loan associations are treated as dividends pa d 
rather than as interest and are not deductible in arriving at taxable 

come, the estimated revenue increase attributable to H. R. 240 is 
S650 millior Ph: on the basis of levels of income estimated for 

e calendar veal 195] 

Mr. Mason. Of course, my bill covers many other things besides 

itual savings banks and building and loan associations. What 
/ ‘They are also covered in H. R. 240. IT was inter 
( ted 7 the total rece pts rather than the receipts by items, 

Mr. Lyncnu. The estimates I have given you cover total receipts 
from vour bill on two different premises. 

Mr. Mason. H. R. 240 covers all presently untaxed organizations. 

Mr. Lyncn. This is our estimate of all that is covered by H. R. 240, 

t we have presented it on two different bases. 

Mr. Mason. That is an estimate on H R. 240 asa whole ¢ 

Mr. Lynen. That is right. 

Mr. Mason. My next question is this: Roswell Magill, former 
Under Secretary. and Joe O’Connell, former general counsel for the 
Treasury, both have stated that the exclusion of patronage dividends 
rom the taxable income of co ops under e@XIsting Treasury rulings Is 

onsistent and unwarranted. That is their opinion. Is there any 

opinion as that in the Treasury at the present time? 

Mr. Lyncn. Under present law? 

Mr. Mason. Yes 

Mr. Lyncn. No, Mr. Congressman. 

Mr. Mason. Well, they seem to think Treasury rulings have opened 

he most of thes loopholes, as they are called. rather than the 
ent law. 


pout the co ops 


‘ 








2858 REVENUE REVISION OF 1951 


Mr. Lynxcu. I would be glad to present a memorandum to you on 
that. Iam quite sure there have been court decisions. In addition, 
I think that our rulings are in accord with what this committee, a- 
the committee that has primary jurisdiction over tax matters, h 
understood for many years when we came back here reporting to the 
committee as to what the effects of the tax laws are. 

Mr. Mason. Well, I have very carefully gone through a paper by 
Roswell Magill explaining the whole situation, and he seems to think 
that 80 to 90 percent of the trouble and our loss of revenue throug! 
loopholes in connection with co-ops is the result of Treasury rulings 
rather than a result of legislation. 

Mr. Lyncu. I am quite sure that the action taken by the Treasury 
is in accord with the proper interpretation of existing law, and ji, 
accordance with the legislative history and court decisions. 

Mr. Mason. I would like to have that memorandum if I may, be 
cause I want to weigh one against the other. I realize that lawyer: 
disagree on interpretations, and so forth, and I would like to have t! 


memorandum. 
Mr. Lyncu. We will be glad to supply you with it. 
(The matter referred to 1s as follows:) 


MEMORANDUM 
CURRENT TAX TREATMENT OF PATRONAGE DIVIDENDS 


A taxable cooperative is a cooperative other than a farm cooperative speci! 
cally exempt from income tax under section 101 (12) of the Internal Revenue 
Code. It is subject to the corporate tax. However if a cooperative has agreed at 
the time of any sale to or purchase from its patrons to allocate or return to 
them any net proceeds of the current year in proportion to patronage, it can co 
pute its tax only on the amount of its net proceeds which have not been so a! 
cated or returned as “patronage dividends.” It should be noted that, if only 
members of the cooperative may receive patronage dividends, the cooperatiy 
may not omit from gross income the portion of any distributions to members 
which represents profits from dealings with nonmembers. 

This treatment of patronage dividends has been a long-established practice 
the Bureau of Internal Revenue. Such treatment, at the time of its adopt 
was based on the theory that amounts allocated or returned as patronage di\ 
dends represented a reduction in cost to the patron of goods purchased by hi 
through the cooperative or an additional consideration due the patron for goods 
sold by him through the cooperative. 

One of the earliest Bureau rulings on the matter was under the Revenue Ac! 
of 1913. That act extempted from the income tax mutual savings banks ! 
having any capital stock represented by shares. However, it prescribed a rather 
different treatment for mutual fire insurance companies whose members made 
premium deposits to provide for losses and expenses. These insurance « 
panies were not required to include in taxable income any portion of the pre 
miums returned to their policyholders as so-called policy dividends. Inco 
from other sources and premium payments retained by these companies for 
purposes other than the payment of losses and expenses and reinsurance | 
serves were, however, taxable. The Treasury by analogy adopted in 1914 as 
lar rule for farm cooperative associations which were not eligible for exemp 
tion under the 1913 act and permitted them to exclude patronage dividends fr 
gross income. (See T. D. 1996.) The Regulations under the 1916 act, | 
those under the 1913 act, provided that any cooperative association which cou 
not qualify for the statutory exemption of farm cooperatives because it did ! 
as then required by the statute, act strictly as agent but purchased produce 
from members with a view toward selling it for gain, might nevertheless « 
clude from gross income all amounts paid to members on the basis of quan! 
of goods handled for them. 

Treasury rulings consistent with the above have been issued during that period 
until the present time. Examples are T. D. 2737 (1918), IT 1499 (1922), IT | 


e 
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(1923), GCM 12393 (1933), GCM 17895 (1937). The present tax treatment of 
patronage dividends thus represents a long-established administrative practice. 
This practice has been recognized by the Courts as valid. Examples of recent 
decisions are Associated Grocers of Alabama yv. Willingham, 77 F. Supp. 990; 
Pe ople s Gin Company vy. Comm’r, 118 F. (2d) 72; and Fountain City Co-op Cream 
eru Association v. Comm’r, 172 F. (2d) 666 In an opinion which exhaustively 
reviews the administrative and judicial precedents in the matter, the District 
Court for the Northern District of lowa concluded: “This practice * * * has 
en recognized and approved by the courts” (86 F. Supp. 201, 238) That court 
also specifically held 
‘1. That the Treasury Department rulings providing that under certain con 
ditions a cooperative may exclude from its gross income for federal income tax 
rposes amounts allocated as patronage dividends are not so unreasonable or 
plainly inconsistent with the Internal Revenue Code as not to be followed” 
ip. 237) 

Moreover, it does not seem unimportant that during this long period of 
terrupted administrative practice, the Congress has not changed the ru 
gisiation, even though during a period of over 50 years it has often reenact 
rious revenue acts It has been indicated by the Supreme Court that where 
ere has been a contemporaneous administrative construction of a congressional 
tment followed by long-continued administrative practice reenact 
unts to an implied levislative recognition and approval of the exec 

nstruction of the statute (National Lead Co. v. U. S., 252 U.S. 140) 


Mr. Mason. That is all, Mr. Chairman. 
The CHarmman. Mr. Granger. 
Mr. Grancer. Mr. Secretary, it seems to me that you are going to 
ve a hard job pleas ne the members of this committee. It seems 
it some of the members are disturbed because you reported t 

we might possibly balance the budget. As a matter of fact, as I read 


e'] reasury’s sheets. it shows since the first of the veal there has been 
, 


surplus of somewhere around $5 billion, has there not, cash surplus 


Mr. Lyncn. At the present time. Of course, the 

ections come in aroul a Mar h 15, and there isa surph : 

Mr. Grancer. What is it today? 

Mr. Lyncnu. The latest daily statement shows t! 

fiscal year surplus to date is $5,394,657,393.18. 

Mr. REED. How many cents / 

Mr. Lyncn. 18 cents. 

Mr. Grancer. What isthe 18 cents for, I wonder / 

Mr. Lyncn. It is the exact statement. Mr. Congressman, 
isury daily statement. 

Mr. Reep. That is going to cheer the American people. 

Mr. Lyncn. That is as of March 29, 1951. 

Mr. Grancer. It certainly cheers me, and I think it will cheer the 

A erican people, and I think all of us ought to be cheered by the fact 
it there is a probability of a surplus, but I think the Secretary was 
in saying that no one can tell what the conditions might be 60 

1) days from now. 

Now. I want to come back to the question which was previol sly 
d., of the additional tax on tobacco crowers., Duy Ing the hear Ings 
nk we did not have anyone before the committee except farmers 
vere concerned Ww ith the increase 11 the tax o1 clare ttes and the 
ease in farm income. As I remember it thev were the only ones 
eemed to have any interest in the tax on tobacco. Do you have 

alas to the possible effect that the tax on tobacco might have on 
producer ? 

LYNCH. We have considered that. Mr. Conere ssman. The est}- 

that are preset nted here as to vield do make some allowance 
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for a small decrease in consumption. I am sure you recall that ad 
tional sales taxes have been imposed in the past, and that on 1 
whole, the sales in the cigarette industry have held up very well. 

Mr. Grancer. I think, in that connection, you must have the answe: 
to it, if it can be had, as to whether or not an increase in the 
would decrease the consumption and thereby decrease the farme: 
income. We havea very wide variation in taxes as between the Stat 
from 7 cents in North Carolina and Kentucky to 18 cents in Louisiai 

Is there not some study that could be made to ascertain whethe1 
not where these excessively high prices ure it actually does decre 
the consumption in those areas? 

Mr. Lyncn. Yes; I am sure that consumption figures are availa! 
From the over-all picture it appears to us that with the type of 
roposed here as to cigarettes, the diminution in sales will 
We could give you the information we have on that, Mr. C 


crease 
small. 
vressman.,. 
Mr. Grincer. I would like to see those studies. 
(The matter referred to is as follows:) 
of small cigarettes, income, price of cigarettes, and ¢ 
1929-50 


As shown in the above tabulation an increase of about 140 percent 
capita consumption of cigarettes has occurred since 1929 in spite of ao! 
increase in the price of cigaftettes. The increase in nonfarm dis] 

ome in the same period was approximately the same as in consumptio! 
Since 1941 consumption has increased approximately 60 percent cespite 
In this period, nonfarm disposable income in 


increase of 35 percent, 

about 120 percent. 
These data are part of a more complex 

ty f cigarette consumption with respect to cigarette 


analysis which indicates th 
elastici prices is pr 


quite small 
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Mr. Grancer. Now, on wine, I remember the testimony of the grape 
crowers, and I think some of the industry on wine, and it seemed to 
ie that there was some indication that your reconnmendations were 
way out of line in that particular. Would you mind making a 
estudy of that situation / 

Mr. Ly NCH, We will be glad to, Mr. Congressmal : 

As I say, inevery one of these proposals that we have made there was 
onsideration as to the effect that the increase would have on sales. 

Now, I might say as a generality that it is our judgment that the 
statements made were quite inflated. I do not mean that they were 


ol made sincerely and in cood faith, but our judgment aus to the 


egree to which sales would diminish is very much different from 
at of other perso! ~ who appeared before the committee, 
Mr. (FRANGI R. Now. | noticed this morning the Secret ivy Was anx 


ous to have his est mates of revenue and of thre actual revenues that 


id been collected over the last 10 years stated. I would like to have 
ou read that statement. I understood that somebody had it here. 
Mr. Lyn Il, Yes: we have it here, and if you would like to have it 
the re ord we shall be vlad to read it. 

Mr. Grancer. I would like to have it read. 

Mr. Leanrey. How many years back? 

Mr. Grancer. Give it back to 1940 or 1941. That would be all 
oht. 

Mr. Li \HEY. We prepared two estimates of receipts, one of the 


} 


ar year, and one of the far year. For instance, in December 1950 we 


ike an estimate for the fiscal year 1952, and that would be the far 

ear estimate. At the same time we make an estimate for the year 
rently in progress, for 1951. I will read starting with the fiscal 

ear 1941. These estimates show the total budget receipts. They 

o not take into consideration any changes in laws wl! ire pass 

fter the time of the estimate and before the receipt oft the revente 

In 1941 the actual revenue was $8,269,000,000. The receipts ex 


eecled the short term estimate by 5 percent. 

Mr. Jenkins. I thought you were going to give them by yea 
y vou have two kinds of figures. Why do you not give us those 
res‘ The percentages do not mean much to us right now. 
Mr. Leaney. I thought the percentages might be more pert 
suse of the char ve in the level of receipts. In other words, 


pts in the far vear 1952 are estimated at more than S50 billion 


nent 


tie 


A ~ 


Mr. Granerr. What I asked was your estimate for a certain period, 


the fiscal year ol the calendar year, and what was pre duced n 
venue, 
Mr. Leaney. Our first estimate for the fiscal year 1941 was $6,151,- 
OOO. 


Mr. Jenkins. And you produced $8,000,000,000 ? 

Mr. Leanry. $8.269.000.000. 

Mr. Jenkins. That is for 1941? 

Mr. Leaney. Do you want just the long-term estimates ¢ 

Mr. Jenkins. Yes. 

Mr. Leaney. In 1942 we estimated the receipts would be 38,972,- 
00, and the actual receipts were $15,668,000,000. Of course in 
paring these estimates it should be remembered that there are 
ficant change sin the law that took place after the time of mak ng 
stimate which materially affected the actual receipts. 
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Mr. Reep. What was the nature of those changes ? 

Mr. Leanry. Increases in taxes. 

Mr. Reep. All right. 

Mr. Leauey. In 1943 we estimated the receipts would be $17.8): 
000,000. The actual receipts were $23,385,000,000. 

ae. 1944, and these are all fiscal year figures, the estimate y 

407,000,000, and the actual rec eipts were $45,408,000,000. 

as the fiscal vear 1945 the estimate was $45,425,000,000, and ¢! 
actual receipts for 1945 were $47,740,000,000. 

In 1946 the estimated receipts were $42,855,000,000, and the act: 
receipts were $44,239,000.000. 

In 1947 we estimated the receipts would be $32,939,000,000, and | 
actual receipts were $44,703,000,000. 

In 1948 the estimated receipts were $39,339,000,000, and the act 
receipts were $46,362,000,000. 

In 1949 the estimated receipts were $46,149,000,000, and the actua! 
receipts were $42,774,000,000. 

In 1950 the estimated receipts were $45,421,000,000, and the actu 
receipts were $41,311,000,000. Those aré all estimates which we . 
the fi 1. -year estimates. 

Mr. Grancer. Of course, when you have a change in the law, eit! 
an increase or a decrease in taxes, that raises havoe with estimates 

Mr. Leaney. That would affect all of these estimates. I can rea 
the current year’s estimate if you would like to have it. 

Mr. Grancer. What is that? 

Mr. Leanry. That is the estimate we make for the current fi 
vear. For example, in December 1950 we made an estimate fo: 
fiscal year 1951. 

Mr. Mason. If I may interrupt, what is that new estimate ? 

Mr. Grancer. Just a minute, please. 

Now, if you made your estimates now and with the increased tax: 
of course, that would change the figures considerably, would it 

Mr. Leanry. Yes, sir. 

Mr. Grancer. Of course, you would have more money than 
estimated you would have ¢ 

Mr. Leauey. Yes, sir. 

Mr. Grancer. And that is true in several cases here when we |i: 
made a change in the law ? 

Mr. Leaney. Yes, sir; that is correct. 

Mr. Grancer. Did you want anything more on that, Mr. Reed / 

Mr. Reep. What isthe 1951 estimate ? 

Mr. Grancer. Do we not have it for 1951 ? 

Mr. Leanury. No, these are all actual receipts. 

Mr. Grancer. Following what Mr. Eberharter was saying al 
the $3 billion where certificates have been issued, I have observed t! 
that does not necessarily mean that that much money has be 
expended, does it, or that it will be expended? I get inquiries al 
that every day. They have a certificate or they might get stuff ar 
will not buy it. 

Mr. Lyxen. That is correct. A certificate is ordinarily obta 
in advance of the beginning of a project, and I suppose there are « 
of the ordinary vicissitudes involved as to whether they can fina 
the project or get the materials, and whether they decide to go 
ward with the project. 
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Mr. Granocer. That is all; thank you, Mr. Chairman. 
The Cuarrman. Mr. Simpson. 
Mr. Simpson. I am interested in those figures that were just given 
Mr. Lynch, when the Secretary of the Treasury comes before 
this committee usually in January or February of each year, is that 
the figure which appears in the first column, for 1942, $8.9 billions, 
und so forth, is that figure which he gives us at that time, the original 
estimate ¢ 
Mr. Lyncu. That is correct. 
Mr. Simpson. And the other column shows the actual dollars 
ollected throughout the fiscal year ¢ 
Mr. Lynen. That is correct, and there may be a substantial differ- 
ence in the figures between the early long-term estimate and what was 
ictually collected. The actual collections may reflect substantial 
changes in the law. 
Mr. Stmpson. In each of those years from 1941 through 1950 was 
there a new law passed which accounted for a part of the increase / 
Mr. Lyncu. In 1941 and 1942 and 1943 and 1944 the Congress was 
the tax-increasing business constantly. ‘Taxes were being raised 
during the World War II period, and these are quite long-term esti 
mates we have given you. I wonder if it would be helpful if we 
could present a further breakdown of that ? 
Mr. Simpson. Yes. Of course, there was a reduction law passed in 
1945. Did that result in reduced revenue ? 
(The following information was later furnished :) 
Listed below is a tabulation of the major revenue acts affecting the far year 
estimates of receipts for the fiscal years 1941-50: 
Resulted in an increase in receipts 
Revenue Act of 1940 approved June 25, 1940. 
Second Revenue Act of 1940 approved October 8, 1940. 
Revenue Act of 1941 approved September 20, 1941. 
Revenue Act of 1942 approved October 21, 1942 
Current Tax Payment Act of 1943 approved June 9, 1943. 
Revenue Act of 1945 passed February 25, 1944. 
Resulted in a small decrease in receipts 
Individual Income Tax Act of 1944 approved May 29, 1944. 
sulted in a decrease in receipts 
Tax Adjustment Act of 1945 approved July 31, 1945. 
Revenue Act of 1945 approved November 8, 1945. 
Excise Tax Act of 1947 approved March 11, 1947. 
Kevenue Act of 1948 passed April 2, 1948. 
Mr. Lynen. Well, of course, in 1949 we show that the estimate of 
6,149,000,000 gives rec eipts of $42.774.000.000. 
Mr. Simpson. Was that the first year that tax law was in effect / 
Mr. Lynen. It is the first fiseal year impact of the Revenue Act of 


~ 


~~ 


Mr. Simpson. We passed two tax-reduction laws: one took off the 
excess profits, and something back in 1945. 

Mr. Lynen. That is right. As I understand it, the excess profits 
was terminated by the act of 1945 with another year carry-over to 

16, and then the other law was in 1948, the tax-reduction measure. 
Mr. Siwpson. On February 5, the Secretary stated, in effect, that 
ecommended that the foreign branch operations should be placed 
equal footing with foreign subsidiaries by allowing postpone 


: 
: 
‘ 
' 
- 
- 
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ment of tax on the foreign income until it is returned to the United 
States. That was in 1950 when he made that recommendation, and 
then a month or so ago I asked whether you still make the same rec- 

ommendation and in his re ply he inserted in the record the same state 

ment that was made the year previous without comment. Is it a 
proper conclusion that I may draw that you have the same position 
with respect to that recommendation now that you had when it was 
originally mad 

Mr. Lyncu. Yes. We thought that was appropriate when we pre 
sented it. We think it is now, but I do want to point out that it was 
presented originally at a time when this committee was greatly in 
terested, as many other segments of business and economy were in 
terested, in getting to the forefront right then the whole tax policy 
of foreign investment. What I am saying is this that the recom 
mendation was not renewed by the Secretary when he appeared the 
last time here on February 5 as a matter of urgency in the present 
current fiscal picture. 

Mr. Simpson. I asked the Secret: ny whether he had the same posi 
tion. He did not say “yes” or “no,” but did subsequently insert in the 
record the same statement made previously. The simple question is, 
Is that your position right now’ It is not a matter of urgency from 
your point of view, but is that his position if the committee saw fit to 
put that into the law? 

Mr. Lynen. Yes. 

Mr. Simrson. You would not object to it? 

Mr. Lyncu. That is correct. 

Mr. Simpson. Now, the Rockefeller report recommended the en 
actment of a “tax incentive” for foreign development abroad. On 
page 79 of the Board’s report it states that it— 
believes that income from foreign sources should be free of United States tax 
to the extent necessary to stimulate the fiow of private capital to undeveloped 
areas 
and the Board suggested— 
the adoption of the principle that income from business establishments located 
abroad should be taxed only in the country where the income is earned and 
should therefore be wholly free of United States tax. 

Does the Treasury Department have a position on that ? 

Mr. Lyxen. The recommendations we made are those to which you 
referred earlier. 

Mr. Simpson. That is correct, but they were made long before the 
Rockefeller Report. 

Mr. Lyncu. They stand as the Treasury Department’s suggestions 
for consideration in this whole field. 

Mr. Sturson. That sounds as though you oppose the Rockefeller 
Board recommendations. 

Mr. Lyncun. We have not given them specific consideration, Mr. 
Congressman. Iam being very frank when I say that. 

Mr. Stimpson. You are, Mr. Lynch. I do not want to draw any 
conclusions, but it sounds as though you have not passed on the worth 
whileness of the Rockefeller recommendations. 

Mr. Lyncu. That is correct on the affirmative side, and the recom- 
mendations we made stand in that field. 
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Mr. Stmpson. Is there any information available as to whether 
we may expect a suggestion from the Treasury on these Rockefeller 
recommendations ¢ 

Mr. Lyn H. We are not prepared to make that re ommendation to 
vou now. 

Mr. Simpson. All right, sir; that is very good. 

With respect to some of these excise taxes, on this one clealing with 


phonographs, television sets, phonograph records, and musical instru 
ments, | believe you estimate an increase 1} revenue ot about SR7 
million thi re. That is in table Ii] of the Secretary s statement of 
February 5. 
Mr. Lyni H. Our nate at thi time 1s $83 mill 
television sets, and phon ographs for a full year. 
Mr. Simpson. Mr. Lynch, is this a new estimat: 
sil February ¢ 
Mr. La NCH, This anew one. 
Mr. Stimpson. This is a new one? 
Mr. Lyncu. Yes. 
Mr. Simpson. Do \ 
ms# 
Mr. Lynen. 
Mr. Simpson. 
Mr. Lyncn. | 
Mr. Srupson. New est 
Mr. Lyncu. Yes. 
Mr. Simpson. Y« 


yr on ?/ 


Mr. Lyncu. Yes 
Mr. Sroapson. Are 
Mr. L . No, 


Mr. Srwpson, A 
Mr. Lyncn. 
the Secretary 
and televis 0 


S15. MMH) 


phonog 
te of the 
the SS7.000.000 
Mr. Simpso 
just mentioned 
LYNcH 


totals S150.000.000. 
Mr. Stmupson. Do \ 


idios, 
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Mr. Lyncu. No, I do not. 

Mr. Stupson. How would you get an over-all estimate of it with 
out breaking it down? You must know how much more we are going 
to get out of television for example, and you must know how much 
more we are going to get out of phonographs. 

Mr. Lyncn. On the basis of production and sale data. 

Mr. Simpson. I do not care about the basis. I want to know what 
the increase is. 

Mr. Leaner. We could give you a breakdown between television 
on the one hand, and radios and phonographs. We cannot give you 
any breakdown between radios and phonographs. 

Mr. Simpson. Well, give it to me. What do you have on tele 
vision ? 

Mr. Leaury. I do not have it with me. 

Mr. Simpson. Will you let me have that? 

Mr. Leanury. Yes, sir; I will give it to you. 

Mr. Simpson. All right, sir. 

(The matter referred to is as follows:) 


[In millions of dollars] 


Estimated revenue ! 


Present Incresse 

law under 

} proposal 

Radio receiving sets and phonographs. - 24 | 

Phonograph records 8 | il 
Musical instruments ) 4 
Television receiving sets . | 59 xu 
Total 100 15 


! Full year effect at estimated fisca] year 1952 leveis of income. 


Mr. Stwprson. What do you have on liquor and with respect to 
the cut-back in sales on account of the tax increase suggested of $3 
a gallon on whisky? 

Mr. Leauey. I am sorry; I did not get that, Mr. Simpson. 

Mr. Simpson. I want to know how much less whisky you estimate 
will be sold if the tax is increased by $3 a gallon. 

Mr. Leaney. 11 percent. 

Mr. Stupson. That is taxable whisky ? 

Mr. Leanry. Yes, sir. 

Mr. Stmpson. 11 percent? 

Mr. Leaney. Yes, sir. 

Mr. Simpson. Is that the result of this consumer resistance we are 
talking about ? 

Mr. Leauey. It is the result of higher prices because of the tax 
increase. 

Mr. Stimpson. How about these television items? Do you allow for 
higher prices there and less sales? 

Mr. Leaner. No, sir; because we expect with the curtailment of 
television sets that all the television sets that can be produced with 
the available materials will be sold, despite any increase in price due 
to this proposed tax increase. 


Fete ee ERs RCRD: ve 
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Mr. Simpson. Does that apply to all durable goods ¢ 


Mr. Leaury. Yes, sii 

Mr. SIMPSON, You cl not hgure on cul backs there at all 

Mr. Leanry. No: not « lurable goods, which are running into 
material shortages. 

Mr. Srupson. Is liquor the only item where you figure there would 


/ 


be substantial cut-backs on account of price ¢ 

Mr. Leaner. No: all of the soft goods would have some cut-backs. 
Some of them are not large. 

Mr. Simpson. Well. now. how do you determine the amount on 
cigarettes as 3 percent‘ You say you will sell just as many cigarettes. 
Why do vou set it at 3 percent ¢ 

Mr. Leaner. Our estimates assume that there will be a 3-percent 
decrease in the consun pti oft cigarettes. 

Mr. Simpson. That i little different than we were told this morn- 


ing. Did you allow for a 3-percent cut-back in the sale of cigarettes? 
Mr. Lynceun. Yes. 
Mr. Leaney. Yes, sir. 


Mr. Simpson. The farmers Say somewhere around a 2U-percent 
decrease. You will stacl your fivures up aga nst the farmers : will 
you? 


Mr. Leaner. I suppose we have to. The 3-percent cut-back repre- 
sents our best judgment 

Mr. Stmpson. We have had little differences in the past about some 
of these figures coming out of your office. I have to scrutinize them 
pretty carefully. 

Mr. Leaney. I realize that. 

Mr. Sruupson. Because here we have the labor group coming before 
us and saying that the poor man cannot afford to pay » cents more 
for his cigarettes, and now we have the farmers coming in and saying 
that they are going to br badly damaged if this 3-cent tax goes on 


cigarettes, and they mad pretty good case. They almost have me 
ready to vote against that tax increase. What is the basis for that 
, 


3-percent drop Mavb« t « ioht to be more than that. 
Mr. Leanry. We mak 
} 


that have existed in the Dast al a also take into consideration present 


study of the consumption and conditions 
conditions and income levels. The 3-percent drop in consumptio1 
s our estimate of the effect of this 3-cent increase in tax. 

Mr. Simpson. Have yo illowed for what the Stat ire doing with 
respect to new State taxes on cigarettes’ They have already | 
some increases, So, what is the result from voul rddin o 5 cents ol 
the price and maybe adding 2 or 3 cents more in the States? Will 
not they provide further cut-backs as a result of the higher prices 

Mr. Leanry. Weare limiting our study to the effect of the proposed 
3-cent increase in Federal cigarette tax. 


Mr. Simpson. But ve ire considering the effect of the over-all 
prices ¢ 
Mr. Leanry. Yes, sir If we were estimating what consumption 


would be next year and we knew that there was a very significant in- 
crease in the taxes levied by the States, we would take that into con- 


sideration. 
Mr. Srmpson. It is true if the State and Federal Governments to- 
gether put on higher taxes there is a point where there is an anticipated 
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loss in the sales, reduction in the sales. You recognize that as a 3-per- 
cent drop now. 

What about cigars? Pennsylvania is a great cigar-producing State. 
Do you allow in there for a cut-back ? 

Mr. Leaner. Yes. 

Mr. Stwpson. How much? 

Mr. Leaney. We estimate that the tax proposed would decrease 
the consumption of cigars 1 percent. 

Mr. Srpson. It has been decreasing each year more than 1 per- 
cent, | am informed, without any increase in tax. Each year it has 
fallen back. 

Mr. Leauey.. That istrue. We do not say that the actual consump 
tion is going to be 1 percent less. We merely say that it will be 1 per 
cent less because of the tax increase. 

Mr. Stmpson. You mean the trend downward will continue to b 
increased by 1 percent; is that what you mean ? 

Mr. Lyxcn. The consumption will be 1 percent less than it would 
have been without the tax increase. 

Mr. Simpson. The consumption would be 1 percent less? 

Mr. Leaury. Yes. 

Mr. Simpson. Then you know very well you are going to hurt the 
cigar-making business, which is, according to the figures, definitely 
being injured at the present time under the present tax burden. That 
is, we are losing each year in the volume of cigars sold. 

All right, thank you, sir. 

Now, what about these fivures, Mr. Lyneh. Do you have revised 
figures ona lot of them ¢? 

Mr. Lyncu. I would be very glad to present them. 

Mr. SIMPSON, Will you vive them to ene h of us So that we may have 
them, so that we may be up to date ? 

Mr. Lyneu. I shall be glad to; ves, sir. 

Mr. Simpson. What about personal-income taxes; did you reviss 
them / 

Mr. Lynen. Yes. 

Mr. Simpson. May we have those figures, too? 

Mr. Lynen. That was given in the figure of the Secretary as a total. 

Mir. Siwpson. Has not that been changed ? 

Mr. Lynen. The Secretary this morning gave the increased amount 
in the individual-income taxes. For the full vear’s increase, it 
S35 SOO 000 000, 

Mr. Reep. I want to get this straight. I thought the full vear’s in 
crease for individuals provided by this proposed bill would be 
$3.600,000,000: is that right? 

Mr. Lynceu. That is correct: that was the old one. 

Mr. Reep. All right. what is the new one? 

Mr. Lyncu. 33,800,000,000, 

Mr. Reep. I am sorry to break in. but I would like to vet those 


figures. 

Mr. Lyncn. For the full year, these figures were read this morning, 
but I shall be glad to read them again if you would like to get them 
together Mn the record. 

Mr. Rerp. What is the corporation increase in taxes, $3,600,000,000 ? 
That is the old estimate? 
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Mr. Ly NCH, The old estimate was $3.0S80.000.000., 
Mr. Re! Dd. $3.080,000,000 ¢ 

Mr. Lynen. That is right. 

Mr. REED. What it now ¢ 

Mr. Lyncu. $3.230,000,000. 

Mr. Reep. And the excise-tax increase now ¢ 

Mr. Lyncu. The old estimate was $3,035,000,000. 
Mr. Reep. That is right. 

Mr. Lyncn. The current estimate is $38.250,000,000. 
Mr. Reev. Thank you very much. 

Mr. Srupson. I want to proceed to ask some more questions when 


you get through. 
Mr. Reep. I yield. 
Mr. Simpson. What 
recordie ! tn} , or | 
Mr. Lyncn. We 


Mr. Simpson. D vou go over i¢ 


sented by the people who opposed that / 
Mr. Lyne H. Yes, Sir. 
Mr. Stmpson. It is not persuasive; is it / 

Mr. Lynen. We are continuing to recommend it. 
Mr. Simrson. I know you well enough to know 
that will not hurt the economy of the country to im 

Mr. Lyncn. Not at tl of 
profits. 
Mr. Simpson. W]) 


of them / 
Mr. Lyncu. We are proposing 


| if eh rive recomn ake it tor ee rpooration taxes 


n. he isthe mat © on that. 
Mir. Simpson. | am asking vou. 

Mr. Ly NCH, He Is my boss. and he I . 

Mr. Simpson. Lam ask ne vou when that decision was made. 

ou know, or don’t you want to tell me? 

Mr. Lyncu. I would say he was the one 1 

»one who made it i 1e one to answer. 

Mr. Simpson. I think it is important. I think it is important to 
know what we may have inthe way of recommend itions next Jay uary. 
Did you reach a conclusion as to what you would ask for if you did 
ot cut it back to $10 billion ? , 


120—5] 
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Mr. Lyncu. Mr. Simpson, I do not think I could help you on that 
line any further than to say, as to when the Secretary decided tha: 
was the best thing to do under the circumstances, that he would be 
the one to answer that. 

Mr. Srvrson. You can see what it would mean to the committee 
we began to lay the ground work for putting on some of these nev 
taxes, and the suggestions that we might have made if you had co) 
tinued with that request for more money, and we would be gettir 
the people adjusted to some of the thinking and the efforts you talke: 
about last January. These are the same specific suggestions the Se: 
retary made when he appeared February 5, and you come in he: 
today with a reduction of $6.5 billion from the $16.5 billion request at 
that time. We want to know what to expect, because, if we do n 
know, the public will be Just as much up in the air about what will |» 
coming next December as they were last Christmas, and I think w 
owe it to them to tell them what is in the offing. 

The CnarmmMan. Mr. Reed. 

Mr. Reep. First of all, Mr. Ly neh, this morning the Secretary said 
that he would be willing to answer questions submitted in writing 
il have a series of q jue stions with reference to the proposed wine ft 
which I would hi ke to hand to you for transmission to the Secretary. 

Mr. Lynen. Thank you. 

Mr. Ri ep. And he can answer them and they can go into the record 

oge amg 

! a nen. Yes, 

Mr. Reep. I have a few questions here. For the military appropria 
tion, and without going into the details, I have just totaled up the 
appropriation for “Military defense.” ‘That is, for the Supplemental 
Act of 1950, the General Appropriation Act for 1951, and the ‘es 
mental Act of 1951; that was the act of September 27, 1950. Th 
total of these appropriations for military defense is $6,492,033,72! 
There has only been expended so far, I find from looking cdat the 
Treasury report of March 29, 1951, the amount of $469,339,536.46. 

Mr. Lyneu. Yes. 

Mr. Reep. So that apparently vou are asking for this vast amount 
of money to improve your tax bill, when you have here according to 
the record some $6 billion that you can use, that is not as yet paid out, 
and will not be for another year. Is that right? There has been 
a total ap propriated of $6,492,033,729, and you have only expended 
S481.985.! 5O4.36. 

Mr. Lyncu. In what categories? 

Mr. Reev. That is the funds actually appropriated until the end 
of 1950 

Mr. Lyneu. You are referring to the items in the daily statement ? 

Mr. Reep. Yes; to the “Military defense” items, in the first line from 
the bottom just hefore you get to the budget account. 

Mr. Lyncr. You understand those are actual expenditures rather 
than obligations ? 

Mr. Reep. Yes; I understand that perfectly, but you are not going 
to use or need this money for practically another year. 

Mr. Lynxcr. I donot know what the obligations are. 

Mr. Reep. You can get the information, but that would not change 
the fact that it results in placing a terrific strain on the taxpayers at 


this time. 
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Mr. Lyncu. I wish you had brought up that question while Mr. 
Lawton was here. I, as you know, have the information that is con- 
tained in the daily statement. L think the information on obligations 
should be obtained from the budget as to what the actual situation is. 

Mr. Reep. I will be glad for you to get the information and insert 
it in the record, and I would appreciate it very much, but it does not 
( hange the fact that you are Imposing a terr hie load on the taxpayers 
before it is necessary to tax them. 

Mr. Lyncu. I do not want to evade the question, 
however, that it is quite pertinent to get the oblis 
hat that reflects rather than just the expenditures, 
Mir. Reep. So far as the obligatior sare co er 

commitments mat by the President, w! 


Mr. Ly NCH 


Rerep. Yes. 
Mr. L 
all 1 oht,. 
vithout au 
rye ne O1 
iuthorized by the Congress. 
(The information requested follows :) 


As of February 28, 1951, $334 billion of the $6% billion authorized for mutual 
i been obligated, but through March 29, 1951, « \ 


‘fense assistance had already 


e-half billion dollars |! ctually been spent No sugges n | b 


n any of the Secretary’s recommendations, of course, that taxes should be raised 


imounts sufficient to cover obligations incurred under defense contracts before 


place The present tax recommendations are designed to 


ie to finance actual expenditures during fs« year 
to submit to you son 


First. what is vour estimate of your revenue under the Reve 
(ct of 1950 7 

What is your estimate of the revenue under the Renegot 
Act 

What is your estimate of the revenue under the excess-profits tax ¢ 

What is your estimate of the revenue under the proposed increase 

1 excise taxes / 

What will the total revenue be from the four sources, insofar as 
you are willing to venture an estimate ? 

Mr. Lyncn. Will those be submitted to us? 

Mr. Reep. Yes. 

Mr. Lyncu. Thank you. 

(The answers are as follows:) 

Revenue Act of 1950.—The estimated increase in revenue for a full year at 
levels of income estimated for the calendar year 1951 is $5,800 million. 

Renegotiation Act of 1951.—Estimates concerning the total amount of contracts 
which would be affected by the Renegotiation Act of 1951 during the emergency 
period of the type necessary to prepare estimates of the revenue effects of this 
act are not available. 

Excess Profits Tax Act of 1950.—The estimated revenue increase for a full 
year of operation at the levels of income estimated for the calendar year 1951 
is $3,500 million. 
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_ — 


Treasury Department exrcise-tar proposals.—The estimated increase in revenue 
for a full year of operation at the levels of income estimated for the fiscal year 
1952 from the excise-tax proposals of the Treasury Department is $3,250 million, 

The total increase in revenue, excluding the revenue under the Renegotiation 
Act of 1951, is $12,550 million. 


Mr. Reep. Mr. Chairman, at this point I ask unanimous consent 
to submit for the record a statement showing the appropriations 
for the mutual defense assistance program and a statement from the 
Daily Statement of the Treasury Department. 

(The statements referred to follow :) 


APPROPRIATIONS FOR THE MUTUAL DEFENSE ASSISTANCE PROGRAM 


The Mutual Defense Assistance Act of 1949, approved October 6, 1949, author- 
ized in addition to regular appropriations, the transfer of excess property valued 
at $450,000,000 (actual or estimated gross cost) to all areas under the act. Title 
I of the act covered the North Atlantic Treaty countries. ‘Title II provided fur 
ther military assistance to Greece and Turkey. Title III anthorized the Presiden 
to extend the military assistance to Lran, the Republic of Korea, and the Repub! 
of the Philippines. The President is required by law to report not less frequently 
than every 6 months on the progress of expenditures and current activities under 
the act. Every Congressman shou.d watch for these reports. The actual appro 
priations made to the end of 1950 are shown by the table following: 


Second Supplemental Act, 1950, Oct. 28, 1949: 
For expenditure under title I kes ; _. $500, 000, 000 
For expenditure under title II wei . ' “ 211, 370, O00 
For expenditure under title III ; * 102, 640, 000 
General Appropriation Act, 1951, Sept. 6, 1950: 
For expenditure under title I.....----__- 1, 455, 523, 729 
For expenditure under title II__—- ee . j 131, 500, 000 
For expenditure under title III_- EROS ee Oe Lebel 16, 000, 000 
For expenditure under general area, China__.__._______ 75, 000, 000 
Supplemental Act, 1951, Sept. 27, 1950: 
For expenditures under title I ‘ : 3, 504, 000, 000 
For expenditures under title I : 193, 000, 000 
For expenditures under title III 303, 000, 000 


Total appropriated for mutual defense ; 6, 492, 033, 729 
1 The ceneral area of China was included in title III appropriations, 
Reported expenditures under the Mutual Defense Assistance Act of 1949 to 
March 15, 1951, were: 
Fiscal year 1949 (total reported) None 
Fiscal vear 1950 (total reported) $44, 542, 025 
Fiscal year 1051 (Mar. 15, 1951) -—- " ‘ _. 436, 863, 478. 85 





Total expenditures _— = - ee 481, 205, 504. 36 

Mr. Mason. Mr. Chairman, I have one question. 

Phe Carman. Mr. Mason. 

Mr. Mason. Mr. Graham, the Secretary in February made recom 
mendations for increased rates of taxes in various fields, and those 
increased rates were to bring in about $10 billion which was needed 
for the Treasury, but those rates and that $10 billion increase was 
based upon an estimate of deficit of lower receipts than we have ac- 
tually received, and now, according to the latest statements we have 
had, I judge that the rates if applied would bring in not $10 billion, 
because of the improved conditions of business, but $12 billion or $13 
billion, probably ¢ 

Mr. Lyncu. Congressman Mason, the Secretary this morning pre- 
sented the revised estimate, and the total is $10,720,000,000. 
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Mr. Mason. That is the revised estimate under thx 
tion ? 

Mr. Lyncu. Yes. 

Mr. Mason. $10.7 billions? 

Mr. Ly NCH, Y« us 

Mr. Mason. That is all. 

The CuHarrman. Mr. Martin. 
Mr. MARTIN. lave a question 
as I< 


out of the com ( oom. 


: ' ' 
Lt). some oT ti mm propandtly 


} 


billion: That was vour tol it estin 
deficit still standin it S16.5 billion ? 
Mr. Lyncu. No Wi have present 


receipts, We] ve pre sented the fig 


? ] ] 


; | 
: aiso the 


basis. 

Mr. Martin. In the hearings in February 
that you were ask ng $16.5 billion, but that the I viget was the 
indicated as $12.8 billion, and from the « ission this morning ] 
gather that there is even a greater probable spread in the actual budget 
over all and the « isl 

Mr LYNCH. I do ot have anv revision on t 
| will be glad to f wh information we can ¢ 

Mr. Marvin think I picked that up somewhe 
February hearing, and at that time nol 
ously, and I ass that I was fairly accurate. The 

ie over-all budget and the cash budget sa little 

Mr. Lyncu. Greater than wh: as shown in 

Mr. MARTIN. Bex iuse of the nit f the slow-d 
of production of war mater: 

Mr. Lyncenu. Greater 

Mr. Marri. T) 


I 
ypoect Tye iy 


, , ’ 
L.expenalture budget ¢ 
I 


ody SECT} ead to « 


vrit a this new 
Mr. Lyncn. Mr. Congressman, 
Kear nquired about ou feeling that the 
late bas pon which to measure 
» extent to which the cash budget 
ventional bude t's projected deficit, t 
ts already made for future ob! 
Mr. Martin. Then you do not want 
ick up the vreatel margin of differen 
the over-all budget ? 
Mr. Lyncu. We think that the convention 
; the difference between the eurrent inco ne 
s the proper bas . 
Mr. MaArrin. I | ad the impression 
1idget contained some estimates in 1 
everything in the way of conti 


ssumed. 


‘ 
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Mr. Lyncu. You may have in mind that the President in his budget 
message in January stated that the military item was a lump-sun 
item submitted without any detailed breakdown. 

Mr. Martin. There are some items included in that which have 
not been authorized by law, is there not ? 

Mr. Lyncu. You mean that require new legislation ¢ 

Mr. Martin. Yes. 

Mr. Lyncun. Yes. I think that in the President’s budget message 
that was separated. 

Mr. Martin. The point I am driving at here is that you came up 
here in February with a figure that was rather definite at $16.5 
billion, which has now been changed some, and the cash budget i: 
prospective at $12.8 billion has been changed some more. I am just 
not quite ready yet to accept an exact figure as something that cannot 
be changed without jeopardizing the whole financial fiscal structur: 
I want a little leeway given to this committee when I see in ther 
such a wide variation made between the cash budget and the con 
ventional budget. I wonder if we cannot assume that it is safe for us 
to take into consideration thet reduction in the cash budget and ap 
ply the sum to important fields that need relief, and I have in my mind 
principally the items of importance in the defense economy. I hav: 
in mind items, for instance, like automobile transportation where it 
is of such vast importance to the workers in the defense plants. I do 
not want to see any tax put against the items that will take away 
from the very workers who need to have transportation to get to 
defense plants, and if we do have any additional leeway I would lik 
to feel that the Treasury Department would not be opposed to o 
using it. 

Mr. Lyncn. If I may go back to your basic point, Congressma: 
Martin, that is, the cash budget as opposed to the conventional budget : 
I would like to furnish you with information as to w hat the difference 
is today in the cash budget. 

Mr. Marry. Yes. 

Mr. Lyxecn. For 1952 as contrasted to what it was when presented 
in the original budget statement in January. 

Mr. Martin. I would like very much to have that. I do not have 
any figures on that. 

Mr. Lynen. I have here the figure you were referring to as exce 
payments over receipts in the January budget presentation; it is $12.5 
billion. 

Ir. Marrin. Will you have the figures brought down to date show- 
ing the conventional budget and the cash budget ? 

Mr. Lyncu. We will do so. The figures we presented to you this 
morning relate to the conventional budget. 

Mr. Martin. Yes. I have to weigh the difference between the pr 
ent cash budget and the present conventional budget. I want the 
op portuni ty to weigh that against the advisability of putting on a 
tax schedule that may be harmful to the defense program itself. And 
I would like to have some figures on that, with the thought of giving 
a little relief to some of the items which I think are of much signifi 
cance in our defense picture. Do you get the point? 

Mr. Lynen. Yes. 
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Mr. Martin. I need to know what the spread is between the cash 
budget and the conventional budget as a starting point and to know 
whether or not that extra spread and reduction of each will give us a 
little more leeway here in our consideration of this tax measure. 

Mr. Lyncu. We will obtain the information for you on the cash- 
budget basis. 

Mr. Martin. Yes; that is what I will need to start wit 

Mr. Kran. Will you send me a copy of that, too? 

Mr. Lyncu. Yes. 

Mr. Martin. Also I would like to have this before the committee 
proceedings are printed. 

I would like to have this figure also: How much of the reduction in 
the cash budget is brought about by the curtailment of the stockpiling 
program for critical materials ¢ 
~ Mr. Lynen. We will see if we can obtain something for vou on that. 

Lhe information 1s as follaws:) , 


In the January budget the budget deficit was estimated at $16.5 


e document contained an estimate of the cash bud 


ereby indicating a spread of $3.7 billion between the two cor 
y presented only a revision of the revenue side I 

52 in his statement today He presented no 

lget expenditure totals for 1952 or the budget deficit fo 

at uncertainty in estimating the magnitude of defense 

* the same reason, is not possible to construct revist 

dget deficit for the fiscal year 1952. It may be anticipa 
ead between the budget deficit and the cash deficit for 
ceneral area of the $3.7 billion estimate used in Januar 


} r 
i 


Mr. Marrrn. And how much of the reduction is due t 
up delivery of war materials, for weapons or what not / 

Mr. Lyncn. This morning, when the Director of the Budget was 
here, he testified that the reduction in the expenditure estimate for 
1951 was approximately $3 billion, about $2 billion being attributable 
to delayed expel aditures later than anticipated in the natio al se 

irity program. 

Mr. Martin. Was all of that $2 billion in the field of am 

Mr. Lyncn. I do not know anything further than the fig 
mets e was here this mor o 


o l 


ave any breakdown on that fi 


Mr. Marrin. If you | 
ke to get it, because I am watching the building of the 
program, and I am trying to analyze it to see why it 


ore than was al ticipated a few months ago. And, if the 


ron that show the expenditures in April brought about by dev 


February | would |] ke »y know 


Mr. Lyncu. Mr. Martin, I know of vour great inte 
because of your service on the Armed Services Comm! 
ould like to refer you to Mr. Wilson’s statement of tod iV. 
it he said that the program is going ahead at the rate 
lion dollars a week, that is, obligations at the curr 
Mr. MARTIN. Are you mm position to vive me : r 
ch of it may he attributable to a slow-dow} 


ts not anticipate 


program ¢ 
Mr. Lyncn. We would like to eg 
together. 
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Mr. Marry. On this cut-back in the stockpiling program, what 
has taken place since you appeared before us in February? I think 
you can measure rather accurately the amount of reduction in th 

cash budget that may be due to that 4 

Mr. Lyncu. We will get whatever information we ean. 

Mr. Martin. I do not expect you to be able to get me the whole 
reasoning back of the action taken, but I want to know the effect of 
the action taken. 

(‘The information requested follows :) 

We have been told that it is not possible to break down the $2 billion figur 
on reduced military and foreign aid prograuis for the fiscal year 1951 as betwee 
delayed production on the one hand and delay in making payments on the ot! 

It is believed, however, that the major portion of this is due to the fact t) 
deliveries were not as high as anticipated during this period of change-o 
to expand production schedules and the a of new facilities 
production lines. About 10 pereent of the $2 billion reduction in expenditu 
noted by the Budget Director is attributable to reductions in estimated exper 
tures for stockpiling in the current fiscal year. 

Mr. Martin. On another subject: In February, I believe it was, vou 
recommended something in the field of corporate taxation to the effect 
that the additions should be made to the corporation normal tax rather 
than surtax. Have vou had any change of opinion on that / 

Mr. Lyncn. No. We renew that recommendation, Congressm 
Martin. 

Mr. Martin. At that time the Secretary replied to my question when 
I asked whether a surtax would be difficult to apply. He replied that 
it is not difficult to apply. He stated, placing the corporation increase 
entirely on the corporate normal tax 
is the simpler approach to it, and makes it easier to consider and easy to 
apply and broadens the base to reach the broader application. 

My question is, is not the broadening of the base to reach the 
smaller corporations the only real reason for applying the increase 
to the corporate normal tax / 

Mr. Lyncu. No. I think there is another reason, the relationship 
between the corporate tax and the individual income tax: it is pr 
posed to increase the income tax rate in the first bracket from 20 to 
24 percent. At the present time the normal tax on corporations is 
25 percent and the surtax is 22 percent, It seems to us that the rela 
tionship between the income tax rate on these lower brackets and tly 
corporate tax is such as to warrant an increase also in the normal 
corporation income tax in the distribution of the total tax burden. 
That is in addition to the reason or other consideration the Secreta: 
had in mind. 

Mr. Martin. Yes. As between the two reasons he gave me pri 
marily the broadening of the base was the controlling reason. His 
re ply to me was that it gives a broadening of the base and that was the 
chie f one of the two reasons. 

Mr. Lyncn. And a very valid reason. 

Mr. Martin. I believe that is all I have, Mr. Chairman. 

Mr. Kean. May I ask another question ¢ 

The Cuairman. Is Mr. Martin through ? 

Mr. Martin. Yes. 

The CHarrnman. Mr. Kean. 





Mr. Kean. Mr. Lynch, you may remember that back when we were 


writing the tax reduction bill in 1947 and 1948 that one of the things 


hat I suggested at that time, which passed the House but failed to 


pass the Senate, was the suggestion that we ease the lower brackets. 


[ have felt right a ong there is a tremendous difference between the 
who might earn $2,400 or $2,600 and the man who was obtair ne 
round $4,600. Now in this proposed bill I wonder whether, on a 
if the fact t those earning only around $3. ire real 
\ oO) rv ( 
! OT cre e ¢ | ry t ret 
Ol { i e | l pread of L\ $ UN l i aid ) I ‘< l 
ise to the lower ero ps, and start t is Increase only in the sé ond 
roup! . 
Mr. Lynen. It is between $1.5 billion and $2 billiot 


LN. ~ | D bh 1] onto bed bill on? 


Mr. Lyncn. Between $1.5 billion and $2 billion. It goes all 


s the board, you understand. It is not only a q tion o1 


es all the 
Mr. Kea 
Mr. Sim 
The Cu 


re l miwer OF me-TAN 


» way up the income scale. 

wn. Of course it would. 

pson. Just one or two other questions, Mr. Chairman. 
mMAN. Mr. Simpson. 


Mr. Srpson. I cannot understand. Mr. Lynch, this one thing: We 


were told 
pockets of 
void infla 


i\ i 


—" . 
Do Kets of 


in February that we should take $16.5 billions out of the 
the Ame n people and if we did that we would lik: 
tion. Now is that right. by taking S16.5 hillion out of the 


the taxp ivers ¢ 


Mi Ly ncH. I do not believe that is what was said. Coneressmal 


~ rece 


I thin k it the Secretary said that to carry out the Pres 


mmendation for a pav-as-we-go pol CV. we recommend 


you carry out the suggested program of S10 billion. Wi en thet 


more certainty about tf e economic situation and when we are bet 
le to iudge the requirements, we w ll come ba k to vou wit fir 
it Litre (lal ( 
\ (hat Is ex Secretary has don or itely ont 
i md we are ome to ve 
y TF t ’ 1) ne i! t© si L ' 7 < } 
on program dar veal 
Mr. Srwpson. I recall asking the Secretary why. if he were so con! 
t, he would not be encouraged by the fact that the revennes coulk 
»>on Up ft ore! rds why were Ww ont yf nflat no 
He said that w oO { ive further look 
Bit nov ; nie ere and d te ve mor ] reely 
result of inf from the best evid ' | 
i? croine to asl ( v S10 bill nno ; ' SF | ] . 7siT, 
t ! ) il oO of t } t 
| one oft Ne i1KeS aga af nilat ; ra 
: vht , Ina e $16.5 billion } hott 
‘ call t infl ne Phat me or the tle bo ng 
Mh Ly. If Fron t hye mNndpo t of t] | ! . | C701 
nt ind tro t dpoint of the ] 0 ! ny ft w ld 
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be helpful if the committee wanted to go beyond the $10 billion recon 
mended. ‘The Secretary said this morning that his proposal was bas: 
on what he judged to be required in the best interest of fiscal policy ay 
the sound fiscal structure of the Government. He felt that the ant 
inflationary effects were very beneficial and desirable but he was p 

senting his recommendations on the basis of what he judged was nec 
sary in the interest of a sound fiscal policy of the Governme 

Mr. Simrson. Would you not like to get it 

Mr. Lyncu. That he would like to get the $10 billion ? 

Mr. Simpson. Whether it ought to be more than that ? 

Mr. Lyncu. If this committee cared to do better. 

Mr. Simpson. I still have in my mind this matter, of taking S|) 
billion out of the pockets of the spenders as a brake against inflat 
and not the mere fact of balancing the budget, and I recall that t! 
President indicated that everyone would have to make sacrifices: t! 
heavy sacrifices would be required of the American people, and 
you are telling them that while you are going to sacrifice you ar 
going to be required to make saci ifices nearly SO heavy as you thoi ‘ 
it would be last February. 

Now is that an error on the administration’s part as a matter . 
political convenience, or is it the result of something more than e 
nomic information ? 

Mr. Lyncn. I think it is entirely in accord with the position of | 
President in his message and the position of the Secretary as he ex 
pressed it here in February. 

Mr. Simpson. Mr. Lynch, is balancing the budget the greater reason 
for the recommendation than its bearing on inflation ¢ 

Mr. Lyneu. I will stand, if I may, on the Secretary’s answer to 
that. He said that an increase of taxes at a time like the p 
ent naturally would have an anti-inflationary effect and that was 
to the good, but the primary basis of his proposals to the commit' 
was fiscal necessity and fiscal soundness. 

Mr. Stwrson. How much broader is the base upon which you a 
ticipate tax receipts as given to the committee now than it was wl 
you made the estimate in February ? 

Mr. Lyncu. S250 billion of personal income as opposed to > 
billion. 

Mr. Stimpson. That is, there has been an increase of $5 billion 
national income? 

Mr. Lyncu. In the present estimate of personal income for t 
calendar year 1951. 

Mr. Sturson. Is that $5 billion increase what you would eal! 
healthy increase, or is that a result of inflation since we discussed | 
subject here earlier? 

Mr. Lynen. It is due to both the increase in productivity and p1 

Mr. Srurson. Well, Mr. DisSalle has told us there would be a p 
inflation of between 5 and 6 percent in the summer, and it might 
reflected in that $250 billion figure. 

Thank you. 

The Crarmman. With regard to the matter of the impositior 
taxes and inflation, just how much responsibility or duty do you thi’ 
this committee would have so far as tax measures are concerned 
increasing taxes or imposing new taxes, one or both, if it were ne 


meet revenue needs? 





t 
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Mr. Lyncu. I think this committee has usually given primary at 
ntion to revenue needs 

The CHAIRMAN. We conceive that to be our primary duty 

ith other policies of the Government. . 

Mr. Lynen. Yes. 


The CHATRMAN. And if in enacting revenue legislatio 


he same time combat 1! flation, I fee] we are d schargo hg 


ll be helpful to the country. We might be istified. in 
faxing the people 10! national def nse and to meet I 
! emergency. even where it interfered to some extent with the 
eryday life of the people, if it is to meet the revenue needs, But 
vuld we impose tuxes on the people to the extent th it thev wo ild 
be able reasonably and comfortably to enjoy the everyday 
of life just to combat inflation? . 
Mr. Lynen. I an ul the chairman will agree wit! 
tppearance here ! Febr 


gave primary empha 
of the Government. 
CHAIRMAN. The only reason tl 
h the tax problen the fact that, as a result of unex} 
res for national defense, the present tax laws do not prod 


ough to meet those expenditures, and we do not think 

cy to continue, unde! condit ons ot prosperity as 
rrowing money and increasing the national debt. I do 
would have any jurisdiction at all if preventing inflat 
ramount objective. 
Mr. Lyncn. [agree with you, Mr. Chairman. 

The CHATMAN. Now, the chairman has recei\ 

retary of Agriculture, Mr. Brannan, dated this 


} says: 


tention has been « ed to an article entitled “Taxa 
Roswell 3 and Mr. Allen H. Merrill 


lerstand he wants this letter inserted in the 
mous consent that the letter be inserted in the hea 
lition that Mr. Stam. who has been making a very 
this subject, may have this letter until tomorrow mor 
he may have copies of it for study in connection w 
Mr M ASON. Re erving ther ht to ol iect—al | | 
sis in answer to Roswell Magill’s statement on t] 
rt of that statement was put in the record, I know—it 
that Secretary Brannan cid not come before this comn 
sent his statement so that we could ask him some questior 
The CHarrMaANn. Without objection, the letter will be inserted 


} 
; 


he letter is as follow 
I) 


n. Rospert L. DoUGHTON, 
Chairman, Committee on Ways and Means, 
Hotse of Re prese ntiatives 
AR Mr. Doucnton: My attention has been called to an article entitled “The 
ible Income of Cooperatives” by Prof. Roswell Magill and Mr. Allen 
Merrill, appearing in the December 1950 issue of the Michigan Law Review 
use the article follows the line of argument used by the National Tax 
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Equality Association, cites material of this tax-exempt organization, and is bx 
distributed by it, I feel compelled to write you about it. 

The tax status of cooperatives has been the subject of much discussion i: 
official and unofficial circles and has many ramifications. The Secretary 
Treasury made a statement relating to certain phases of the matter before 
committee on February 5, 1951. The article in the Michigan Law Revi 
of course, not addressed to the Secretary's statement and the comments cont 
in this letter reviewing the article are not addressed to the statement. 

The major assertion in the article is that all net margins, at least of agricu 
cooperative associations, regardless of contractual obligations entered int 


cooperative with its patrons prior to the business transactions or «as 
thereof, that result in the net margins and under which the cooperat 
required to account to its patrons on a patronage basis, are taxable in 
ts hands. Although the article has numerous references and citations 1 
cases, none upholds this position. One case, involving the Railway | 


Agency, that is listed as indicating that such net margins may be taxed su 
the exact opposite, if it suggests anything This case will be discussed 
this letter 

In sharp contrast to the total absence of judicial authority 
of the authors, the position of the Burean of Internal Revenue, of the Tax | 


for the asset 


of the United States, of every Federal district court and of every « 
of appeals, and there have been several of them, that has passed uy 
question are squarely and unequivocally contrary to the unsupported 
thinking of the authors, 
The question of whether the net margins of a nonexempt cooperative « 
tute taxable income to the cooperative has been passed upon by the co 
several cases. To read the article under review one might easily assume 
this is a new and a novel question. It is highly significant that the authors : 
even claim that the definition of taxable income as given in the Internal Re 
Code (26 U. S. C. 22 (A)) is not broad enough to include the net mars 


cooperatives. Indeed the authors could not make this claim because the defir 


states that “gross income” includes gains, profits, and income derived “* * * ' 
from businesses * * * or gains or profits and income derived fro: ' 
source whatever.’ Could any definition of “gross income” be more comprely 


Of course, as shown by the definition of “gross income,” income taxes ar 
only on income. Unless money or other property has the status of incor 
the hands of a taxpayer no income taxes may be collected thereon fro 


taxpayer And, of course, Congress has no power by legislative fiat or ed 
make receipts income that are not in fact income. 
In Nicholas v. Fifteenth Street Co. (105 F. 2d 289), decided by the Cireuit ¢ ‘ 


of Appeals for the Tenth Circuit, it Was said: 

“But the power of the Congress to lay and collect taxes on income is confir 
that which is actually and essentially income: and income, as thus used 
the gain derived from capital, from labor, or from both combined. The 
power in respect to income cannot by legislative definition be extended 
that scope. That which is not actually and essentially income cannot by « ( 
tion be subjected tosuchatax. * * *” 

It is not possible within the confines of a letter to point ont all the mis I 
standings and fallacies in the article. Only a few of the most serious ones 
be discussed In the Conelusion it is stated, “The fact that the customer ( 
also an owner (of the cooperative) makes the profits on dealings with hin D 
the more clearly income, since he controls the manner in which the corpor I 
does business with him.” The authors earlier make it plain that by profits 


cooperative they mean its “net margins.” Now let ns analyze the statement d 
the so-called profits of a cooperative are more clearly income than the incor c 
other corporations. The authors would have us understand that farme 

forming a cooperative to function on a nonprofit basis, are thereby def: i 
their own ends. They would be better off, according to the authors, to form 4 


corporation for profit. 


In State after State statutes have heen enacted authorizing the incorporation 
of nonprofit corporations to engage in business. These statutes, the aut s 
would have us believe, were enacted in vain. They would have us think 3 
they are abortive and self-defeating. e 


The concept of the nonprofit business corporation is one that runs all through 
the law In section 402 (C) of part IV (49 U. S. C. 1002 (e)) of the Interstat v 
Commerce Act is provided that ‘The provisions of this chapter shall not be con- 


; 


strued to apply (1) to * * * a group or association of shippers in consol 
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nprofit basis, for 
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the purpos ot securing 

her volume rates On Febru: 
ed States in the ¢ 
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sec, 1002 (a) 


» association. 


Because the association 


) e Coul ele } , . . 
Court unanimously approved the decision 
was not a tax case, it might just as well have 
uuld not be a profit and an non 
é As the court 


VW 


association controlled it, and according to 


make the net margins “more clearly income” 


e not profits because of 


ited that its net margins 


ISO of 


are not profits. 


Ssioh tha 


e artici l ier Gis 


d into making t 
perative forwardil ys 
sud al ; 
y for income taxes. In connection with the quotation from the article appearing 
the beginning of this paragraph, there is a footnote the pertinent portions of 
ead as follows 
decision of the Cir Court of Appeals 
U . ae : { ati 4 14s ! 
S. 944, 69 Sup. Ct (1949) ) indicates, however, tl 
pt cooperatives would raise no constitutional 
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uted to the railroads, each of which was to receive a proportionate share accord. 
ing to the amount of express business it had handled on its line. The commis 
sioner asserted that such net proceeds were taxable to the agency, even though 
so distributable. The Court sustained the commissioner, stating that “if the 
corporate device is used for business advantages, there is no just ground for 
protest when it results in tax liability.” It is to be noted that the agency in the 
Railway Express Agency case, which had all the essential characteristics of a 
cooperative, should not have been taxable on such distributions under the Treas 
ury rulings, since it had a preexisting obligation to distribute its net proceeds 
from operations to its stockholders on the basis of the volume of business tran 
acted with them.” 

The statement just quoted loses all contact with reality. It has no relatior 
to the facts or the law. Aside from a relatively minor matter of no bearing o 
the question being discussed, the circuit court of appeals affirmed the decisi: 
of the Tax Court of the United States which involved the contracts of the Railwa 
Express Agency with the various railroads and in pursuance of which “the net 
operating proceeds of the agency” were paid to the railroads on a patronace 
production basis for services rendered by them in furthering the business of the 
agency. Completely contrary to the statement of the authors, all of the “: 
operating proceeds” were deducted by the agency in computing its income taxes 
and contrary to the statement of the authors, the agency paid no income ta\es 
thereon. 

The agency, it was found, had taken excessive depreciation which of cou 
reduced its “net operating proceeds.” The Commissioner of Internal Reven 
held the agency must pay income taxes on the amount represented by the ey 
sive depreciation. The depreciation was figured on the basis of depreciati 
rates approved by the Interstate Commerce Commission and which rates wer 
a part of the contracts that the agency had made with the railroads. The 
Bureau of Internal Revenue found that these depreciation rates were too high 
and hence held the agency had taken excessive depreciation. The agency was 
required to pay income and excess profits on the amount represented by the 
excessive depreciation but on its “net operating proceeds” it paid no taxes. In 
brief, it paid taxes on amounts that were not covered by the contracts. 

If the Railway Express Agency case has any bearing on whether “net margins” 
ef cooperatives are taxable it is that such “net margins” may be excluded 
computing the income taxes of a cooperative if the cooperative is under a p1 
obligation to distribute such net margins on a patronage basis. 

In a publication issued by the Treasury Department in October 1947 enti 
“The Taxation of Farmers Cooperative Associations” the position of the Bur: 
of Internal Revenue clearly based on adjudicated cases regarding the exclus 
of patronage dividends from corporate gross income is given as follows: 

“The exclusion of patronage dividends from corporate gross income is not 
exclusive privilege of cooperation associations. Any corporation making | 
ments to its customers under the conditions prescribed by the Commissione: 
Internal Revenue and the courts is granted the same treatment It should 
noted, however, that in the case of cooperatives, unlike the case of the typi 
ordinary corporation, patrons receiving rebates are also the owners of 
business. 

“The conditions which the cooperative associations must meet if refunds made 
to their patrons are to be excluded from the gross income of the association muy 
be briefly stated. First, there must have existed at the time of the transaction 
with the patrons a contractual or other definite obligation on the part of 
cooperative to return any net proceeds to him in proportion to patronage witl« 
further corporate action. Second, if only members of the association are eligible 
to receive patronage dividends, exclusion is not allowed on that portion of su 
distribution which represents profits from transactions with nonmembers. (n 
the other hand, it is held to be immaterial whether refunds are distributed i: 
the form of cash, stock, certificates of indebtedness, or credit notices. All suc! 
forms of payment are regarded as the equivalent of cash distributions in t! 
hands of patrons, the theory being that they are cash payments automatical!y 
reinvested under provisions of the charter, by-laws, or other contracts previous!) 
agreed to by the patrons.” 

I stated earlier that not even one lonely case was cited by the authors as 
authority for their assertions regarding the taxability of net margins of cooper- 
atives. Now let us refer to some of the judicial decisions requiring the position 
of the Bureau of Internal Revenue of the Treasury Department : 


’ 
l 
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One of the first cases to pass upon the taxability of net margins in the hands 

a cooperative is that of Appeal of Paducah and Illinois Railroad Co. (2 

T. A. 1001) rhe Board of Tax Appeals, now the Tax Court of the United 
States, held that the net margins of this cooperative bridge colupany that was 
owned by certain railroads which margins ; , om the rates, tolls, and 
charges made by the cooperative and which th e was required by a 
prior in ndatory obligation to distribute o ‘ ‘ ! has to the owner 
railroads » fori 

ixable in 
income, 

In United C ] 

at the net margins 

na patronage basis in 
its income taxes said: 

“However, this practice 

} ited 


‘ nts iater . ead to patrons, if : taxable ms Se) 

ive Wholesale, supra; Fruit Growers Supply Co. (21 B. 

rmed 56 Fed. (2d) 90.) 

‘he following quotation from the opinion in Peo; 
ssion (118 F. 2d 72 decided by the Circuit 


um 
T les Gin Compan 
Court of App 


ceived by the corporation there was 


stockholders The profi from ginnings 


rt of the gros come of the taxp 
ix purposes wis 


S/ kaxvport Association vy. Commissioner (156 F. 
e Circnit Court of Appr for the Ninth Circuit said 
“In order to be a true ec operative, however, the des isions ¢ mpl isize tl 
must be a legal obligatior n the part of the association, made before t} 
to return to the members on 
the cost of 
rticies I " 
ble princi : re well summarized in 
tham (4 990), as follows: 
iff must be established 
on by » corporath » make refunds or rebates to member 
omes for the re Spe vears were received by the c« rporat 
Co., Inc., nmissioner of Internal Revenue (5 Cir., 118 F 
“Such an obligation must arise from the association’s art 
ts bylaws, or some other contract, and must not depend 
tion taken after its receipt of the money later distributed. s1 
f the corporation's officers or directors.” 
One of the headnotes to the case of Farmers ( ooperative Co. v. 
86 F. Supp. 201), reads as follows: 
‘Patronage dividends actually distributed by a cooperative, whether 
f cash, capital stock, certificates of indebtedness or notes, aS well as 
irgins of the cooperative distributed to capital reserves and mere 
* allocated to patrons under a preexisting obligation are excludable 
come for federal income tax purposes.” 
For some of the other cases reaching conclusions consistent 
ove see: Uniform Print gq and Supply Company \ 
Fruit Growers Suppl c's 4 Commissioner 4 
eras Nales Asaeociation v. United States 
m Corporation (274 F. 903) 
rhe following statement of the Supreme C 
se of Commissioner of Internal Revenue v. W 


with the cases cited above: 
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“For present purposes, however, it is enough to note that @ tarable gain is 
conditioned upon (1) the presence of a claim of right to the alleged gain and (2) 
the absence of a definite, unconditional obligation to repay or return that which 
would otherwise constitute a gain.” [Italics added.] 

In this case the Court held that an embezzler was not liable for income taxes 
on money he had embezzled because of his obligation to repay or return the 
money. Clearly the rule stated by the Court is as favorable to honest men as it 
is to criminals 

The irrefutable facts are that the courts have repeatedly passed upon the 
question of whether the net margins of cooperatives are taxable income. In 
those instances in which they found that as a part of the original busines, 
transactions which resulted in the net margins there was a mandatory obliga 
tion to account to the patrons on a patronage basis for any excess remaining 
at the end of tle year, the net margins have been held free of liability in the 
hands of the covuperative for income taxes. In other words, the cooperative 
because the net margins did not constitute taxable income, had a legal right to 
exclude such margins from its gross income in computing its income taxes. 

In the Law Review article the writers state that “The fact that some co 
operatives now pay the income tax, as they say ‘voluntarily’ on income fro! 
dealings with nonmembers is, of course, recognition that such corporations are 
realizing income from all such transactions.” This is another totally unsup 
ported statement, and the law is directly to the contrary. 

Whether taxable income arises from any business transaction depends largely 
if not entirely, on the terms and conditions under which that business is dons 
The term “voluntarily” simply means that the cooperatives have not entered 
into obligations to account to the nonmembers for net margins on business done 
with them. The absence of such obligations results in taxable income on busi 
ness done with nonmembers. But the cooperatives are under prior obligations 
to account to members for net margins arising on their business and hence 
such margins are excludable in computing the income taxes of such cooperatives 

Several authorities could be cited in which the holdings are squarely and 
directly contrary to the statement under discussion but only one will be cited 
namely the case of Green County Farmers Sales Assn. vy. United States (55 1 
Supp. 123), decided by the Court of Claims 

The authors of the article recognize that the patronage refunds or dividends + 
a cooperative must be taken into account by a farmer in making out his income 
tax returns regardless of whether the refunds or dividends are paid in cas! 
stock, or otherwise. This, of course, is substantially the way the individu: 
members of a partnership compute their income taxes, as partnerships are fre 
of liability for income taxes. The close analogy from an income-tax standpoint 
between a partnership and a cooperative seems to have escaped the attentior 
of the authors. Indeed a cooperative might well be regarded as an econo 
partnership 

There is a strain of the Dr. Jekyll and Mr. Hyde running through the arti 
On page 175 the members are involuntary investors in their cooperative while o 
page 190 of the article the members are in control of the cooperative. Reall) 
the learned authors cannot have it both ways. It would seem that the quest 
of a taxable income of cooperatives is one which is entitled to a much more o 
jective consideration than is given it in the article under review. 

Sincerely, 


CHARLES F’, BRANNAN, Secretary. 


The Cnuamman. If there are no further questions, we thank you, 
Mr. Secretary, and your staff for your appearance here and for the 
very Valuable and helpful information you have given the committee. 

Mr. Granam. Thank you very much. 

(The committee thereupon adjourned until tomorrow, Tuesday, 
April 5, 1951, at 10 a. m., to meet in executive session.) 








